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Opening  Remarks 

Mr.  Wolf.  Good  morning.  I  want  to  welcome  everyone  this  morn- 
ing, including  my  distinguished  colleague  from  Texas,  the  Ranking 
Member,  Mr.  Coleman,  who  I  have  served  with  on  this  Subcommit- 
tee and  on  the  Treasury  Appropriations  Subcommittee  and  have 
been  friends  with  for  a  number  of  years. 

I  also  want  to  acknowledge  three  new  Members  of  the  Sub- 
committee: Mr.  Rogers  from  Kentucky;  Mr.  Packard,  a  new  Mem- 
CD 


ber  of  the  subcommittee  from  California;  Mr.  Callahan  from  Ala- 
bama who  is  with  another  group  right  now;  and  Mr.  Dickey  from 
Arkansas  who  is  new  to  the  full  committee.  I  want  to  welcome  ev- 
erybody. 

I  want  to  pledge,  although  this  is  not  really  our  first  hearing  in 
the  sense  that  the  first  hearing  basically  will  be  when  we  meet 
with  the  Secretary  on  the  budget,  but  I  do  want  to  welcome  every- 
one and  make  just  a  couple  personal  comments. 

These  will  be  challenging  times.  They  will  be  difficult  times.  It 
won't  be  like  it  was  perhaps  in  1982  or  1984  whereby  there  is 
more — we  are  actually  faced  with  a  situation  whereby  there  will  be 
less.  As  we  begin  to  reduce  the  size  of  government  and  as  we  re- 
view our  spending  priorities,  I  think  it  is  imperative  that  we  make 
decisions  that  are  fair  and  reasoned  and  justified. 

We  need  to  improve  our  decision-making  process  by  developing 
cost-benefit  analysis  and  risk  factors.  Mr.  Carr,  let  me  just  say 
publicly  for  the  record,  was  very  instrumental  in  beginning  that. 

I  also  want  to  introduce  Mr.  Lightfoot,  who  has  been  on  the  Com- 
mittee for  a  number  of  years,  but  is  also  new  to  the  Subcommittee. 

We  need  to  review  all  programs  and  operations  of  the  Depart- 
ment of  Transportation  to  improve  and  enhance  the  effectiveness  of 
the  management  of  the  Department.  That  is  not  meant  as  criticism 
to  the  people  here  in  the  Department.  We  are  just  saying  I  think 
if  they  were  a  Republican  administration  or  a  Democratic  adminis- 
tration, you  would  say  basically  the  same  thing. 

We  need  to  identify  problems  and  weaknesses  if  there  are  any  to 
prevent  fraud,  waste  and  abuse.  We  need  to  identify  areas  where 
we  can  do  with  less.  However,  and  I  think  this  is  the  important 
part,  we  want  to  do  so  without  compromising  safety,  and  that  is 
very,  very  important.  Through  the  course  of  our  work,  it  is  impor- 
tant to  bear  in  mind  that  a  government  that  has  grown  too  large 
is  bound  to  disappoint  as  it  diminishes  in  size.  And  too,  we  must 
accomplish  this  task  without  hurting  Federal  workers  and  their 
families. 

I  used  to  represent  a  district  that  had  a  lot  of  Federal  employees. 
Through  redistricting,  we  now  go  down  to  the  Skyline  Drive  and 
Shenandoah  valley  and  down  to  the  suburbs  of  Harrisonburg  and 
places  like  that.  But,  I  still  have  a  concern  with  regard  to  what 
happens  to  these  Federal  employees  and  their  families. 

One  of  the  questions  I  would  like  to  ask  the  Department  is  on 
the  travel  budget  that  seems  high.  If  you  save  $1  million  on  the 
travel  budget,  how  many  employees  does  that  really  save,  and  any- 
thing we  can  do  to  save  employees  whereby  by  doing  some  other 
things,  I  think  we  should  be  looking  at. 

Introduction  of  Witnesses 

To  assist  us  today,  we  have  before  us  Mr.  Ken  Mead,  who  is  the 
Director  of  Transportation  Issues  at  the  General  Accounting  Office, 
and  Ms.  Mary  Schiavo,  the  Inspector  General  of  the  Department  of 
Transportation.  Both  have  testified  before  this  Subcommittee  in 
previous  years,  and  quite  candidly,  both  who  I  have  a  lot  of  con- 
fidence in.  What  they  say  really  does  carry  a  lot  of  weight  with  me. 
Both  the  GAO  and  the  IG  have  been  before  the  Subcommittee  on 


a  number  of  other  issues  ^nd  I  think  they  have  been  important  for 
checks  and  balances  of  the,  government. 

I  value  their  observationV,  as  I  am  sure  Members  who  have  been 
on  the  Committee  for  a  number  of  years  do.  We  appreciate  their 
willingness  to  provide  testii^ony  to  the  Subcommittee  today.  Also 
I  would  ask  both  witnesses  and  the  others  if  your  committee  sched- 
ule, I  don't  know  what  your  schedule  is  like,  allows  you  to,  if  you 
could  stay  here  for  most  of  the  hearing.  We  are  going  to  ask  that 
GAO  stay  through  a  lot  of  the  hearings  this  year  so  that  we  can 
have  the  testimony  going  back  and  forth. 

In  addition,  following  GAO  and  the  IG,  the  Subcommittee  will  re- 
ceive testimony  from  Louise  Stoll,  the  Assistant  Secretary  for 
Budget  and  Programs  of  the  Office  of  the  Secretary.  The  purpose 
of  this  hearing  really  is  not  to  go  through  the  whole  Department 
with  regard  to  the  new  upcomiiig  budget.  There  are  a  lot  of  things. 

There  are  some  questions  I  have  that,  and  if  we  have  time,  I  will 
do  it.  But  it  is  really  to  find  out  what  rescissions  we  can  honestly 
do  whereby  we  can  save  the  American  taxpayer  money.  Whereby, 
when  there  is  an  overall  rescission  bill,  and  I  will  recognize  the 
Chairman  to  make  some  comments,  whenever  that  is,  sometime  in 
February,  that  we  are  able  to  make  a  significant  contribution  with 
regard  to  that  area  regarding  the  number  one  thing  is  the  area  of 
safety,  and  second,  with  regard  to  the  impact  on  the  Federal  em- 
ployees and  their  families.  Before  I  recognize  the  Ranking  Member, 
Mr.  Coleman,  let  me  just  recognize  the  Chairman  of  the  Commit- 
tee, Mr.  Livingston  from  Louisiana. 

Mr.  Livingston.  Thank  you  very  much,  Mr.  Chairman,  and  con- 
gratulations to  you  on  your  assumption  of  this  very  important  role 
and  thank  you  for  holding  these  hearings. 

I  want  to  welcome  the  witnesses  and  say  that,  first  of  all,  I 
wasn't  here  on  time  because  I  am  jumping  from  one  subcommittee 
to  another.  I  just  left  the  Interior  Subcommittee  in  which  they  had 
witnesses  from  various  think  tanks  come  and  offer  their  sugges- 
tions for  cuts.  It  was  a  very  intriguing  session  for  the  last  hour  or 
so,  and  I  hope  maybe  you  will  entertain  the  possibility  of  having 
a  similar  hearing. 

At  any  rate,  we  do  welcome  you  all  and  let  me  say  that  from  the 
perspective  of  the  full  committee  Chair,  I  have  to  tell  you  that  this 
is  a  very  unusual  year.  Obviously,  the  philosophy  of  Congress  has 
changed  drastically  in  the  last  few  months,  and  it  is  our  intention 
from  the  standpoint  of  the  leadership  of  the  House  of  Representa- 
tives to  make  this  a  cut-spending  first  Congress. 

That  means  that  the  Appropriations  Committee  is  going  to  be 
center  stage.  It  is  going  to  be  the  place  where  a  lot  of  activity  is 
undertaken  to  change  the  role  of  government.  The  Vice  President, 
to  his  credit,  has  been  thinking  in  terms  of  reinventing  government 
in  the  last  few  months  and  I  would  say  that  I  would  add  to  that. 
I  think  that  the — our  role  is  actually  to  reduce  government,  and  I 
am  not  sure  to  what  extent  that  can  be  accomplished  within  the 
jurisdiction  of  this  Subcommittee,  but  within  all  of  the  discre- 
tionary budget,  I  would  expect  some  significant  reductions  and 
changes  and  role  reversals  or  role  eliminations  of  various  entities 
within  the  Federal  Government. 


Certainly  where  we  can  turn  back  the  power  to  States  and  com- 
munities or  where  we  are  carrying  on  functions  that  are  unneces- 
sary, wasteful,  duplicative  or  whatever,  those  roles  need  to  be 
rethought  and,  if  necessary,  scaled  back  or  even  eliminated. 

So,  Mr.  Chairman,  I  will  not  belabor  it  except  to  tell  you  that  I 
appreciate  your  indulgence,  look  forward  to  hearing  the  testimony 
from  the  witnesses,  and  hope  that  anybody  listening,  if  they  have 
ideas  about  how  we  can  create  greater  efficiency  in  the  United 
States  Federal  Government  doing  those  things  for  the  people  that 
we  must  do  for  them,  not  letting  people  fall  through  the  safety  net, 
making  sure  that  the  people  that  need  help  receive  help,  but  cur- 
tail the  waste  and  bureaucracy  and  inefficiencies  that  have  built  up 
over  the  years,  we  invite  their  thoughts.  We  look  forward  to  hear- 
ing from  them,  either  through  written  testimony,  direct  testimony, 
and  in  this  subcommittee  and  in  all  the  others. 

Thank  you,  Mr.  Chairman. 

Mr.  Wolf.  Thank  you,  Mr.  Chairman.  I  appreciate  that.  I  appre- 
ciate your  taking  the  time  to  come.  One  other  thing,  we  would  hope 
to  mark  up  something  within  two  weeks,  and  as  we  get  into  the 
question  and  answer  period,  any  time  there  is  an  answer  that  we 
can't  quite  get,  if  we  can  have  all  the  answers  by  next  Friday,  I 
would  appreciate  it. 

I  now  recognize  Mr.  Coleman,  the  Ranking  Member  from  Texas. 

Mr.  Coleman.  Thank  you,  Mr.  Chairman,  and  Chairman  Living- 
ston. We  appreciate  very  much  on  our  side  the  willingness  of  all 
of  the  subcommittees  to  work  with  the  Minority  as  we  have  done 
in  this  committee  over  a  number  of  years. 

Since  it  is  the  first  time  that  I  am  participating  as  the  Ranking 
Minority  Member,  I  would  like  to  say  that  I  do  look  forward  to 
working  with  you  in  this  capacity,  Mr.  Chairman.  I  know  you  are 
right  in  saying  that  this  will  be  an  extremely  challenging  year.  We 
must  attempt  to  find  responsible  budgetary  savings  in  the  Federal 
Government,  as  this  committee  has  tried  to  do  over  a  number  of 
years  under  the  leadership  of  Bob  Carr.  More  recently  this  commit- 
tee has  tried  to  find  out  how  it  is  we  can  attach  ourselves  to  addi- 
tional dollars  that  may  not  have  been  spent  and  that  need  not  stay 
in  the  pipeline. 

I  would  just  say  also  that  in  finding  those  savings  in  the  Federal 
Government  and  the  Department  of  Transportation,  we  must  also 
work  very  hard  to  see  to  it  that  we  address  the  Nation's  very  real 
transportation  safety  and  infrastructure  investment  needs.  I  know 
that  you  have  a  sincere  and  deep  interest  in  those  matters,  as  I  do, 
and  I  intend  to  work  in  partnership  with  you  to  meet  those  goals. 

Today  I  look  forward  to  hearing  the  testimony  on  ways  to 
downsize  the  Department  of  Transportation  and  join  you  in  wel- 
coming our  witnesses. 

Thank  you,  Mr.  Chairman. 

Mr.  Wolf.  Thank  you,  Ron. 

EDITORIAL  ENTITLED,  SPIGOT  OF  LAST  RESORT 

Mr.  Livingston.  Mr.  Chairman,  yes,  I  meant  to  just  add  that 
Robert  Samuelson  has  an  intriguing  article  in  The  Washington  Post 
editorial  section  today  and  I  offer  it  for  your  attention  and  ask  that 
a  copy  be  made  part  of  the  record. 


Thank  you  very  much. 
[The  information  follows:] 

[From  the  Washington  Post,  Jan.  11,  1995] 

Spigot  of  Last  Resort 

(Robert  J.  Samuelson) 

The  case  against  Amtrak  and  many  other  federal  programs — programs  that  ought 
to  be  eliminated — is  not  that  they  are  worthless.  It  is  that  they  are  not  the  job  of 
government,  or  at  least  the  federal  government.  For  too  long,  it  has  been  treated 
as  the  spigot  of  last  resort:  an  open-ended  support  system  for  activities  shunned  by 
the  private  market  or,  for  whatever  reason,  deemed  desirable  by  some  eager  group 
of  influentials.  In  the  process,  government  has  been  trivialized.  It  has  been  reduced 
from  an  instrument  of  overriding  national  goals  into  one  of  narrow  and  sometimes 
petty  purposes. 

Our  budget  debates  suffer  from  an  absence  of  a  "public  philosophy."  If  the  Repub- 
lican Congress  is  to  mend  this,  its  deliberations  must  rise  above  a  mere  accounting 
exercise.  By  "public  philosophy,"  I  mean  a  set  of  principles — and  a  restraining  sense 
of  tradition — that  reserves  the  use  of  the  federal  government  only  for  problems  that 
are  genuinely  important  and  national  in  scope.  Amtrak  fails  this  test.  It  carries  less 
than  one  percent  of  intercity  travel,  and  half  of  that  is  in  the  Northeast  Corridor. 

It  is  important  to  purge  whole  programs,  as  opposed  to  merely  cutting  them,  to 
restore  a  seriousness  to  government  by  defining  some  activities  as  outside  its  re- 
sponsibilities. "Public  philosophy"  ought  to  engage  more  than  Ukes  or  disUkes.  I  like 
books,  but  it  is  not  government's  job  to  subsidize  the  Holy  Cow!  Press  with  a 
$30,000  grant  or  the  Yale  Review  with  a  $10,000  grant.  (These  grants  were  made 
by  the  National  Endowment  for  the  Arts  in  1993.)  I  like  food,  but  it  is  not  govern- 
ment's job  to  subsidize  farmers'  incomes.  Good  literature  does  not  depend  on  the  Na- 
tional Endowment;  food  would  be  produced  without  subsidies. 

No  important  national  purposes  are  served;  instead  such  programs  are  justified 
by  the  mushier  concepts  of  aiding  the  "deserving"  or  promoting  "worthy"  causes.  A 
public  philosophy  poses  the  most  basic  question:  What  can  and  should  government 
do?  The  habit  of  asking  and  answering  this  question  inspires  a  tradition  of  thinking 
in  terms  of  responsibility,  obligation  and  competence.  In  this  sense,  pubUc  philoso- 
phy acquires  authority  in  the  same  manner  as  common  law;  by  practice  and  prece- 
dent. 

The  usual  objection  made  to  slaughtering  programs  like  Amtrak  is  that  their 
spending  is  so  small  that  it  won't  make  much  difference.  This  is  a  cynical,  unprinci- 
pled argument;  if  programs  aren't  justified,  they  should  be  ended,  whether  they  cost 
$1  miUion  or  $10  billion.  But  as  an  arithmetic  proposition,  the  objection  has  merit. 
Consider  some  programs  that  are  routinely  suggested  (by  me,  at  least)  for  termi- 
nation, along  with  1995  spending  estimates  from  the  Congressional  Budget  Office: 

Farm  income  supports:  $9.8  bUBon. 

Amtrak:  $1  billion. 

Culture  agencies  (the  endowments  for  the  Arts  and  Humanities;  the  Corporation 
for  Public  Broadcasting):  $673  million. 

Mass-transit  subsidies  for  localities:  $3.8  billion. 

The  Small  Business  Administration:  $508  million. 

Propaganda  agencies  (Radio  Free  Europe,  Voice  of  America,  TV  Marti,  etc.):  $486 
million. 

Regional  development  (Economic  Development  Administration;  Appalachian  Re- 
gional Commission):  $487  million. 

None  of  these  programs  promotes  vital  national  goals.  Local  transit  benefits  local- 
ities; they  should  pay.  Few  small  businesses  receive  SBA  subsidies;  none  should. 
With  CNN,  fax  machines  and  the  Internet,  propaganda  agencies  are  dinosaurs. 
When  98  percent  of  households  have  TVs  and  81  percent  have  VCRs,  government 
doesn't  need  to  subsidize  "public"  TV.  But  all  these  programs  cost  only  $16.8  bil- 
lion— a  lot  of  money,  but  loose  change  in  a  $1.5  trillion  budget  with  a  $176  biUion 
deficit. 

Might  other  programs  be  ended?  Sure.  But  even  doubling  the  savings,  which  is 
generous,  leaves  a  huge  deficit.  (Note — as  many  will — that  the  list  excludes  defense. 
It  is  an  essential  function  of  government.  Of  course,  there's  waste,  and  it  should  be 
eliminated  when  possible.  But  it's  worth  noting  that  defense  has  dropped  from  27 
to  18  percent  of  federal  spending  since  1985.  In  1995  defense  totals  $270  billion;  if 
its  share  had  stayed  stable,  that  would  be  $140  biUion  higher.) 


6 

The  arithmetic  shows  why  a  viable  pubUc  philosophy  requires  a  true  commitment 
to  a  balanced  budget.  In  democracies,  even  silly  programs  are  legitimate  if  they  are 
wildly  popular.  But  their  legitimacy  is  suspect  if  no  real  choice  is  posed.  A  balanced- 
budget  standard  demands  that  benefits  and  burdens  be  calibrated.  Such  discipline 
reveals  that  budget  balancing  involves  either  raising  taxes  or  cutting  popular  pro- 
grams like  Social  Security  ($334  biUion)  or  Medicare  ($176  billion). 

It  is  unclear  whether  Republicans  will  genuinely  transform  tiie  budget  debate.  So 
far,  they  talk  better  than  they  behave.  House  Speaker  Newt  Gingrich  plugs  a  bal- 
anced-budget— and  then  sets  a  target  of  2002,  which  is  laughably  distant.  It  is  so 
remote  that  it  doesn't  impose  any  practical  limits  on  present  actions.  FVoposed  Re- 
publican "tax  cuts"  merely  redirect  the  spigot  to  a  new  class  of  constituents.  Such 
"cuts"  barely  differ  from  new  spending;  both  disgorge  benefits  with  borrowed  funds. 

There  is  a  bigger  omission  even  in  Republican  rhetoric.  Gingrich,  though  posing 
as  a  candid  critic  of  the  welfare  state,  evades  its  largest  dilemma:  how  to  support 
retirees  without  overburdening  workers.  The  dilemma  worsens  dramatically  in  the 
next  century,  when  the  baby  boomers  retire.  Present-oriented  politics  avoids  Uiese 
issues;  fiiture-oriented  politics  would  engage  them.  The  budget  can't  be  balanced  by 
slashing  "traditional"  welfare;  Aid  to  Families  with  Dependent  Children  is  1.2  per- 
cent of  federal  spending,  food  stamps  1.7  percent. 

What  connects  these  larger  issues  to  Amtrak  and  farm  subsidies  is  the  climate 
of  public  opinion.  The  s3Tnbolic  importance  of  ending  these  unjustified  programs 
overshadows  their  size.  If  they  enjoy  immortality,  then  the  political  process  is  cap- 
tive to  past  commitments,  no  matter  how  dubious.  It  can't  raise  basic  questions  of 
responsibility  or  adjust  to  changing  social  conditions.  The  spigot  may  be  twisted  a 
httle  here  and  there;  but  it  will  keep  gushing  until  it  bursts. 

Mr.  Wolf.  I  read  the  article.  It  is  a  good  article  and  we  will  put 
it  in  the  record.  Before  we  hear  from  the  witnesses,  maybe  I  would 
say  three  other  things.  One,  we  are  going  to  be  totally  fair  in  this 
process  and  totally  open.  I  have  sat  here  for  10  years.  I  think  I 
have  a  good  record  of  attending  these  hearings,  so  I  have  my  own 
feelings,  I  think,  but  we  will  be  very  open  eind  anyone  should  feel 
free  both  to  come — to  say  whatever  is  on  their  mind  or  if  you  feel 
somewhat  restrained,  to  come  by  and  see  me  in  the  office.  Our  door 
will  be  always  open. 

One  other  thing.  The  next  time  you  come,  the  seating  could  be 
reversed,  it  may  not.  If  it  is  reversed,  it  isn't  that  we  are  kind  of 
moving.  It  is  simply  because  there  are  some — ^there  are  a  number 
here  versus  a  number  there,  so  I  just  wanted  people  to  know  when 
they  come  back  if  the  seat  is  reversed,  and  it  may  not  be.  It  isn't 
because  of  any  special  reason,  just  simply  a  question  of  space. 

Mr.  Dickey.  Mr.  Chairman,  does  that  mean  I  might  be  closer  to 
you  next  time? 

Mr.  Wolf.  Would  any  of  the  other  Members  like  to  make  a  com- 
ment before  we  hear  the  witnesses? 

Mr.  LiGHTFOOT.  Mr.  Chairman,  I  appreciate  the  opportunity  to 
serve  on  this  subcommittee  and  it  has  a  reputation  in  the  House 
for  doing  excellent  work.  We  will  try  to  live  up  to  the  high  stand- 
ards that  have  been  set  by  my  predecessors. 

Mr.  Packard  and  I  both  spent  time  on  the  Public  Works  Commit- 
tee which  this  kind  of  feels  good  to  be  back  into  that  again.  I  think 
the  thing  that  strikes  me  is  that  so  little  has  basically  changed.  An- 
other administration  is  proposing  to  privatize  the  air  traffic  control 
system  and  we  still  debate  the  merits  of  an  independent  FAA, 
streamline  procurement,  and  the  Transportation  Trust  Fund  is  off 
budget.  Those  arguments  haven't  changed  at  all. 

I  personally  would  say  that  the  privatization  of  the  air  traffic 
control  system  I  think  is  a  very  bad  idea.  As  a  commercial  pilot  and 
one  who  has  used  the  system  for  a  lot  of  years,  there  are  certainly 
some  things  that  we  need  to  do  to  improve  the  air  traffic  control 


system,  but  privatizing,  I  think,  is  absolutely  the  wrong  direction 
to  go. 

It  reminds  me  of  a  story  I  was  told  by  a  friend  of  mine  who  is 
an  air  traffic  controller.  This  happened  several  years  ago,  and  there 
was  a  flight  that  was  coming  from  Florida  into  the  Houston  area 
and  a  typical  summer  day  in  the  Gulf  of  Mexico,  a  lot  of  thunder- 
storms, and  they  had  vectored  this  airliner  all  over  the  skies,  try- 
ing to  get  around  various  buildups  and  so  on,  and  a  controller 
handed  him  off  to  the  Houston  approach  and  the  usual  sign-off. 
Mega  Air  223  contact  Houston  approach  on  1352.  The  captain  came 
back,  Houston  approach,  1352,  and  then  he  added  a  little  clause  to 
the  end  of  it,  he  said,  Deuteronomy  27:18,  and  just  signed  off  the 
frequency,  and  the  folks  in  the  air  traffic  control  finally  figured  out 
that  that  must  be  something  from  the  Bible,  and  so  they  dug 
around  and  found  a  copy  of  the  Bible,  and  if  you  look  up  Deuteron- 
omy 27:18,  it  said,  cursed  be  he  who  lead  the  blind  where  they 
want  not  to  go.  I  am  sure  that  old  captain  had  been  looking  at 
some  Gideon  bibles  in  a  hotel  room  somewhere  and  was  looking  for 
the  appropriate  time  to  use  that  particular  thing,  but  I  think  we 
may  have  that  kind  of  situation  with  the  FAA  if  we  would  privatize 
the  system,  that  we  would  be  leading  the  blind  where  they  want 
not  to  go  and  probably  end  up  with  a  lot  of  new  user  fees  and  taxes 
and  so  on. 

So  again,  Mr.  Chairman,  I  appreciate  the  opportunity  to  serve  on 
this  committee  and  look  forward  with  a  great  deal  of  anticipation 
to  our  work  here.  It  is  important  and  congratulations  on  your 
chairmanship. 

Mr.  Wolf.  Thank  you.  Ron.  Mr.  Packard  from  California. 

Mr.  Packard.  I  won't  be  making  opening  statements  routinely 
and  I  hope  the  rest  of  us  won't  be  in  the  future,  but  being  first — 
this  is  the  first  meeting,  it  is  good  to  be  back  into  transportation 
issues. 

I  have  served  much  of  my  life  in  transportation  areas  and  I  am 
looking  forward  to  working  with  the  committee.  Many  important 
decisions  have  to  be  made  that  reflect  all  parts  of  transportation 
and  I  am  very  anxious  to  get  involved  in  that. 

Thank  you  very  much,  Mr.  Chairman. 

Mr.  Wolf.  Mr.  Dickey. 

Mr.  Dickey.  No  thank  you. 

GAO  STATEMENT 

Mr.  Wolf.  First  witness,  Mr.  Mead,  and  Ms.  Schiavo. 

Mr.  Mead.  Thank  you,  Mr.  Chairman,  Mr.  Coleman,  and  new 
Members  of  the  committee.  Thanks  for  the  opportunity  to  overview 
the  key  issues  affecting  the  Department  of  Transportation  and 
other  transportation-related  entities. 

During  the  past  several  years,  GAO  has  reported  to  Congress  on 
ways  to  strengthen  DOT'S  structure  and  programs  and  based  on 
that  work,  and  at  your  request,  we  are  here  today  to  provide  some 
observations  on  some  critical  issues  that  are  before  the  committee 
this  year. 

DOT  has  a  budget  of  roughly  $38  billion,  105,000  employees  to 
put  things  in  perspective.  I  have  been  with  this  area  at  GAO  now 
for  seven  or  eight  years,  and  I  must  say  that  I  have  not  seen  a  time 
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where  so  many  fundamental  issues  in  transportation  are  at  play 
than  they  are  this  year.  They  are  issues  that  affect  not  only  the 
delivery  of  program  services  and  safety,  as  you  pointed  out,  Mr. 
Chairman,  but  also  have  very  profound  budgetary  implications, 
both  short  term  and  long  term. 

So  I  would  like  to  focus  just  on  what  seems  to  us  to  be  the  top 
five  issues  that  are  on  the  plate. 

The  first  is  to  propose  major  restructuring  of  DOT.  The  second 
would  be  the  consolidation  of  transportation  grant  programs.  The 
third  would  be  Amtrak.  The  fourth  would  be  the  plans  for  the  air 
traffic  control  system,  and  the  fifth  would  be  the  Interstate  Com- 
merce Commission.  I  would  like  to  go  through  each  one  of  those 
briefly  and  sequentially. 

DOT  RESTRUCTURING 

DOT  has  proposed  restructuring  of  its  organization.  This  has 
been  proposed  before,  going  back  as  far  as  1978.  Actually  it  is  a 
very  similar  proposal  to  what  originated  back  then.  The  proposal 
essentially  would  collapse  into  three  orgsoiizations  or  three  agen- 
cies what  are  now  about  10  agencies. 

DOT  is  considering  two  options  for  the  three  agencies.  One  op- 
tion is  to  organize  by  mission:  Aviation,  Maritime,  and  Surface.  An- 
other option  is  to  organize  by  function:  Safety,  Investment,  and 
Coast  Guard.  The  details  are  still  sketchy  and  it  is  not  clear  how 
DOT  is  going  to  arrange  its  affairs  so  that  they  will  achieve  budg- 
etary savings  under  this  proposal,  and  with  that  in  mind,  I  would 
like  just  to  add  that  I  think,  as  part  of  any  restructuring  proposal, 
the  Department  needs  to  reexamine  very  thoroughly  its  extensive 
field  structure  to  determine  if  that  structure  is  still  in  line  with  the 
agency's  overall  missions  and  functions.  Colocation  and  consolida- 
tion of  the  field  office  and  the  identification  of  the  right  skill  mix 
are  factors  that  need  to  be  considered,  and  I  think  fairly  soon. 

I  believe  also  that  looking  at  DOTs  field  structure  is  very  appro- 
priate in  today's  environment. 

The  Federal  role  in  highways,  to  take  one  example,  has  changed 
fairly  dramatically  over  the  last  several  years  to  one  that  has  de- 
volved more  authority  to  the  States,  given  the  States  more  flexibil- 
ity, both  in  the  use  of  highway  and  mass  transit  funds.  So  the 
States  have  more  responsibility  today  for  overseeing  and  selecting 
the  projects  in  their  States.  This  might  suggest  a  need  for  fewer 
Federal  resources  in  the  field. 

Now,  again  using  the  highway  administration  as  an  example, 
they  have  10  regional  offices  and  52  divisional  offices,  one  for  each 
State  and  territory,  and  we  are  raising  a  question  as  to  whether 
that  particular  structure  is  appropriate  today. 

Let's  move  to  the  Coast  Guard.  The  Coast  Guard  is  another  ex- 
ample. The  Coast  Guard  has  over  40,000  of  the  DOT'S  105,000  em- 
ployees. They  have  initiated  a  study  that  should  be  completed  very 
soon  that  examines  the  Coast  Guard's  organizational  structure. 
They  have  two  area  commands,  10  district  offices,  over  40  group  of- 
fices, and  over  45  marine  safety  offices.  The  study  results  haven't 
been  released  yet,  so  it  is  uncertain  how  that  is  going  to  fit  into 
the  overall  organization  scheme. 


CONSOLIDATION  OF  GRANT  PROGRAMS 

Let's  move  to  the  second  issue,  the  consolidation  of  grant  pro- 
grams. DOT  has  proposed  reducing  the  number  of  programs  under 
which  Federal  funds  are  distributed  from  about  thirty  to  three. 
Cle-irly,  one  of  the  three  is  a  block  grant  approach.  The  total 
amount  involved  is  not  clear  at  the  present  time,  but  it  could  well 
exceed  over  $20  billion  out  of  a  $38  billion  budget. 

As  DOT  considers  this  approach,  there  are  several  issues  that 
need  to  be  addressed.  One  issue  is  how  national  priorities  are  going 
to  be  met.  This  year,  the  Transportation  and  Infrastructure  Com- 
mittee will  be  considering  the  designation  of  a  national  highway 
system.  We  are  now  in  the  post-interstate  era.  The  interstate  is 
over  40,000  miles.  The  proposed  national  highway  system  would  be 
over  150,000  miles,  but  that  represents  only  a  small  part  of  the 
roads  that  are  currently  eligible  for  Federal  aid,  which  is  953,000 
miles. 

The  proposed  national  highway  system  is  going  to  carry  about  40 
percent  of  the  vehicle  miles  traveled,  70  percent  of  the  commercial 
truck  traffic.  The  key  question  is  what  role,  if  any,  will  DOT  have 
over  the  national  highway  system.  We  have  recommended  that 
they  develop  some  performance  standards  for  the  national  highway 
system  as  one  way  to  measure  how  well  States  are  maintaining 
these  roads.  They  have  not  done  so,  and  frankly,  we  are  at  a  loss 
as  to  what  significance  a  national  highway  system  will  have  in  re- 
lation to  the  Federal  role  unless  something  is  done  in  that  area. 

Another  issue  I  believe  of  some  sensitivity  is  how  mass  transit 
in  the  urban  and  rural  areas  would  fare  if  funds  were  allocated  di- 
rectly to  the  State  under  the  block  grant, 

AMTRAK 

Amtrak.  Mr.  Chairman,  we  reported  in  1994  to  you  on  Amtrak. 
We  continued  our  work  and  we  are  about  to  issue  a  major  report 
on  Amtrak  early  in  February.  Amtrak  frankly  is  in  a  crisis  stage. 
The  corporation's  ability  to  provide  quality  service  of  its  present  na- 
tional scope  is  clearly  imperiled.  Amtrak's  Federal  subsidy  moved 
from  about  $640  million  in  1990  to  almost  $1  billion  in  the  current 
fiscal  year.  Their  total  budget  is  about  $2.2  billion,  of  which  about 
$1  billion  is  from  the  Federal  Government. 

Over  the  past  several  years,  in  our  view,  Amtrak  has  taken  some 
fairly  aggressive  actions.  They  have  done  things  such  as  defer 
maintenance,  reduce  staff,  and  take  on  additional  debt.  In  Decem- 
ber 1994,  they  came  out  with  a  very  aggressive  plan,  reducing  serv- 
ice frequencies,  reducing  any  new  expenses  by  about  $430  million. 
We  do  not  believe  that  they  will  need  an  additional  subsidy  this 
year,  which  is  a  departure  from  the  past  two  years,  but  this  is  an 
immediate  problem.  The  committee  needs  to  deal  with  it. 

There  is  just  no  way  that  Amtrak  can  continue  on  with  its 
present  financial  condition.  And  I  believe  that  Amtrak  has  done 
about  all  that  they  can  on  their  own  to  cut  expenses.  The  thing 
that  is  interesting  to  note,  Mr.  Chairman,  with  Amtrak  is  that  no 
route  in  the  country  is  profitable.  Some  people  point  to  the  North- 
east Corridor  and  say,  well,  that  is  profitable.  Actually  it  isn't  be- 
cause when  you  consider  the  capital  that  is  going  into  the  North- 
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east  Corridor,  for  example,  it  was  $250  million  I  believe  just  for 
this  year,  and  this  isn't  a  the  first  year  of  it,  when  you  consider 
the  capital,  they  are  not  making  ends  meet  in  the  Northeast  Cor- 
ridor. 

AIR  TRAFFIC  CONTROL 

Air  traffic  control.  As  you  know,  there  are  various  proposals  to 
corporatize,  privatize  the  Federal  Aviation  Administration's  air 
traffic  control  system.  Supporters  of  the  proposal  envision  a  self- 
sufficient  corporation  financed  entirely  by  user  fees.  The  current 
system  is  dependent  on  a  roughly  $2  billion  annual  contribution 
from  the  general  fund.  The  Aviation  Trust  Fund  takes  in  about 
$5.3  billion  in  taxes,  ticket  tax,  and  so  forth.  We  analyzed  the  ad- 
ministration proposal  last  May.  There  isn't  another  proposal  out 
there  that  is  sufficiently  concrete  to  analyze  at  this  point,  but  I  will 
make  a  couple  points  off  the  administration  proposal. 

A  key  on  the  self-sufficiency  issue  is  whether  assumptions  about 
revenues  and  expenditures  are  going  to  be  realized.  And  the  reve- 
nue projections  of  course  are  highly  sensitive  to  the  growth  and 
passenger  travel  and  airfare.  The  administration's  proposal  of  last 
year  assumed  a  fairly  robust  growth  rate,  and  if  the  rate  of  growth 
for  passenger  ticket  revenues  is  5  percent  instead  of  6.4  percent 
that  was  assumed  by  the  administration,  the  revenues  for  the  cor- 
poration would  decrease  by  about  $5  billion  over  the  ten-year  pe- 
riod, 1996  to  2005. 

Now,  what  happens  if  the  growth  projections  don't  materialize? 
This  is  a  key  issue.  The  corporation  would  face  a  variety  of  choices, 
such  as  obtaining  short-term  financing,  reducing  air  traffic  control 
services,  or  increasing  user  fees,  or,  as  in  Amtrak's  case,  seeking 
congressional  appropriations  to  make  up  for  the  shortfalls.  I  know 
there  are  a  number  of  other  issues  associated  with  air  traffic  con- 
trol privatization  or  corporatization.  I  would  be  glad  to  get  into 
those  later  if  you  would  like.  One  of  them,  of  course,  is  how  you 
would  draw  the  dividing  line  on  safety  responsibility  of  the  corpora- 
tion versus  that  of  what  is  left  of  FAA. 

Now,  regardless  of  whether  FAA  air  traffic  control  is  privatized, 
corporatized,  or  somehow  stays  the  same  with  exemptions  from  the 
procurement  and  personnel  laws,  we  think  a  major  challenge  is 
identif5dng  cost-effective  uses  of  funds  for  that  air  traffic  control 
system. 

Every  year  for  this  committee,  we  prepare  the  status  of  the  mod- 
ernization of  the  air  traffic  control  system,  and  we  identify  opportu- 
nities for  savings.  Last  year,  the  microwave  landing  system  was 
canceled,  and  you  may  recall,  Mr.  Chairman,  having  been  with  the 
committee  for  a  while,  that  that  seemed  to  be  a  cat  with  nine  lives. 
It  came  up  every  year  and  the  FAA  finally  saw  that  moving  to  GPS 
would  be  a  more  cost-effective  strategy.  We  will  be  going  through 
this  exercise  for  you  again  this  year  and  probably  sooner  rather 
than  later  since  we  formerly  looked  at  this  prospectively  for  the 
next  year's  budget  and  this  year  I  know  you  will  be  wanting  to  look 
at  unobligated  balances  for  the  current  year. 


11 

INTERSTATE  COMMERCE  COMMISSION 

And  finally,  the  Interstate  Commerce  Commission.  The  elimi- 
nation of  ICC  is  of  course  being  debated.  If  ICC  is  eliminated,  but 
its  functions  retained,  the  remaining  functions  will  have  to  go 
somewhere.  A  key  responsibility  that  I  think  will  become  the  most 
controversial  of  them  is  their  role  in  reviewing  railroad  mergers 
and  abandonments.  Abandonments  are  where  a  railroad  proposes 
to  abandon  a  line. 

Currently  ICC  handles  those  and  they  consider  a  variety  of  fac- 
tors, not  just  economics.  They  consider,  for  example,  the  impact  of 
an  abandonment  on  a  community  or  on  labor.  You  could  transfer 
those  functions  to  the  Justice  Department  and  the  authority  for 
consumer  protection  and  the  movement  of  household  goods,  a  func- 
tion I  presume  we  would  want  to  retain,  could  be  moved  to  the 
Federal  Trade  Commission.  That  is  one  possibility. 

The  other  motor  carrier  activities  we  believe  could  quite  sensibly 
be  transferred  over  to  the  DOT.  As  a  matter  of  fact,  a  number  of 
those  residual  motor  carrier  functions  are  duplicative  of  what  DOT 
already  does.  I  think  I  will  close  there,  Mr.  Chairman. 

Mr.  Wolf.  Thank  you  very  much,  Mr.  Mead. 

[The  prepared  statement  and  biography  of  Kenneth  Mead  follow:] 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

Thank  you  for  the  opportunity  to  provide  our  views  on  issues 
affecting  the  development  of  more  efficient  and  effective 
transportation  programs  in  this  era  of  diminishing  resources. 

During  the  past  several  years,  GAO  has  reported  to  the 
Congress  on  ways  to  strengthen  transportation  programs.   Based  on 
this  work,  and  at  your  request,  our  testimony  today  will  provide 
some  observations  regarding  five  critical  issues:   the 
restructuring  of  Department  of  Transportation  (DOT),  the 
consolidation  of  transportation  grant  programs,  the  future  of 
Amtrak,  the  plans  for  the  air  traffic  control  system,  and  the 
status  of  the  Interstate  Commerce  Commission. 

1.  Restructuring  of  DOT.   DOT  has  proposed  restructuring  its 
organization.   As  part  of  any  restructuring  proposal,  the 
Department  needs  to  reexamine  its  extensive  field  structure  to 
determine  if  that  structure  is  still  in  line  with  the  agency's 
overall  missions  and  functions.   The  collocation  or 
consolidation  of  field  offices,  and  the  identification  of  the 
right  mix  of  skills  are  areas  that  could  be  considered  in  such 
a  reexamination.   Looking  at  DOT'S  field  structure  is 
particularly  appropriate  in  today's  environment  in  which  the 
federal  role  in  transportation  has  changed  and  will  continue 
to  change.   The  highway  area  provides  one  example.   Under  the 
Intermodal  Surface  Transportation  Efficiency  Act  (ISTEA)  of 
1991,  more  responsibility  for  selecting  and  overseeing  highway 
projects  has  shifted  to  the  states.   This  might  suggest  the 
need  for  fewer  federal  resources  in  the  field.   However,  as  we 
reported,  traffic  signal  systems  and  intelligent  vehicle 
highway  systems,  the  transportation  programs  of  the  future 
will  be  sophisticated  and  technically  oriented.   This  may 
require  additional  training  for  DOT  staff.   This  evolving  role 
highlights  the  need  for  DOT  to  focus  on  its  missions  and 
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functions  as  a  basis  for  any  assessment  of  its  field 
structure. 

The  Coast  Guard  has  already  initiated  a  study,  in  June  1994, 
to  examine  its  operational,  support,  and  administrative 
infrastructure,  including  headquarters.   That  structure 
includes  headquarters,  two  area  commands  (Atlantic  and 
Pacific),  10  district  offices,  40+  group  offices,  and  45+ 
Marine  Safety  Offices.   The  study  results  have  not  been 
released,  therefore  it  is  uncertain  how  its  outcome  will  fit 
DOT'S  overall  reorganization  scheme. 

Consolidation  of  Transportation  Grant  Programs.   DOT  has 
proposed  reducing  the  number  of  programs  under  which  federal 
funds  are  distributed  to  state  and  local  governments  from  30 
to  3--a  block  grant  approach.   As  DOT  considers  this  approach, 
several  issues  need  to  be  addressed.   One  issue  is  how 
national  priorities  and  objectives  will  be  met.   For  example, 
the  Congress  will  be  considering  the  designation  of  the 
National  Highway  System  this  year.   That  system  is  intended  to 
focus  federal  resources  and  attention  on  roadways  that  are 
essential  for  interstate  and  regional  commerce  and  travel  and 
national  defense.   The  system  carries  over  40  percent  of  the 
vehicle  miles  traveled  and  70  percent  of  commercial  truck 
traffic.   A  key  question  is  what,  if  any,  controls  DOT  will 
retain  to  ensure  that  federal  funds  are  spent  effectively  and 
efficiently  to  maintain  the  National  Highway  System  or  some 
other  set  of  roads  with  a  national  purpose.   We  have 
recommended  that  DOT  develop  performance  standards  for  the 
National  Highway  System  as  one  way  to  measure  how  well  states 
are  maintaining  these  roads. 

A  second  issue,  as  we  reported,  is  that  some  states  and 
metropolitan  planning  organizations  do  not  have  the  technical 
resources  to  meet  ISTEA's  expectations  to  develop 
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transportation  plans  and  select  projects  by  considering  and 
making  trade-offs  between  different  modes.   DOT  needs  to 
consider  whether  block  grants  would  exacerbate  this  situation. 

3.  The  Future  of  Amtrak.   Amtrak's  financial  and  operating 
conditions  have  reached  a  crisis  stage  and  the  corporation's 
ability  to  provide  quality  intercity  passenger  service  over 
its  current  route  network  is  at  risk.   Amtrak's  federal 
subsidy  grew  from  $640  million  in  1990  to  almost  $1  billion  in 
1994,  but  the  higher  subsidy  was  not  sufficient  to  cover  the 
widening  gap  between  revenues  and  expenses.   Over  the  past 
several  years,  Amtrak  has  taken  steps  to  address  its  problems 
by  deferring  maintenance,  reducing  staff,  and  taking  on 
additional  debt.   In  December  1994,  Amtrak  announced  its  plan 
to  reduce  annual  expenses  by  $430  million,  but  this  will  only 
be  a  short-term  solution.   The  operating  deficit  will  reappear 
in  1996,  and  the  announced  actions  do  not  address  Amtrak's 
capital  needs,  which  total  several  billion  dollars.   A  major 
issue  facing  the  Congress  will  be  the  future  of  intercity  rail 
passenger  service  in  the  United  States. 

4.  Plans  for  the  Air  Traffic  Control  System.   As  you  know, 
proposals  to  corporatize  the  Federal  Aviation  Administration's 
(FAA)  air  traffic  control  system  are  being  debated. 
Supporters  of  the  proposals  envision  a  self-sufficient 
corporation  financed  entirely  by  user  fees--unlike  the  current 
system  that  is  dependent  on  a  roughly  $2  billion  annual 
contribution  from  the  federal  government's  general  fund  to 
finance  its  operating  expenses.   One  proposal  came  from  the 
administration  last  May.   Our  analysis  of  this  proposal  found 
that  self-sufficiency  depends  on  whether  assumptions  about 
revenues  and  expenditures  are  realized.   The  revenue 
projections,  for  example,  are  highly  sensitive  to  the  growth 
in  passenger  travel  and  airfares.   If  the  rate  of  growth  for 
passenger  ticket  revenues  is  5  percent  instead  of  the  6.4 
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percent  assumed  for  the  corporation  to  break  even,  the 
corporation's  revenues  would  decrease  by  over  $5  billion 
during  the  10-year  period  from  1996  through  2005.   If  growth 
projections  do  not  materialize,  the  corporation  would  face  a 
variety  of  choices,  such  as  obtaining  short-term  financing, 
reducing  air  traffic  control  services,  increasing  user  fees, 
and  seeking  congressional  appropriations  to  make  up  for 
shortfalls . 

Regardless  of  whether  the  air  traffic  control  system  remains 
within  DOT  or  is  administered  by  a  private  corporation,  a  key 
challenge  will  be  to  identify  the  most  cost-effective  use  of 
funds  for  sustaining  and  modernizing  the  system.   FAA's 
Capital  Investment  Plan  identifies  $14  billion  in  planned 
spending  over  the  next  6  years  for  sustaining  and  modernizing 
FAA's  communications,  navigation,  and  surveillance 
capabilities.   This  level  of  investment  underscores  the 
importance  of  a  careful  needs  assessment,  as  noted  in  our 
reports  over  the  years  on  the  microwave  landing  system  (MLS) 
and  the  overall  Capital  Investment  Plan.   As  you  know,  FAA 
cancelled  the  acquisition  of  the  multibillion  dollar  MLS  this 
past  year  after  an  assessment  showed  that  a  satellite-based 
navigation  system  could  provide  the  needed  services  more  cost- 
effectively. 

The  Status  of  the  Interstate  Commerce  Commission.   The 
elimination  of  the  Interstate  Commerce  Commission  (ICC)  is 
being  debated.   If  ICC  is  eliminated  but  its  functions  are 
retained,  the  remaining  functions  will  need  to  be  relocated  to 
other  agencies.   For  example,  ICC's  responsibilities  for 
reviewing  railroad  mergers  could  be  transferred  to  the  Justice 
Department,  its  authority  for  consumer  protection  in  the 
movement  of  household  goods  could  be  shifted  to  the  Federal 
Trade  Commission,  and  its  other  activities  could  be  moved  to 
DOT.   The  ICC  also  could  be  merged  with  the  Federal  Maritime 
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Commission,  creating  an  intermodal  transportation  regulatory 
agency,  or  the  ICC  could  be  housed  as  a  wholly  separate  agency 
within  DOT,  similar  to  the  way  the  Federal  Energy  Regulatory 
Commission  is  presently  included  in  the  Department  of  Energy. 
Each  option  entails  different  costs  and  benefits. 

In  closing,  Mr.  Chairman,  let  me  emphasize  our  commitment  to 
support  your  efforts  to  help  ensure  the  most  effective  and 
efficient  use  of  federal  transportation  dollars.   We  will 
continue  to  examine  these  and  other  issues  as  they  unfold.   That 
concludes  my  prepared  statement.   We  would  be  happy  to  respond  to 
any  questions  that  you  and  the  other  Members  of  the  Subcommittee 
might  have. 
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K£NNETH  M.  MEAD 

Mr.  Mead  Is  Director  of  Transportation  Issues  and  Policy  for 
the  General  Accounting  Office  and  is  responsible  for  directing  GAO 
reviews  in  the  transportation  area--rail,  shipping,  surface 
transportation,  telecommunications.  Coast  Guard,  and  aviation.   He 
testifies  frequently  before  various  committees  of  the  Congress. 

Prior  to  assuming  the  duties  of  his  current  position,  Mr.  Mead 
served  as  an  Associate  and  Assistant  Director  in  the  transportation 
area.  Assistant  Director  for  GAO's  Office  of  Quality  Assurance,  and 
as  Senior  Attorney  with  GAO's  Office  of  General  Counsel. 

He  graduated  with  a  B.A.  from  Southern  Connecticut  University 
and  on  graduating  joined  the  U.S.  Naval  Submarine  Service.   He 
rMrAiv<»d  hi«  Jiirl*  Doctor  dtigrtttt    In  1975  from  th«  University  of 
South  Carolina  and  joined  GAO  later  that  year.   Mr  Mead  is  an 
alumnus  of  the  Federal  Executive  Institute's  Executive  Excellence 
Program  and  of  Harvard  University's  Senior  Policy  Fellows  Program. 

Mr.  Mead  is  a  recipient  of  numerous  GAO  awards,  including  the 
Meritorious  Service  Award,  the  rank  of  Meritorious  Executive  in  the 
Senior  Executive  Service,  and,  most  recently,  GAO's  Distinguished 
Service  Award.   He  is  active  in  numerous  professional  associations. 
Including  the  Bar  Association's  Consumer  Rights  and  Antitrust 
Section  and  the  American  Society  of  Public  Administration. 

Mr.  Mead  resides  in  Alexandria,  Virginia,  with  his  wife, 
Elizabeth,  and  their  two  children,  Jennifer  and  Hilliary. 
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Inspector  General's  Statement 

Mr.  Wolf.  Ms.  Schiavo,  you  want  to  begin? 

Ms.  Schiavo.  Thank  you  for  inviting  me  to  be  here  today.  While 
we  did  not  plan  it,  my  testimony  probably  will  follow  on  rather 
nicely  to  Mr.  Mead's  because  he  hit  some  overarching  issues  and 
kind  of  went  global. 

Wherever  possible,  we  have  tried  to  be  specific,  and  I  want  to 
preface  my  comments  by  saying  that  wherever  possible,  we  have 
based  these  recommendations  on  actual  audits  that  we  have  com- 
pleted and  where  we  do  not  have  an  audit,  we  have  based  them 
on  the  collective  knowledge  and  experience  of  the  folks  in  the  Office 
of  the  Inspector  Greneral.  We  have  tried  to  be  as  specific  as  possible 
and  make  recommendations  where  possible  based  on  actual  stud- 
ies, audits  and  in  some  cases  investigations  that  we  have  com- 
pleted. 

For  this  testimony,  I  broke  the  testimony  into  two  parts.  One, 
since  the  committee  is  interested  in  funds  available  for  1995  rescis- 
sion, I  had  to  break  the  testimony  in  two  parts,  because  to  come 
up  with  funds  for  a  1995  rescission  at  this  point  in  the  fiscal  year, 
you  are  looking  at  some  limited  funding  options.  Second,  I  will  also 
make  suggestions  for  the  long  run  about  programs  that  our  work 
suggests  could  be  cut  or  do  not  necessarily  have  to  be  performed 
by  the  Federal  Government. 

I  will  also  add  one  other  thing.  Your  task  is  undoubtedly  going 
to  be  difficult  and  some  of  the  suggestions  I  am  going  to  make  are 
not  going  to  leave  me  very  popular,  the  time  is  upon  us.  The  hour 
has  come  for  the  Federal  Government  to  make  these  choices.  My 
comments  are  not  to  say  that  some  of  these  functions  should  not 
be  performed  by  anyone. 

My  comments  are,  "Do  these  functions  have  to  be  performed  by 
the  Federal  Government?"  The  suggestions  we  make,  based  on  our 
audit  work,  the  answer  to  that  is  no.  In  some  cases,  they  don't  have 
to  be  done  at  all  and  in  some  cases,  other  entities  [other  than  the 
federal  government]  can  perform  these  functions. 

FISCAL  YEAR  1995  RESCISSIONS 

All  right,  first  of  all  with  respect  to  rescissions  for  1995,  DOTs 
1995  budget  contained  $5.5  billion  in  the  areas  I  am  going  to  sug- 
gest. I  do  not  know  how  much  of  these  funds  have  yet  to  be  obli- 
gated and  can  actually  be  rescinded.  Obviously  if  they  are  already 
out  there,  have  been  obligated,  contracts  have  been  let.  Canceling 
them  would  be  a  costly  proposal.  These  are  suggestions  based  on 
ways  for  funding  the  rescission,  unobligated  funds  to  fund  a  1995 
rescission. 

DISCRETIONARY  GRANTS 

The  first  source  of  obtaining  funds  for  a  rescission  is  discre- 
tionary grant  funding.  The  fiscal  year  1995  budget  contained  $2.2 
billion  for  discretionary  grants.  Now,  the  Department  does  have  a 
statutory  responsibility  to  fund  formula  or  entitlement  grants,  but 
discretionary  grants  can  be  postponed  or  canceled  entirely.  In- 
cluded in  this  category  is  $350  million  of  demonstration  projects. 
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MAJOR  ACQUISITIONS 

A  second  source  of  funds  for  the  fiscal  year  1995  rescission  is 
major  acquisition  programs.  The  1995  budget  has  $2.5  billion  for 
such  programs.  We  have  found  at  least  10  that  have  not  yet  been 
awarded,  so  there  is  still  time  before  the  contract  is  out  if  a  rescis- 
sion is  necessary  in  1995.  These  10  programs  we  have  identified 
have  not  been  awarded.  Planned  major  acquisitions  represent 
either  equipment  to  replace  obsolete  systems  or  to  enhance  oper- 
ational capabilities. 

RESEARCH  AND  DEVELOPMENT 

The  third  source  for  obtaining  rescission  funds  is  research  and 
development.  The  1995  budget  contained  $600  million  for  R&D 
work.  You  have  some  options  there.  You  can  delay  the  contracts  for 
R&D  work  until  a  future  year,  so  you  can  get  95  dollars  or  you  can 
cancel  the  work. 

ADMINISTRATIVE  AND  SUPPORT  COST 

The  last  source  I  am  suggesting  for  rescission  funds  is  adminis- 
trative and  support  costs  associated  with  the  day-to-day  activities 
and  operations  of  the  Department  of  Transportation.  However,  I 
have  not  included  in  possibilities  for  fiscal  year  1995  rescission  for 
savings  personnel  cuts.  The  reason  being  that  this  late  in  the  year, 
whether  you  would  actually  get  savings  by  cutting  personnel  is 
marginal.  A  rescission,  that  is  probably  not  a  good  source  to  go  to 
for  1995  because  you  are  not  going  to  get  yourself  the  pots  of 
money  that  you  need  to  fund  a  rescission. 

The  administrative  category  of  savings  does  include  expenditures 
such  as  "temporary  duty  travel,"  yes,  that  is  right,  government 
travel,  especially  foreign  travel.  Foreign  travel  becomes  an  issue 
not  only  for  the  dollars  spent  on  foreign  travel.  When  someone  is 
traveling,  particularly  overseas,  and  there  are  problems  at  home 
that  remain  unsolved,  that  presents  a  double  issue,  not  only  the  ex- 
penditures, but  that  personnel  are  abroad  when  there  are  problems 
at  home  to  be  solved. 

There  has  been  a  lot  of  travel  this  year  in  the  departments.  I  am 
sure  we  have  all  read  about  trips  to  Europe,  Russia,  Taiwan, 
China,  Israel.  There  has  been  a  lot  of  travel  for  a  number  of  rea- 
sons, you  know,  some  of  the  travel  is  based  on  the  function  I  will 
get  to  later  in  the  FAA  called  the  promoting  aviation  function,  but 
nevertheless  that  is  one  area  in  which  funds  need  to  be  garnered 
in  1995,  look  at  the  travel  budget.  Permanent  change  of  station, 
government  moves,  and  training  are  other  sources.  I  will  mention 
later  some  of  the  work  that  we  have  suggesting  we  could  curtail 
some  training,  and  transit  benefits. 

Transit  benefits  to  some  people  seem  small.  Eliminating  some- 
thing because  it  simply  is  a  small  amount  is  somewhat  of  an  un- 
principled argument  when  we  are  looking  to  actually  limit  the  Fed- 
eral budget.  That  amounts  to  almost  $2  million.  Anyway,  for  ad- 
ministrative cuts,  the  total  amount  exceeds  about  $200  million  an- 
nually in  administration  funds. 
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FUTURE  YEAR  REDUCTIONS 


Turning  now  to  cuts  that  we  would  suggest  based  on  a  lot  of  our 
audit  work  for  1996  and  beyond.  The  President  announced  that  the 
expenditures  for  DOT  will  be  reduced  by  $6.7  billion.  I  would  sug- 
gest that  that  should  not  be  achieved  by  a  simple  across-the-board 
cut  because  then  you  leave  the  marginally  useful  programs  limping 
along,  as  well  as  the  other  vital  functions  of  the  Department.  We 
are  going  to  make  some  suggestions.  Some  of  them  will  undoubt- 
edly be  controversial,  not  received  by  some,  but  something  has  got 
to  give,  so  here  it  goes. 

ADMINISTRATIVE  SUPPORT  CONSOLIDATION 

First  off  on  the  administrative  and  support  functions,  a  lot  of 
these  functions  are  duplicated  across  the  various  modes  in  the  De- 
partment. Many  of  the  various  modes  have  the  same  kinds  of  of- 
fices existing  in  several  modes.  You  have  public  affairs  offices,  you 
have  legal  offices,  you  have  personnel  offiices,  you  have  administra- 
tive offices,  and  every  mode  has  their  own. 

We  are  suggesting,  as  did  Mr.  Mead,  that  those  functions  have 
to  be  consolidated,  including  also  the  finance  and  accounting  of- 
fices, and  then  not  only  do  you  have  the  savings  of  consolidating 
those  offiices  and  those  personnel  and  those  functions,  you  have  got 
the  savings  of  the  space.  DOT  now  has  leased  space,  a  substantial 
amount  of  leased  space  and  by  consolidating,  you  can  cut  down  on 
some  of  that  leased  space.  I  know  space  is  obviously  a  premium 
issue  for  DOT  and  that  is  one  area  we  suggest  savings  can  be 
achieved  for  1996  and  beyond. 

AVIATION  ISSUES 

Let  me  turn  now  to  aviation. 

First  of  all,  there  has  been  a  lot  of  discussion  about  the 
corporatization  of  the  air  traffiic  control  system,  and  again,  that  is 
a  suggestion  where  savings  have  yet  to  be  proven  or  worked  out. 
Without  detailed  knowledge  of  how  that  system — the  plans  for  that 
system  stand  at  this  time,  I  am  not  in  a  position  to  express  an 
opinion  that  that  is  the  way  to  go.  I  simply  can  not  express  an 
opinion  at  all  on  the  plans  at  this  time  because  they  have  not  been 
flushed  out  enough. 

Other  changes  related  to  aviation  can  be  suggested.  First  of  all, 
as  I  mentioned  briefly  in  my  opening,  the  Federal  aviation  has  a 
dual  responsibility  as  they  mention  many  times  in  response  to  our 
audits  and  investigations  and  that  is,  in  addition  to  regulating  air 
travel,  they  also  have  the  responsibility  to  promote  air  transpor- 
tation. 

In  many  instances,  a  substantial  number  of  times,  that  dichot- 
omy has  presented  problems  in  responding  to  our  audits  and  to  our 
investigations.  We  have  suggested  many  changes  and  from  time  to 
time,  even  changes  we  have  suggested  on  safety,  they  have — the 
answer  has  been  hedged  because  of  the  promoting  aviation  respon- 
sibility. Curtailing  these  activities  would  achieve  not  only  a  finan- 
cial savings,  but  would  eliminate  this  conflicting  responsibility. 
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ESSENTIAL  AIR  SERVICE  PROGRAM 


Second,  we  suggest  you  could  find  approximately  $33  million  is 
by  eliminating  the  essential  air  service  program.  This  recommenda- 
tion is  based  on  audit  work.  We  have  found  problems  with  the  pro- 
gram in  the  past.  Making  some  corrections  to  the  way  it  operates 
would  yield  a  smaller  amount.  Granted,  some  communities  depend 
upon  the  service,  I  come  from  a  rural  area  myself,  but  again,  the 
question  is,  what  has  to  give  in  this  era  of  tight  budgets,  and  we 
suggest  that  would  be  one  place  to  get  $33  million  a  year. 

RELIEVER  AIRPORTS 

Next,  reducing  grants  to  reliever  airports.  Again,  this  is  based  on 
audit  work.  Our  audit  shows  roughly  $164  million  annually  but  by 
reducing  the  grants  to  reliever  airports,  based  on  certain  criteria 
which  we  suggested,  you  would  come  up  with  $63  million. 

NOISE  ABATEMENT 

Next,  eliminating  funds  for  noise  abatement  related  to  all  new 
construction  in  known  noise  impact  areas.  You  know  that  airports 
are  noisy,  you  go  ahead  and  build  in  the  noise  impacted  area  any- 
way, and  you  say,  "Uncle  Sam,  bail  me  out".  We  are  suggesting  it 
is  time  to  end  that.  There  are  precious  few  airports  being  built,  so 
people  know  where  airports  are,  and  it  is  time  to  follow  the  guide- 
lines. We  suggest  a  savings  there,  and  again,  that  is  based  on  our 
audit  work.  I  am  not  pulling  that  out  of  the  hat  of  $181  million. 

AIRPORT  DISCRETIONARY  GRANTS 

Next,  eliminating  discretionary  grants  to  those  airports  that  have 
significant  financial  reserves.  Again,  that  is  based  on  audit  work. 
In  some  ways,  this  is  penalizing  those  who  have  been  good  man- 
agers or  have  mounted  significant  reserves  for  their  operations. 
But  again,  the  question  is  in  times  of  precious  shortages  of  Federal 
dollars,  where  to  put  the  money.  In  this  case,  that  is  one  possibil- 
ity, which  is  limiting  those  grants  to  airports  with  large  financial 
reserves.  The  amount  of  possibility  is  unknown.  Obviously  it  is  mil- 
lions of  dollars,  but  it  depends  on  what  your  guidelines  are  for 
eliminating  those  grants  to  airports  that  are  well  off. 

FAA  AIRCRAFT 

The  next  suggestion,  selling  all  FAA  administrative  support- 
well,  all  administrative  support  aircraft.  Again,  that  is  also  based 
on  an  audit.  We  did  a  study  of  the  usage  of  the  administrative  air- 
craft in  the  Department.  Just  putting  better  controls  on  the  usage 
of  those  aircraft  would  yield  you  $3  million  a  year. 

Obviously  if  you  got  rid  of  them  altogether,  there  would  be  a 
greater  savings.  There  are  three  at  National,  one  owned  and  two 
leased,  and  six  in  the  regions.  There  are  eight  aircraft.  It  depends 
upon  the  market  if  you  were  to  get  rid  of  them,  but  there  is  a  sub- 
stantial savings  there.  Perhaps  $24  million. 


23 

CIVIL  AEROMEDICAL  INSTITUTE 

The  next  suggestion  is  to  eliminate  the  funding  for  the  Civil 
Aeromedical  Institute.  That  again  is  based  on  audit  work.  I  person- 
ally have  been  out  there  and  looked  at  the  situation  and  we  think 
that  is  one  activity  that  can  be  ended.  That  yields  you  a  savings 
of  $17  million  a  year.  And  finally — and  that  too  was  based  on  an 
audit.  I  neglected  to  mention  that. 

PALM  COAST  TRAINING  INSTITUTE 

And  finally,  closing  the  Federal  Aviation  Administration  Train- 
ing Institute  in  Palm  Coast,  Florida.  We  have  work  in  progress  on 
that  issue.  There  will  be  a  suggestion  coming  out  of  that  work  in 
progress.  The  value  there,  is  $7  million. 

HIGHWAY  AND  TRANSIT  ISSUES 

Moving  on  to  highway  and  transit,  again,  we  agree  with  Mr. 
Mead  on  his  suggestions.  For  years,  along  with  GAO,  we  have  re- 
ported on  the  problem  of  DOT  grants  management.  Both  Federal 
highways  and  FTA  could  be  substantially  reduced  by  limiting  the 
Federal  role  and  overseeing  the  grant  funds.  That  is  not  so  much 
a  problem  as  it  might  sound  because  so  much  of  the  money  is  al- 
ready formula  money. 

A  small  percentage  of  the  Department  money  is  discretionary 
grants.  In  the  case,  for  example,  of  highways,  that  is  less  than  8 
percent.  So  if  you  have  a  small  percentage  of  the  staff  marshaling 
8  percent  of  the  money,  it  may  not  make  a  lot  of  sense  to  continue 
that  kind  of  setup  in  the  future.  If  the  role  was  reduced,  certainly 
the  size  of  the  administration  managing  those  grants  could  be  re- 
duced as  well.  Since  we  have  criticized  them  as  being  ineffective  in 
the  past  anyway,  we  think  it  is  time  to  correct  that  situation. 

TRANSIT  SPARE  RATIO 

Two  other  suggestions  we  can  make.  Again,  both  of  these  are 
based  on  extensive  audit  work.  One  is  funding  new  buses  and  rail- 
cars  only  when  the  spare  ratio  is  20  percent  or  less.  Our  audits 
have  shown  time  and  time  again  that  funding  is  going  to  transit 
agencies  who  have  a  higher  than  20  percent  spare  ratio. 

One  of  our  audits  alone  found  $92  million  went  to  purchase — and 
that  is  just  one  of  our  audits — went  to  purchase  buses  in  excess  of 
their  need,  $92  milHon,  and  that  was  just  one  audit.  So  there  are 
substantial  funds  to  be  gleaned  there,  if  you  simply  put  the  rule 
in  effect,  as  far  as  ratio,  no  more  than  20  percent. 

BUS  LIFE 

Second  suggestion,  increase  the  useful  life  of  the  buses  from  12 
to  15  years  and  railcars  from  20  to  25  years.  Again,  it  is  based  on 
audit  work.  One  audit  on  WMATA,  the  dollar  figure  there  was 
$66.8  million.  Another  audit,  we  looked  at  84  systems  and  it  was 
$198.5  million.  So  that  suggestion  alone  could  yield  you  a  signifi- 
cant amount  of  money. 
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RAILROAD  ISSUES 

Turning  to  rail,  again,  like  my  colleague,  Mr.  Mead,  we  do  not 
see  a  lot  of  changes  in  FRA.  We  recently  did  some  audit  work  there 
and  they  need  to  make  some  improvements  in  their  safety  over- 
sight, but  most  of  their  staff  is  involved  in  safety  oversight,  so  we 
do  not  envision  a  lot  of  changes  in  FRA  itself. 

AMTRAK 

However,  significant  reductions  have  to  be  made. 

The  place  to  look,  as  Mr.  Mead  suggested,  is  Amtrak.  That  is  un- 
fortunate. I  happen  to  be  a  big  fan  of  Amtrak  and  rail  travel.  I 
logged  a  lot  of  miles  on  it  recently.  But,  it  is  a  significant  amount 
of  Federal  subsidy  and  if  you  have  got  to  look  someplace  for  it,  we 
would  suggest  Amtrak. 

MARITIME  ADMINISTRATION 

Next  suggestions,  let's  turn  to  the  maritime  administration.  We 
have  audit  work  in  process,  so  I  assume  this  won't  come  as  a  sur- 
prise to  MARAD,  but  our  audit  work  in  process  suggests  that  it 
costs  the  Federal  Government  about  $150,000  per  graduate  at  the 
maritime  academy.  Federal  funds  should  not  be  used  to  educate  fu- 
ture employees  for  the  maritime  industry.  Laudable  goals.  We  do 
not  say  they  do  not  do  anything,  but  the  priorities  are  such  and  the 
limitations  are  such  that  that  is  a  pretty  high  figure — $150,000  to 
turn  out  a  graduate  out  of  the  maritime  academy  and  to  go  to  work 
in  the  maritime  industry. 

There  is  another  issue  there  in  that  there  already  exists  State 
schools  which  can  perform  that  function  and  educate  the  maritime 
employees  at  a  much  lower  cost.  I  should  say  maritime  industry 
employees  because  they  don't  go  to  work  for  the  government  or  the 
maritime  administration.  Graduates  are  not  required  to  perform 
Federal  service  as  other  Academies'  graduates. 

Next  suggestion  to  MARAD,  their  subsidy  programs  have  been 
the  source  of  numerous  problems  for  a  long  time.  That  is  one  area 
that  you  may  want  to  look  at  for  elimination.  Those  programs  have 
been  very  problematic. 

NATIONAL  DEFENSE  RESERVE  FLEET 

The  next  suggestion  should  come  as  no  surprise  to  anyone  be- 
cause we  have  made  it  many  times,  and  that  is  the  National  De- 
fense Reserve  Fleet  must  be  eliminated,  the  funds  returned  to  the 
Treasury  and  those  maintenance  costs  eliminated.  The  problem 
there,  the  catch  there  in  the  past  has  been  environmental  concerns, 
but  the  time  has  come  to  bite  the  bullet  and  get  rid  of  that  fleet. 

READY  RESERVE  FLEET 

Next  suggestion,  the  ready  reserve  fleet  is  needed  by  the  Depart- 
ment of  Defense  for  mobilization  purposes,  such  as  in  Desert 
Storm.  That  could  probably  be  maintained  by  the  Department  of 
Defense  more  economically  and  effectively  than  by  MARAD.  Again, 
we  did  an  audit  on  that  process  shortly  after  the  Desert  Storm  op- 
eration. 
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We  suggest  that  consideration  should  be  given  to  phasing  out 
loan  guarantees  because  they  do  serve  a  special  interest  group  and 
they  represent  a  high  financial  risk  for  the  taxpayer. 

And  finally,  if  you  have  to  make  the  really  hard  decisions,  and 
apparently  this  is  the  year  to  do  it,  most  of  MARAD's  missions  can 
be  transferred  or  eliminated  and  the  general  public  probably  would 
not  notice  much  of  the  impact,  however,  the  shipping  industry 
probably  would. 

COAST  GUARD  ISSUES 

The  U.S.  Coast  Guard.  The  Coast  Guard  currently  operates 
search  and  rescue  stations  that  have  been  established  and  main- 
tained for  political  reasons.  The  yard  at  Curtis  Bay,  Maryland,  is 
also  in  the  category.  It  is  time  to  close  the  facilities  that  do  not 
meet  the  guidelines  and  requirements  of  the  Coast  Guard  mission. 

The  Coast  Guard  also  performs  functions  that  could  be  obtained 
from  DOD  or  the  private  sector.  The  military  pay  system  and  two 
construction  design  centers  are  examples  of  those  expenditures. 

And  finally,  one  last  suggestion  we  have  is  that  medical  treat- 
ment for  Coast  Guard  employees  can  be  obtained  more  economi- 
cally from  the  private  sector  than  Coast  Guard  facilities,  and  again 
that  stems  from  audit  work,  that  suggestion. 

RESEARCH  AND  SPECIAL  PROGRAMS  ADMINISTRATION 

Turning  now  to  Research  and  Special  Programs  Administration, 
RSPA  collects  a  lot  of  data.  That  is  one  of  their  primary  functions. 
The  problem  with  that  is  some  of  the  data  is  not  used  by  a  lot  of 
folks  in  the  government  and  does  not  perform  a  primary  safety 
function.  It  is  interesting  data,  but  it  is  not  key  to  safety  functions, 
and  it  takes — has  a  lot  of  cost  to  the  airline  industry;  and  it  takes 
a  lot  of  DOT  staff  resources.  In  an  unregulated  environment,  it  is 
probably  time  to  eliminate  it. 

Now,  I  will  give  you  some  examples.  Things  such  as  management 
expenses,  lost  baggage,  and  on-time  performance.  Again,  it  is  inter- 
esting data,  but  in  these  times  of  tight  budgets,  it  is  not  essential 
to  the  safety  of  the  Department.  For  the  remaining  data  that  meets 
essential  Federal  needs  such  as  aircraft  and  engine  acquisitions 
and  retirements,  consolidation  of  the  collection  process  in  the  Bu- 
reau of  Transportation  Statistics  or  by  a  private  contractor  may  be 
more  efficient  than  the  current  RSPA  operations. 

VOLPE  NATIONAL  TRANSPORTATION  SYSTEMS  CENTER 

Another  possibility  concerns  the  operation  of  the  Volpe  National 
Transportation  Systems  Center.  Again,  that  was  based  on  some 
audit  work.  Volpe  operates  on  a  cost-reimbursable  basis  and  is 
funded  by  DOT  customers  and  other  government  entities.  Privat- 
ization of  that  organization  could  be  considered.  In  one  audit,  we 
found  a  savings  of  $66  million  just  in  improving  their  operations 
and  returning  to  the  Treasury  unobligated  amounts. 

SAINT  LAWRENCE  SEAWAY  DEVELOPMENT  CORPORATION 

Saint  Lawrence  Seaway.  The  Saint  Lawrence  Seaway  was  origi- 
nally established  as  a  corporation  and  was  intended  to  be  self-suffi- 
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cient,  but  the  tolls  collected  from  the  users  are  being  rebated  while 
the  Seaway  operates  with  about  $10  million  of  appropriated  funds. 
A  matter  to  be  considered  is  whether  the  Seaway  should  be  self- 
sufficient.  Again,  we  have  done  some  audit  work  on  that. 

1995  RESCISSIONS  AND  LONG  RANGE  SUGGESTIONS 

To  recap,  to  get  any  sizable  pool  of  money  in  a  1995  rescissions, 
there  are  only  about  four  areas  where  you  can  dip  in  and  find  large 
amounts  of  money  at  this  late  date  in  fiscal  year  1995,  discre- 
tionary grant  funding,  delaying  or  deleting  major  acquisitions, 
R&D,  and  cutting  all  nonessential  administrative  costs. 

Long-range,  I  mentioned  several  suggestions,  as  I  say,  most  of 
which  were  based  on  audit  work  or  inspection  work,  and  I  believe 
that  making  those  hard  decisions  at  this  point  represents  a  better 
choice  for  the  Federal  Government  than  an  across-the-board  cut 
which  would  leave,  as  I  mentioned,  the  less  effective  programs 
limping  along  forever  just  with  less  funding. 

[The  following  is  a  "side-by-side"  showing  the  Inspector  General's 
suggestions,  audit  work,  number  of  employees,  and  estimated  an- 
nual costs:] 
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Hazardous  Materials  Program 
Project  #3940059000 
Draft  Report 
Sep  7,   1994 

Suggestion       based       on       our 
knowledge  of  FRA  and  the  FRA 
budget— which      has      little      to 
cut.       AMTRAK    is   all    there    is 
left  to  look  to  for  cuts 
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Rail 

The     majority     of     the     Federal     Railroad     Administration's 
(FRA)   staff  is  involved  in  railroad  safety  oversight.     While 
there    are    opportunities     to    better    target    the    inspection 
work  and   improve   the  comprehensiveness   of  inspections,    I 
do   not   envision  major  changes.      Administrative   support   is 
a  separate  matter  as  1  have  previously  mentioned. 
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Suggestion  based  on  mission  of 
the         neet         and         problems 
encountered     during    activation 
for  Operations  Desert  Storm. 

Activation  of  the  RRF 

AV-MA-1-034 

Sep  5,   1991 

Suggestion  based  on  knowledge 
of     $2.5     Billion     of     losses     on 
prior     guarantees     and     special 
interest         nature         of         this 
program .  ^ 

The        NPR        recognized        the 
Maritime            problems            and 
recommended     a     commission     to 
review       what       benefits       the 
taxpayers     get     from     maritime 
industry  subsidies 
NPR-DOT  16 
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Ihe     Ready    Reserve     Fleet    is     needed    by    Department    of 
Defense   (DOD)   for  mobihzation  purposes  and   can  probably 
be    maintained    by    DOD    more    economically    and    effectively 
than     by     MARAD.         Accordingly,     the     fleet     should     be 
transferred  to  DOD. 
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Project  Acceptance 

Report  No.   R2-RS-4-021 

Jun  8,   1994 

Also,      knowledge      of      VNTSC 

operations. 

Research  and  Special  Programs  Administration 

The   Research  and   Special   Programs   Administration    (RSPA) 
currently     collects     an     extensive     amount     of     information 
regarding  operations  of  the  airline  industry.      Collection  of 
data    imposes    significant    cost    to    the    airline    industry    and 
requires      DOT     staff     resources.           In     an     unregulated 
environment,    much  of  the  data  collected  is  not   needed  and 
should  be  eliminated.      Examples  of  unneeded  data  relate  to 
management       expenses,       lost       baggage,       and       on-time 
performance.      For   the   remaining  data   that   meets   essential 
Federal  needs  such  as  aircraft  and  engine  acquisitions  and 
retirements,    consolidation    of   the    collection   process   in   the 
Bureau     of     Transportation     Statistics     or     by     a     private 
contractor    may    be    more    efficient    than    the    current    RSPA 
operations. 

Another    possibility    concerns    the    operation    of    the    Volpe 
National   Transportation   Systems   Center.      The  organization 
operates    on    a    cost    reimbursable    basis    and    is    funded    by 
DOT        customers        and        other        Government        entities. 
Privatization  of  this  organization  should  be  considered. 
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baint  Ijiwnrnco  Sojiwuy  Development  Corporation 

The      Saint      Lawrence      Seaway      was      established      as      a 
corporation   and    was    intended    to   be   self-sufficient.       Tolls 
collected    from    users    are    being    rebated,    while    the    Seaway 
operates   with   about    $10   million   of  appropriated   funds.       A 
matter    to    be   considered    is    whether    the    Seaway    should    be 
self-sufficient. 

lo  recap,    to  get  any  sizable  pool  of  mon.'y   through  an   FY 
1995    rescission    this    far    into    the    fiscal    year,    we    see    the 
four     areas     we     mentioned     above     as     possible     sources-- 
discrotionary    grant    funding,     delaying    or    deleting    major 
acquisitions     and      R&D,      and      cutting     all      non-essential 
administrative     costs.          Long     range,     we     offer     several 
suggestions    for   improvement    and    identify    programs    which 
can    be   eliminated    without    national    impact.       I    believe    our 
suggestions  are  a   better  solution  than  an  across-the-board 
cut    which    leaves    ineffective     programs     limping    along    in 
perpetuity. 

Mr.    Chairman,    this    concludes    my    stalement.       1    would    be 
happy  to  answer  your  questions. 
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FAA  HIGHER  EDUCATION  PROGRAMS 

Before  I  close  though,  let  me  say  a  few  words  about  killing  Fed- 
eral programs.  This  committee  is  aware  of  this  because  this — we 
fought  this  battle  with  this  committee's  help  and  last  year  we  com- 
pleted it.  Our  audit  work  showed,  for  example,  that  the  FAA  higher 
education  programs  which  were  in  effect  from  1983  to  1991  were 
simply  not  worth  the  Federal  dollars  they  were  getting.  They  were 
not  accomplishing  their  mission.  The  purpose  of  them  was  to  train 
our  air  traffic  controllers  after  the  air  traffic  controller  strike  and 
to  replace  the  striking  air  traffic  controllers.  This  program  costs 
$119  million. 

In  the  almost  10  years  that  the  program  was  operating,  the  FAA 
hired  8,504  air  traffic  controllers,  41  of  which  came  out  of  this  pro- 
gram. You  could  have  hired  the  top  graduates  at  MIT  and  asked 
them  to  come  to  work  for  the  FAA  at  $2  million  apiece  and  had 
a  cheaper  program. 

Our  audit  said  end  this  program.  The  reinventing  government 
project  said  end  this  program.  This  program  was  a  target  for  a  re- 
scission, and  even  after  that,  it  was  still  not  possible  to  get  this 
thing  killed  and  the  rescission  of  the  funds  did  not  successfully  go 
through.  Even  after  all  these  studies  and  this  committee  and  our 
audit  said  kill  this  program,  additional  funds  went  out  the  door  to 
this  program. 

It  was  finally  ended  through  this  committee's  diligent  work  and 
it  was  very  difficult.  In  the  process,  I  got  my  share  of  hate  mail 
and  I  am  sure  there  was  a  substantial  number  of  letters  that  went 
around.  I  mention  this  because  it  is  very  difficult  to  kill  the  pro- 
grams, and  I  am  sure  the  universities  that  got  the  money  put  the 
money  to  use.  We  found  some  of  them  used  it  in  marginal  ways. 
It  is  going  to  be  very  difficult  to  kill  any  of  these  programs  and  the 
fight  is  not  easy,  having  been  there.  But  it  is,  as  I  say,  the  hard 
issues  have  to  be  addressed  at  this  point  and  we  hope  we  can  be 
of  assistance.  But  I  will  say  good  luck  and  congratulations  on  your 
courage. 

Mr.  Wolf.  Well,  thank  you  very  much. 

[The  prepared  statement  and  biography  of  Mary  Schiavo  follow:] 


statement     of    A.     Mary     Schiavo 

Inspector     General 

U.S.      Department     of     Transportation 

Before     the     House     of     Representatives, 

Committee     on     Appropriations, 

Subcommittee     on 

Transportation     and     Related     Agencies 

January     11,     1995 


Mr.  Chairman  and  Members  of  the  Subcommittee,  it  is  my  pleasure  to 
meet  with  you  today  to  discuss  ways  to  streamline  the  Department  of 
Transportation  (DOT)  and  reduce  Federal  expenditures.  As  you  know, 
the  President  and  the  Secretary  of  Transportation  are  also  committed  to 
these  goals.  In  preparing  for  the  hearing,  I  reviewed  work  done  by 
my  office  and  examined  the  missions,  functions,  programs,  and  staffing 
of  the  Department.  Some  of  my  comments  are  based  on  substantive 
analysis  presented  in  formal  Inspector  General  (IG)  reports,  while 
others  are  opinions  based  on  the  collective  knowledge  and  experience  of 
the  IG's  staff.  My  focus  has  been  twofold:  first,  to  suggest  ways  to 
obtain  money  through  a  1995  rescission  by  eliminating  or  substantially 
curtailing  programs  in  Fiscal  Year  (FY)  1995  and  thereafter,  because 
they  either  provide  little  value  or  can  be  performed  by  the  private 
sector;  and  second,  to  identify  ways  to  reduce  the  cost  of  Federal 
management  while  continuing  essential  programs  that  provide  significant 
pubhc  benefits. 

FY  1995 

With  respect  to  rescissions  for  FY  1995  at  this  point  in  the  fiscal  year, 
there  are  four  areas  from  which  substantial  funds  can  be  withdrawn. 
DOT'S  FY  1995  budget  contained  at  least  $5.5  billion  in  these  areas. 
While  I  do  not  know  how  much  of  these  funds  have  yet  to  be  obligated 
and  can  readily  be  rescinded,  the  Assistant  Secretary  for  Budget  and 
Programs /Chief  Financial  Officer  should  be  able  to  provide  this 
information. 

The  first  source  of  obtaining  funds  through  a  rescission  is 
discretionary  grant  funding.  The  FY  1995  budget  contained  at  least 
$2.2  bilhon  for  discretionary  grants.  The  Department  has  a  statutory 
responsibility  to  fund  formula  or  entitlement  grants,  but  discretionary 
grants  can  be  postponed  or  canceled  in  their  entirety.  Included  in  this 
category  is  $350  million  related  to  highway  demonstration  projects. 
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The  second  source  of  funds  for  an  FY  1995  rescission  is  major 
acquisition  programs.  The  FY  1995  budget  contained  at  least  $2.5 
billion  for  such  programs.  Planned  major  acquisitions  represent  either 
equipment  that  is  essential  to  replace  obsolete  systems  or  equipment 
which  will  enhance  operational  capabilities.  For  those  systems  that  have 
not  already  been  contracted,  delaying  the  award  or  canceling  the 
acquisition  is  a  reasonable  option. 

The  third  source  for  obtaining  funds  is  new  research  and  development 
(R&D)  work.  The  FY  1995  budget  contained  at  least  $600  million  for 
R&D  work.  Delaying  contracts  for  planned  R&D  work  is  feasible  but  it 
may  delay  the  delivery  of  systems  and  technologies  needed  to  either 
replace  existing  systems  or  develop  new  systems. 

The  last  source  from  which  to  glean  funds  in  an  FY  1995  rescission 
consists  of  all  administrative  and  support  costs  associated  with  the  day- 
to-day  operations  of  DOT.  This  source  does  not  include  personnel 
reductions,  because  at  this  point  in  the  fiscal  year  displacing  people  is 
not  likely  to  yield  significant  savings.  This  source  does  include 
expenditures  such  as  temporary  duty  travel  (especially  foreign  travel), 
permanent  change  of  station,  training,  and  transit  benefits.  We  were 
unable  to  determine  the  total  amount  budgeted  for  these  services  in  FY 
1995.      The  amount  exceeds  $200  milUon  annually. 

FY  1996  AND  BEYOND 

The  President  has  announced  that  DOT  will  reduce  its  expenditures  for 
FY  1996  through  1999  by  $6.7  billion.  Such  reductions  are  entirely 
feasible  by  reinventing  the  way  the  Department  operates  and 
restructuring  it  organizationally.  Following  are  some  examples  of  the 
kinds  of  actions  that  can  be  taken  to  reduce  the  costs  of  operating  DOT 
while  maintaining  essential  programs  and  functions. 

Administration 

The  Department's  administrative  and  support  functions  are  duplicated  in 
almost  all  Operating  Administrations.  Costs  of  these  functions  can  be 
greatly  reduced  by  centralizing  the  services  for  all  of  DOT.  For 
example,  functions  performed  by  numerous  personnel  offices;  public 
affairs  offices?  and  finance  and  accounting  offices  should  be 
consolidated.  DOT  can  also  utilize  its  office  space  more  efficiently  and 
eliminate  expensive  leased  spaces. 
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Aviation 

Corporatization  of  the  air  traffic  control  system  is  an  option  supported 
by  the  President  and  many  others.  This  action  will  move  approximately 
40,000  employees  to  a  corporate  structure  and  significantly  change 
procurement  and  personnel  practices.  Without  detailed  knowledge  of  the 
management  control  systems  to  be  used  to  ensure  financial  integrity  and 
system  safety,  I  am  not  in  a  position  to  express  an  opinion  on  this 
issue.  Other  changes  related  to  aviation  which  can  be  made  without 
nationwide  impact  include: 

^      Eliminating  those  activities  and  travel  associated  with  "promoting 
aviation"  rather  than  the  safety-oversight  function. 

-♦      Eliminating  the  Essential  Air  Service  Program. 

^      Reducing  grants  to  reliever  airports. 

-♦      Eliminating     funds     for     noise     abatement     related     to     all     new 
construction  in  known  noise-impacted  areas. 

-♦      Eliminating    discretionary    grants    to    those    airports    that     have 
significant  financial  reserves. 

-*      Selling  all  administrative  support  aircraft. 

■^      Eliminating  funding  for  the  Civil  Aeromedical  Institute. 

-^      Closing  the  Federal  Aviation  Administration  Training  Institute  in 
Palm  Coast,   Florida. 

Highways  and  Transit 

For  years,  we  have  reported  that  DOT  grant  management  programs  were 
ineffective.  The  size  of  both  the  Federal  Highway  Administration 
(FHWA)  and  the  Federal  Transit  Administration  (FTA)  could  be  reduced 
substantially  by  limiting  the  Federal  role  in  overseeing  the  use  of  grant 
funds.  Such  action  would  empower  states  and  transit  authorities  to 
decide  how  best  to  use  the  grant  funds  and  give  them  the  incentives  to 
use  the  funds  effectively  and  efficiently.  If  this  change  was  to  be 
adopted,  grantees  must  be  very  clearly  told  that  the  Federal 
Government  does  not  intend  to  provide  additional  funding  and  will  not 
bail  out  projects  in  financial  trouble.  Likewise,  FHWA's  role  could  be 
limited  to:  (1)  overseeing  the  quality  of  the  National  Highway  System; 
(2)   distributing  grant  funds;    (3)   funding  research  and  development   to 
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include  Intelligent  Vehicle  Highway  Systems;  (4)  overseeing  motor 
carrier  safety;  and  (5)  constructing  roads  on  Federal  lands.  FTA 
functions  would  be  mostly  eliminated,  and  its  responsibility  for 
distributing  grant  funds  could  be  combined  with  that  of  FHWA. 

Other  changes  which  could  be  implemented  include: 

-♦      Funding  new  buses  and  rsdl  cars  only  when  the  spares   ratio  is 
20  percent  or  less. 

^      Increasing  the  useful  life  of  buses  from  12  to   15  years  and  rail 
cars  from  25  to  30  years. 


Rail 

The  majority  of  the  Federal  Railroad  Administration's  (FRA)  staff  is 
involved  in  railroad  safety  oversight.  While  there  are  opportunities  to 
better  target  the  inspection  work  and  improve  the  comprehensiveness  of 
inspections,  I  do  not  envision  major  changes.  Administrative  support  is 
a  separate  matter  as  I  have  previously  mentioned. 

If  significant  funding  reductions  are  to  be  made  in  FRA,  payments  to 
AMTRAK  are  the  likely  source. 


Maritjme 

The  Maritime  Administration  (MARAD)  operates  the  Maritime  Academy  to 
prepare  students  for  work  in  the  maritime  industry.  It  costs  the 
Federal  Government  about  $150,000  per  graduate.  Federal  funds  should 
not  be  used  to  educate  future  employees  for  this  industry.  State 
schools  have  the  capacity  to  educate  maritime  employees  and  can  do  it 
at  a  much  lower  cost.  While  the  school  evokes  loyalty  and  tradition 
among  its  graduates,  such  empathy  does  not  justify  the  Federal 
expenditures.     The  academy  should  be  closed. 

MARAD's  subsidy  programs  have  been  the  source  of  numerous  problems 
for  some  time  and  may  warrant  elimination. 

The  National  Defense  Reserve  Fleet  is  obsolete  and  should  be  sold  as 
quickly  as  possible,  with  funds  returned  to  the  Treasury  and 
maintenance  costs  eliminated. 
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The  Ready  Reserve  Fleet  is  needed  by  Department  of  Defense  (DOD) 
for  mobilization  purposes  and  can  probably  be  maintained  by  DOD  more 
economically  and  effectively  than  by  MARAD.  Accordingly,  the  fleet 
should  be  transferred  to  DOD. 

Consideration  should  be  given  to  phasing  out  loan  guarantees  because 
they  serve  special  interest  groups  and  represent  high  financial  risks 
for  the  taxpayer. 

Overall,  most  of  MARAD 's  missions  can  readily  be  transferred  or 
eliminated  with  little,  if  any,  noticeable  impact  to  the  tax-paying  public. 


U.S.   Coast  Guard 

The  U.S.  Coast  Guard  (USCG)  currently  operates  some 
search-and-rescue  stations  that  have  been  established  and  maintained 
for  political  reasons,  rather  than  operational  needs.  The  yard  at 
Curtis  Bay,  Maryland,  is  also  in  this '  category .  These  facilities  should 
be  closed.  USCG  also  performs  some  functions  that  could  be  obtained 
from  DOD  or  the  private  sector.  The  operation  of  a  military  pay 
system  and  two  construction  design  centers  are  examples  of  services 
available  from  DOD.  Medical  treatment  is  an  example  of  a  service  that 
may  be  obtained  more  economically  from  the  private  sector  rather  than 
having  USCG  facilities  and  personnel. 


Research  and  Special  Programs  Administration 

The  Research  and  Special  Programs  Administration  (RSPA)  currently 
collects  an  extensive  amount  of  information  regarding  operations  of  the 
airline  industry.  Collection  of  data  imposes  significant  cost  to  the 
airline  industry  and  requires  DOT  staff  resources.  In  an  unregulated 
environment,  much  of  the  data  collected  is  not  needed  and  should  be 
eliminated.  Examples  of  unneeded  data  relate  to  management  expenses, 
lost  baggage,  and  on-time  performance.  For  the  remaining  data  that 
meets  essential  Federal  needs  such  as  aircraft  and  engine  acquisitions 
and  retirements,  consolidation  of  the  collection  process  in  the  Bureau  of 
Transportation  Statistics  or  by  a  private  contractor  may  be  more 
efficient  than  the  current  RSPA  operations. 

Another  possibility  concerns  the  operation  of  the  Volpe  National 
Transportation  Systems  Center.  The  organization  operates  on  a  cost 
reimbursable     basis     and     is     funded     by     DOT     customers     and     other 
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Government    entities.         Privatization    of    this     organization     should     be 
considered . 


Saint  Lawrence  Seaway  Development  Corporation 

The  Saint  Lawrence  Seaway  was  established  as  a  corporation  and  was 
intended  to  be  self-sufficient.  Tolls  collected  from  users  are  being 
rebated,  while  the  Seaway  operates  with  about  $10  million  of 
appropriated  funds.  A  matter  to  be  considered  is  whether  the  Seaway 
should  be  self-sufficient. 

To  recap,  to  get  any  sizable  pool  of  money  through  an  FY  1995 
rescission  this  far  into  the  fiscal  year,  we  see  the  four  areas  we 
mentioned  above  as  possible  sources— discretionary  grant  funding, 
delaying  or  deleting  major  acquisitions  and  R&D,  and  cutting  all  non- 
essential administrative  costs.  Long  range,  we  offer  several 
suggestions  for  improvement  and  identify  programs  which  can  be 
eliminated  without  national  impact.  I  believe  our  suggestions  are  a 
better  solution  than  an  across-the-board  cut  which  leaves  ineffective 
programs  limping  along  in  perpetuity. 

Mr.  Chairman,  this  concludes  my  statement.  I  would  be  happy  to 
answer  your  questions. 


****** 
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Bachelor's  Degree  Cm  Laude,  Harvard  lhiversity   -  1976 
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Rusty  pilot  and  interested  in  just  about  anything  related  to  avlaticn. 
Vibrking  cr  boat  captain's  license. 
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NEED  TO  REDUCE  DEFICIT 

Mr.  Wolf.  That  is  a  lot  of  food  for  thought  and  frankly,  let  me 
say  to  both  of  you,  I  appreciate  it  very  much.  There  are  a  lot  of 
good  ideas.  Before  we  get  into  the  questions,  let  me  just  recognize 
the  Chairman,  Mr.  Livingston. 

Mr.  Livingston.  Well,  thank  you,  Mr.  Chairman,  and  I  want  to 
thank  you  both  for  some  extraordinary  testimony.  You  have  given 
us  a  lot  to  chew  on  and  certainly  lots  of  opportunities  for  cuts,  and 
I  hope  that  the  Committee  will  surprise  you. 

I  think  it  is  indeed  the  intent  of  the  new  Majority  in  Congress 
to  tackle  most,  if  not  all,  of  these  problems.  If  we  can  just  do  a  frac- 
tion of  them  this  year,  whether  it  is  in  the  1995  rescission  or  the 
1996  appropriations  bill,  then  we  will  have  done  the  United  States 
taxpayer,  I  think,  a  great  service. 

Some  people  ask  why,  why  should  we  do  this.  After  all,  each  of 
these  programs  that  have  been  listed  by  the  two  of  you  have  lots 
of  supporters  and  perhaps  few  detractors.  The  bottom  line  is  that 
year  after  year  after  year  of  $250  billion  deficits  compounded,  piled 
on  one  another,  one  after  another  with  no  end  in  sight,  yes,  this 
year  may  be  down  to  $205  billion,  but  then  a  in  a  couple  of  years 
it  is  projected  to  be  about  $300  billion.  When  you  look  at  the  inter- 
est on  the  debt  that  has  accumulated,  the  debt  being  well  over  $4 
trillion  dollars,  the  interest  is  running  somewhere  between  15  and 
20  percent  of  the  annual  budget.  We  have  come  to  realize  that  it 
won't  be  very  long  before  our  children  and  our  grandchildren  are 
required  to  bear  an  absolutely  unbearable  burden.  They  will  pay 
for  it,  if  not  directly  in  taxes,  certainly  with  a  lowered  standard  of 
living.  So  I  think  that  it  is  critical  that  we  do  not  sweep  these  is- 
sues under  the  rug,  that  we  face  them  forthrightly,  that  we 
confront  them  and  that  we  act  on  them.  Mr.  Chairman,  I  want  to 
congratulate  you  for  eliciting  this  outstanding  testimony.  I  hope 
that  we  will  have  additional  witnesses  come  forward. 

The  purpose  of  these  hearings  is  basically  to  tell  the  American 
people  that  somebody  is  thinking,  somebody  really  is  looking  be- 
yond today  and  that  the  practices  of  the  past  cannot  continue  with- 
out ultimate  disaster  for  all  of  us.  We  will  change  them.  We  will 
begin  this  year.  We  will  not  finish  the  job  this  year,  but  hopefully 
in  the  years  to  come,  we  will  resolve  this  problem  and  ultimately 
work  our  way  back  to  a  balanced  budget  and  an  elimination  of  in- 
terest as  a  major  portion  of  the  American  budget. 

Thank  you. 

UNOBLIGATED  FUNDS 

Mr.  Wolf.  I  thank  you  very  much,  Mr.  Chairman.  I  have  a  a  lot 
of  questions.  We  will  go  through  the  day  and  if  we  have  to,  we  will 
meet  again  or  just  we  will  talk.  I  will  cover  a  couple  issues  and 
then  we  will  go  back  and  forth.  We  will  go  by  the  five-minute  rule. 
I  think  what  we  should  do  in  fairness,  and  I  think  Mr.  Carr  was 
exactly  right,  is  to  do  it  by  the  order  of  people  attending  and  that 
way  if  you  are  here  first,  you  get  to  ask  the  questions. 

I  was  a  Federal  employee  for  a  number  of  years  and  remember 
at  the  end  of  the  fiscal  year  people  coming  through  the  agency  just 
saying,  we  got  to  get  this  done  because  it  is  use  or  lose  and  if  we 
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don't  use  it,  we  are  going  to  lose  it,  from  travel  and  everything  else. 
I  was  Deputy  Assistant  Secretary,  Congressional  Relations,  and 
can  remember  all  the  calls  our  office  would  make  to  Congressional 
Members'  offices  telling  them  what  programs  were  going  to  be 
spent. 

I  want  everybody  out  there,  and  if  you  can  pass  the  word  back 
to  the  Secretary,  no  agency  will  be  held — should  feel  that  way  here. 
I  mean,  if  you  can't  spend  the  money,  we  respect  that  and  you  can 
come  up  and  say,  we  just  can't  do  it  this  year.  We  are  going  to  need 
this  plus  this  next  year.  You  are  just  not  going  to  have  any  prob- 
lem, certainly  with  me,  none  at  all.  In  fact,  I  will  say  that  is  very, 
very  good.  Because  I  have  been  there  and  I  can  still  remember 
from  drapes  to  carpets  to  trips  and  everything  else,  and  five  years 
there  at  the  Department  of  Interior  and  I  talked  to  Federal  employ- 
ees. 

I  plan  on  putting  an  amendment  on  this  bill  that  says  if  you  do 
that  and  there  is  a  savings,  a  portion  goes  to  the  deficit  or  goes 
back,  to  the  agency  to  use,  whatever  the  agency  wants  to  use  it  for, 
and  a  portion  can  be  used  for  a  bonus  for  the  employees  involved. 
We  are  not  talking  if  you  are  at  Interior  shutting  down  the  Grand 
Canyon  or  shutting  down  the  Lincoln  Memorial.  We  are  talking 
about  fundamental  things  that  everyone  really  understands. 

RESCISSION  PROPOSALS 

Secondly,  I  would  like  to  ask  both  of  you  as  you  go  on  if  you  can 
give  a  specific  rescission,  because  a  lot  of  your  ideas  deal  with  re- 
scissions, a  lot  deal  with  next  year.  If  you  can  give  us  specific  re- 
scissions and  also  talk  in  terms  of  what  are  the  safety  impacts  of 
these  rescissions  and  what  are  the  personnel  impacts  with  the  re- 
scissions. 

The  one  thing  that  you  said,  Mrs.  Schiavo,  that  impacts  on  me, 
I  am  very,  very  sympathetic  to  Federal  employees.  Although  there 
are  not  as  many  in  my  district,  I  just  am,  and  so  any  time  we  can 
cut  something  that  allows  a  man  or  woman  to  continue  their  job, 
to  bring  a  paycheck  home  to  take  care  of  their  kids  and  we  cut  a 
thing  like  less  foreign  travel.  If  the  agency  knows  that  it  is  a  ques- 
tion of  foreign  travel  versus  more  people  having  jobs,  then  I  think 
it  is  a  fairly  easy  trade-off.  So  these  are  the  things  we  would  like 
to  get  some  idea  of  what  are  the  safety  impacts  and  what  are  the 
financial  impacts  and  what  are  the  impacts  with  regard  to  the  em- 
ployees. 

PRIVATIZING  AIR  TRAFFIC  CONTROL 

Two  things  on  the  air  traffic  control  system.  I  share  what  Mr. 
Livingston  said.  I  did  not  know  that  was  his  position,  but  I  do  not 
know  that  it  is  a  great  idea  to  transfer  the  air  traffic  control  sys- 
tem out  of  the  government.  I  believe,  and  I  do  not  know  if  we  have 
the  authority  to  do  it  here.  If  people  said  it  was  done  in  New  Zea- 
land, I  think  there  are  more  flights  in  National  Airport  in  a  day 
than  there  are  in  New  Zealand  in  a  week. 

I  think  we  could  keep  it  in  the  FAA  and  exempt  the  FAA  from 
the  personnel  policies  and  exempt  the  FAA  from  the  procurement 
requirements  for  five  years  and  give  the  administrator  a  lot  of 
flexibility.  This  would  really  be  a  reinventing  government  concept 
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because  we  could  see  how  it  worked  at  the  FAA,  but  when  you  turn 
the  safety  for  women  and  children  and  your  husbands  and  wives 
and  sons  and  daughters  over  to  something  that  I  am  not  quite 
sure.  I  want  you  to  develop  a  little  bit  for  me,  some  for  the  record, 
but  some  here  today,  the  difference  with  regard  to  the  promotional 
aspect,  because  the  number  one  role  of  the  FAA  ought  to  be  safety. 
Clearly  it  ought  to  be  safety. 

So  if  you  can  elaborate  a  little  more  for  the  Members.  Perhaps 
we  could  take  the  promotional  aspect  off,  put  it  in  Commerce  or 
take  the  promotional  aspect  off  and  have  a  separate  office  in  the 
FAA  for  the  promotion,  but  to  make  the  FAA  really  a  safety  agen- 
cy. Could  you  comment  a  little  bit? 

Ms.  SCHIAVO.  I  will  do  that.  I  will  examine  that  for  you.  Like  I 
say,  our  concern  about  the  dual  role  arose  in  response  to  a  number 
of  audits  and  investigations.  We  would  make  a  number  of  sugges- 
tions concerning  things  that  had  to  be  done  to  fix  safety  oversight 
functions  and  we  would  frequently  get  an  answer  from  the  FAA, 
"yes,  but  the  impact  on  the  airlines  would  be  difficult  and  after  all, 
we  have  to  promote  aviation,  and  so  we  can't  do  it." 

And  we  got  that  answer  in  response  to  a  number  of  things,  actu- 
ally critically  related  to  safety.  Things  like  our  tracking  of  sus- 
pected design  and  maintenance  problems.  We  got  that  on  some 
parts,  bogus  parts  issues,  some  inspections  issues,  on  a  number  of 
issues,  and  I  think  that  has  presented  a  problem  in  responding  to 
some  of  the  findings  that  identify  safety  problems.  The  time  is 
probably  right,  particularly  in  this  time  of  budgets,  to  break  that 
out  or  to  identify  what  those  costs  and  functions  are,  and  assign 
it  either  to  Commerce  or  maybe  the  Office  of  the  Secretary,  but  cer- 
tainly it  presents  a  conflict  in  the  safety  regulator's  office  and  func- 
tion. 

BOGUS  PARTS 

Mr.  Wolf.  Well,  we  would  like  your  help,  and  also  the  Depart- 
ment's help  on  the  bogus  parts.  If  you  could  explain  that  a  little 
bit,  maybe  for  the  record,  and  for  the  new  Members.  We  have  had 
a  lot  of  problems  on  bogus  parts.  It  is  almost  to  the  point  there 
have  been  some  accidents,  I  don't  know  how  much  you  can  trace 
to  the  accidents,  but  I  think  some  organized  crime  has  been  in- 
volved. 

You  want  to  elaborate  on  the  bogus  parts  issue  a  little  bit? 

Ms.  SCHIAVO.  This  promotion  versus  regulation  issue  comes  up  in 
a  lot  of  areas.  I  just  mentioned  bogus  parts  as  an  example.  Over 
the  past  several  years  we  have  done  a  significant  amount  of  work 
in  the  aviation  bogus  parts  area  and  we  did  find  it  was  pretty  well 
widespread  around  the  globe. 

There  was  very  little — ^well,  virtually  no  oversight  on  foreign 
manufacture  by  the  FAA  and  there  were  a  lot  of  problems,  both  do- 
mestically and  overseas.  We  found  problems  like  bogus  parts  in  the 
FAA's  own  inventory,  on  their  planes,  and  we  did  a  lot  of  work  in 
that  area.  I  will  not  belabor  the  point,  but  can  go  over  it  with  you 
at  your  convenience. 
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Mr.  Wolf.  If  you  could  help  to  develop  for  the  record  so  we  can 
look  at  that.  Maybe  Mr.  Lightfoot  would  like  to  do  something  or 
put  something  in  or  we  can  work  together  on  that  issue. 

[The  information  follows:] 
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Our  series  of  audits  and  evaluations  examining  various  aspects  of  FAA 
safety  and  inspection  oversight  show  the  FAA  has  problems  with  its 
safety  and  inspection  oversight  in  every  area  we  examined. 

Responsiveness  to  Suspected  Aircraft  Maintenance  and  Design  Problems 
We  evaluated  how  FAA  identifies  and  reports  problems,  researches 
suspected  problems,  and  issues  rules  or  develops  alternative 
corrections.  We  found  FAA  does  not  adequately  oversee  its  engineers' 
activities  and  decisions  for  several  reasons:  (1)  no  formal  system  exists 
to  ensure  aircraft  problems  do  not  fall  into  a  "black  hole";  (2)  no 
adequate  mechanism  exists  to  enable  FAA  to  recall  incidents  other  than 
by  engineers'  memories;  (3)  FAA's  Service  Difficulty  Reporting  Reports 
are  incomplete,  with  omissions  of  information  as  high  as  98  percent;  and 
(4)  the  Transport  Airplane  Directorate  makes  limited  use  of,  and  has  no 
requirements  for,  trend  analysis.  We  also  found  information  on  aircraft 
problems  in  the  FAA  database  is  seriously  incomplete. 

Certification  and  Surveillance  of  Domestic  and  Foreign  Repair  Stations 
We  audited  the  FAA's  oversight  of  repair  stations,  and  while  we  found 
the  FAA's  initial  certification  of  repair  stations  to  be  satisfactory,  after 
the  initial  certification,  FAA's  oversight  was  inadequate.  We  found 
instances  where  repair  stations  were  using  outdated  manuals,  where  the 
employee  did  not  speak  English,  yet  the  repair  manuals  were  only  in 
English.  Repairs  were  made  on  aircraft  with  parts  and  procedures  not 
approved  for  the  repeiir  of  those  particular  engines  or  aircraft.  More 
astonishing  was  the  work  that  we  did  on  suspected  unapproved  parts  at 
repair  stations.  Of  the  parts  obtained  from  parts  manufacturers,  43 
percent  were  suspected  unapproved  parts.  Of  the  parts  obtained  from 
brokers,  which  are  now  unregulated  and  which  FAA  has  steadfastly 
stated  do  not  need  to  be  regulated,  95  percent  of  the  parts  were 
suspected  unapproved  parts.  To  give  you  an  idea  of  the  magnitude  of 
the  problem,  there  are  4,900  domestic  and  344  foreign  repair  stations. 

Parts  Manufacturer  Approval  Process  Our  audit  staff  reviewed  the 
FAA's  parts  manufacturer  approval  process,  that  is,  the  process  that  a 
parts  manufacturer  needs  to  go  through  to  obtain  the  necessary 
certification  to  produce  and  sell  bona  fide  FAA-approved  aircraft  parts. 
We  found  systemic  problems  with  FAA's  approval  procedures  and 
tracking.  The  procedures  were  inadequate  and  lacked  many  essential 
components.  For      example,       FAA's      own      listings      of      approved 

manufacturers  was  inaccurate  and  incomplete.  A  parts  purchaser,  such 
as  an  airline,  could  not  get  reliable  information  if  it  checked  with  FAA 
to  see  if  the  manufacturer  was  approved.  There  was  no  national  on- 
line computer  system  to  check  approvals.  Information,  in  some  cases, 
is   filed    regionally,    leaving   the   national    system   a    hodgepodge    network 
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with  regional  differences.  To  give  you  an  idea  of  the  size  of  the 
problem,  there  are  15,000  domestic  suppliers,  and  the  number  of 
foreign  suppliers  is  unknown. 

Foreign  Manufactured  Aircraft  Parts  We  audited  the  FAA's  oversight  of 
foreign  manufactured  aircraft  parts  and  found,  with  FAA  so  admitting, 
that  while  they  had  the  responsibility  to  oversee  the  foreign 
manufacture  of  aircraft  parts,  FAA  did  not  perform  inspection  or 
surveillance  of  foreign  manufactured  aircraft  parts.  In  explaining  their 
failure  to  perform  this  function,  they  said  they  did  not  have  the 
necessary  resources.  Thus,  foreign  manufactured  aircraft  parts  do  not 
have  FAA  oversight,  even  though  FAA  regulations  say  they  do.  The 
FAA  does  not  know  the  number  of  foreign  suppliers. 

Pricing  of  FAA  Aircraft  Parts  (including  presence  of  suspected 
unapproved  parts)  This  audit  concerned  the  FAA's  own  aircraft  parts 
inventory  in  Oklahoma  City  where  there  was  a  $32  million  investment  in 
aircraft  parts  inventory.  When  we  reviewed  the  FAA's  own  parts 
inventory,  we  found  an  inadequate  system  to  check  for  and  screen  out 
suspected  unapproved  parts.  Of  the  parts  that  we  sampled,  39  percent 
were     suspected     unapproved     parts.  Some     unapproved     parts     were 

installed  on  FAA  planes. 

Designated  Mechanics  Examiners  We  examined  FAA's  oversight  of 
designated  mechanics  examiners  and  found  that  the  oversight  was 
inadequate.  Before  we  commenced  review  of  the  designated  mechanics 
examiners,  we  found  that  98.6  percent  of  the  applicants  passed.  The 
examiners  were  doing  things  like  giving  the  exam  out  of  the  spare 
bedroom  in  their  homes,  instead  of  at  a  facility  where  they  could 
demonstrate  hands-on  ability  in  aircraft  mechanics.  We  found  many 
instances  of  coaching  of  applicants  and  other  testing  violations.  One 
applicant,  which  the  designated  mechanics  examiner  passed,  was  unable 
to  draw  a  rectangle.  When  we  accompanied  the  FAA  inspectors,  50 
percent  of  the  applicants  failed  the  exam. 

Aviation  Inspection  This  audit  showed  FAA's  inspection  of  commercial 
aircraft  and  pilots  was  inadequate  and  failed  to  conform  to  FAA 
standards.  At  congressional  request,  similar  work  was  also  completed 
by  GAO,  which  confirmed  our  results.  FAA  failed  to  make  required 
inspections,  made  superficial  inspections,  and  failed  to  report  fraud  to 
the  OIG  for  investigation.  FAA  failed  to  target  or  track  inspection 
results,  so  they  were  unable  to  tell  who  and  what  was  getting  repeat 
inspections,  or  who  may  have  had  any  inspections.  One  plane  with  a 
major  carrier  got  200  inspections,  while  23,000  required  inspections 
were  not  done.     Many  changes  for  FAA  improvement  were  suggested. 
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Air  Taxi  and  Commuter  Inspection  We  commenced  an  audit  of  the  FAA 
oversight  of  air  taxi  operations,  similar  to  the  review  of  major  airliner 
aircraft  inspection,  only  to  discover  the  situation  was  exactly  the  same 
as  revealed  in  the  above-described  audit  of  the  major  operators.  FAA's 
oversight  of  the  air  taxi  industry  was  inadequate,  inspection  was 
spotty,  and  inspection  resources  were  not  properly  targeted.  We 
stopped  the  audit  after  the  survey  phase  so  as  not  to  expend  any 
additional  audit  resources  when  we  discovered  FAA's  oversight  was  as 
poor,   if  not  worse,   than  that  over  the  major  operators. 

Helicopter  Inspection  Again,  as  with  the  air  taxi  and  commuter 
inspections,  we  found  that  the  FAA  oversight  of  helicopter  inspection 
was  similar  to  the  situation  with  aircraft  inspection  and  air  taxi  and 
commuter     inspection.  FAA     did     a     poor     job     of     providing     safety 

inspection,  as  well  as  targeting  and  tracking  its  inspection  resources  to 
ensure  an  adequate  net  of  inspection.  We  did  complete  an  audit  to 
determine  if  the  FAA  reported  violations  and  if  repairs  used  only 
approved  parts.  FAA  did  report  violations  concerning  helicopters,  but 
we  found  suspected  unapproved  parts  problems,  which  were  addressed 
in  the  audit  on  repair  stations  described  above. 

In  addition  to  our  audit  and  inspection  work,  we  have  approximately  136 
ongoing  criminal  cases  on  bogus  aviation  parts.  This  was  our  #1 
investigative  priority  from  1991-93.  The  sources  of  the  bogus  parts 
seized  in  our  Federal  search  warrants  span  the  United  States  and  the 
globe.  We  have  seized  bogus  parts  from  Germany,  France,  Kuwait, 
England,  New  Zealand,  Canada,  Japan,  China,  Philippines,  and  Taiwan, 
as  well  from  many  other  unknown  countries.  We  have  leads  in  many 
cases  which  also  lead  us  to  suspect  Israel  and  the  former  Soviet  Union. 
The  U.S.  is  not  the  only  recipient  of  these  bogus  parts,  as  we  have 
found  bogus  parts  from  around  the  globe  brokered  both  into  and  out  of 
the  U.S.,  and  indeed,  defendants  and  suspects  from  the  U.S.  have 
brokered  bogus  parts  to  Europe,  New  Zealand,  and  Australia,  South 
America,  and  other  areas.  We  have  also  indicted  and  convicted  a  bogus 
parts  case  resulting  in  a  fatal  ci^ash  (crop  duster  in  Texas).  The 
NTSB  lists  several  crashes  with  bogus  parts  as  a  causal  factor,  and 
there  was  a  Norwegian  airliner  crash  in  which  all  passengers  were 
killed.  The  crash  is  being  blamed  on  a  Canadian  repair  station.  We 
are  cooperating  with  foreign  law  enforcement  authorities,  including  New 
Scotland  Yard. 

The  results  of  our  bogus  parts  cases  to  date  include:  113  indictments; 
85  convictions;  23.5  years  of  imprisonment;  101  years  probation;  over 
$24  million  in  fines,   restitutions,   and  recoveries. 
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Mr.  Wolf.  Mr.  Mead.  ^ 

FAA  SAFETY  OVERSIGHT 

Mr.  Mead.  I  was  just  going  to  say,  we  have  done  quite  a  bit  of 
work  in  the  aviation  safety  area  and  on  this  faciHties  and  equip- 
ment, the  modernization  of  the  air  traffic  control.  This  promotion 
issue  is  a  very  tough  cookie  to  deal  with.  For  example,  is  it  promot- 
ing aviation  when  you  sink  money  into  runways  at  a  new  airport? 
FAA  would  say  that  is  part  of  promoting  aviation,  and  it  is. 

It  is  very  difficult  to  draw  the  line,  and  in  rule  makings,  FAA 
does,  in  fact,  weigh,  and  I  have  seen  it  in  the  record,  the  economic 
or  cost  impact  of  a  regulation  versus  the  safety.  It  is  a  tough  bal- 
ancing act,  but  on  this  air  traffic  control  corporation,  which  is  a 
larger  point  you  raised,  I  would  just  like  to  offer  two  examples  on 
the  safety  issue,  because  it  is  going  to  be  important  that  people  un- 
derstand how  the  safety  responsibilities  are  going  to  be  sorted  out. 

This  is  not  an  inconsequential  issue,  and  it  is  one  thing  to  say 
FAA  will  have  safety  oversight.  The  corporation,  whether  it  is 
privatized  or  an  Amtrak-like  corporation,  would  have  the  respon- 
sibility for  executing  the  system.  Take  the  separation  minimums 
between  planes  en  route  from  here  to  Chicago,  O'Hare.  Who  will 
decide  what  those  separation  minimums  are  between  aircraft? 

Another  example  is  a  wind  shear  radar.  It  will  unquestionably  be 
more  cost  effective  to  purchase  a  radar  with  a  95  percent  reliability 
versus  a  99  percent  reliability.  Who  will  make  calls  like  that?  Who 
will  make  the  call  about  whether  an  airport,  a  smaller  airport,  a 
reliever  airport  gets  a  radar,  when  clearly  no  major  carrier  is  going 
to  use  it.  Who  makes  those  calls?  Certainly  the  small  airport  is 
going  to  want  that  radar  and  certainly  the  people  that  fly  to  and 
from  that  airport  are  going  to  say  that  is  in  the  best  interest  of 
safety.  Issues  like  that  are  difficult  to  deal  with. 

Mr.  Wolf.  Well,  I  think  also  too,  the  people  should  realize  we 
have  had  a  tough  time  with  the  post  office.  The  post  office  was 
privatized,  and  frankly,  the  mail  delivery  in  this  region  and  others 
have  been  very,  very  difficult  and  there  is  no  control  with  regard 
to  what  is  taking  place.  I  would  just  caution,  if  there  is  a  represent- 
ative of  the  air  traffic  controllers  employees  group  or  union  or 
whatever  you  call  it  in  the  room,  after  three  years,  you  go  out  of 
the  Federal  retirement  system  and  also  the  FEHBP,  which  is  your 
best  situation  with  regard  to  the  Federal  employees'  health  benefits 
program.  It  has  open  season,  no  preexisting  conditions,  and 
straight  on.  It  is  the  premiere,  and  so  therefore  you  would  lose 
that.  I  have  been  a  little  bit  concerned  that  I  have  seen  some  air 
traffic  controllers  talk  about  this  may  be  a  good  idea  whether  they 
may  be  getting  into  something  that  may  not  be  in  their  best  inter- 
est. 

AMTRAK  REVIEW  COMMISSION 

I  am  going  to  pass.  One  other  thing:  I  am  going  to  put  in  a  bill 
next  week  or  the  week  after  to  set  up  a  base  closing  commission. 
GAO  has  been  helpful  in  putting  together  on  Amtrak  11  men  and 
women,  a  governor  ought  to  be  involved,  who  have  a  successful 
record  of  looking  at  businesses  to  see  what  do  you  have  to  have  to 
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have  a  viable  system.  What  is  it,  and  what  would  the  subsidy  re- 
quire? 

And  then  the  Congress  in  its  wisdom  has  to  make  a  decision  if 
it  wants  to  spend  that  much  or  not,  and  then  we  would  have  an 
up  or  down  vote  here  in  Congress.  I  really  don't  think  that  Con- 
gress can  get  into  the  question  of  whether  Amtrak  stops  at  Minot, 
North  Dakota  or  different  things  like  this,  but  to  have  a  base  clos- 
ing commission  concept  would  be  positive. 

Does  that  make  sense  to  either  of  you  just  in  a  short  yes  or  no, 
or  maybe. 

Ms.  SCHIAVO.  Yes,  it  does.  It  makes  sense  for  Amtrak,  and  it 
makes  sense  for  other  things,  such  as  the  Coast  Guard  facilities, 
to  be  closed. 

Mr.  Mead.  Yes,  it  does.  I  think — our  report  is  now  with  Amtrak 
for  comment,  and  I  believe  that  they  will  take  issue  with  us  on  the 
commission  versus  Amtrak  idea,  and  I  think  the  issue  here,  and  it 
will  be  portrayed  in  our  report,  is  an  issue  that  in  a  way  tran- 
scends the  responsibility  of  the  Amtrak  board  of  directors. 

It  is  what  does  Congress  want  a  national  network  to  look  like? 
Is  that  really  a  decision  for  Amtrak's  board  or  is  that  a  decision  for 
Congress?  After  all,  you  created  them  in  1970,  and  secondly,  Ms. 
Schiavo  is  quite  right  about  the  Coast  Guard.  We  issued  a  report 
earlier  this  year  about  the  small  boat  stations.  We  think  the  Coast 
Guard  has  its  act  together  in  developing  criteria  foreclosure,  and 
let's  see  how  successful  they  are  in  applying  that  criteria. 

Mr.  Wolf.  Well,  I  will  support  the  Coast  Guard  on  that  issue  be- 
cause I  understand  that  is  going  to  be  another  tough  one.  They 
have  three  training  centers,  one  in  California,  one  in  Cape  May, 
and  one  in  Virginia,  and  I  think  the  Coast  Guard  is  going  to  have 
to  look  at  that,  so  I  understand  that. 

Let  me  just  now  recognize  Mr.  Coleman. 

DOT  RESTRUCTURING 

Mr.  Coleman.  Thank  you,  Mr.  Chairman.  I  know  that  Chairman 
Livingston  probably  just  made  a  mistake  when  he  said  that  the 
Vice  President  had  been  working  for  a  few  months  on  reinventing 
government.  My  recollection  has  been  a  lot  longer  than  that,  so  I 
don't  know  that  anybody  can  claim  total  credit  on  your  side  of  the 
aisle  for  the  concept  of  trying  to  save  money.  I  think  a  lot  of  us 
for  a  lot  of  years  have  tried  to  do  that,  and  I  wanted  to  just  set 
the  record  straight  in  that  regard. 

It  is  important  that  if  we  do,  as  the  Chairman  suggested,  set  up 
a  system  modelled  after  the  Base  Closure  Commission  which  will 
look  at  places  where  we  can  save  money  by  eliminating  field  offices 
or  reducing  services,  I  hope  the  commission  would  be  representa- 
tive of  all  regions  of  the  country.  North  Dakota  may  not  be  a  place 
where  we  think  it  is  important  to  have  rail  service  for  a  lot  of  dif- 
ferent reasons. 

If  in  fact  we  want  to  do  it  strictly  on  a  for-profit  basis,  then  of 
course  population  becomes  critical.  As  we  discussed  a  minute  ago 
about  the  essential  air  service  as  an  entity,  we  must  decide  wheth- 
er or  not  in  the  United  States  we  need  to  continue  down  the  path 
of  trying  to  serve  all  Americans  or  just  where  they  happen  to  live. 


55 

There  are  a  lot  of  issues  to  be  confronted  that  are  very  basic  and 
I  know  that  the  Chairman  and  I  will  have  an  opportunity  through- 
out the  year  to  discuss  that,  as  we  have  in  the  past. 

Mr.  Mead,  I  know  your  appearance  before  our  subcommittee  has 
provided  us  information  about  the  Department  of  Transportation 
programs  and  budget  issues.  We  appreciate,  as  always,  your  com- 
ing back.  Your  staff  and  you  have  had  a  long  history  of  involve- 
ment on  these  matters,  so  I  wanted  to  pose  some  questions  to  you 
about  some  of  the  major  transportation  policies  and  programmatic 
issues  that  will  be  facing  this  subcommittee  as  we  revisit  the  1995 
appropriations  and  authorizations  which  were  passed  in  the  budg- 
et, as  well  as  in  anticipation  of  the  1996  budget. 

DOT  RESTRUCTURING  OF  SURFACE  PROGRAMS 

As  you  know,  the  Secretary  of  Transportation  has  announced 
programs  to  significantly  reduce  its  budget  by  over  $6  billion.  I 
would  only  point  out  that  that  is  over  a  five-year  period  as  I  under- 
stand it. 

Is  that  your  understanding  of  the  proposal? 

Mr.  Mead.  Yes,  the  $6.7  billion  is  over  the  period  from  now  until 
the  turn  of  the  century,  I  believe. 

Mr.  Coleman.  Do  you  believe  there  are  serious  problems  in  the 
way  the  Department  of  Transportation,  in  the  way  that  it  is  orga- 
nized that  would  warrant  a  dramatic  restructuring  of  its  functions 
or  programs,  or  is  the  administration's  restructuring  proposEil  sim- 
ply an  effort  to  further  cut  the  Department's  budget? 

Mr.  Mead.  Sir,  I  believe  in  the  surface  transportation  area,  there 
is  a  compelling  need  for  attention  to  reorganization.  This  has  been 
a  problem  for  a  number  of  years,  trying  to  make  coherent  surface 
transportation  decisions  if  we  are  going  to  look  at  transportation  as 
an  integrated  system. 

You  still  will  need  though  some  mechanism  for  focusing  on  mass 
transit  because  it  will  still  be  there,  just  as  highways  will  always 
be  there,  but  it  is  important  to  bring  the  two  together.  There  may 
even  be  some  cost  savings  in  it.  This  was  recommended  incidentally 
by  the  National  Academy  of  Public  Administration  a  couple  of 
years  ago. 

transportation  safety 

Mr.  Coleman.  Let  me  ask  both  of  you.  In  terms  of  this  restruc- 
turing, the  specific  details  not  having  been  announced,  but  never- 
theless I  think  you  pointed  out  there  were  two  divergent  tracks 
that  are  certainly  under  consideration,  one  in  terms  of  the  organi- 
zation, one  along  the  mission  role  of  the  agencies,  within  the  safety 
transportation  investment  and  the  Coast  Guard  on  the  one  hand, 
and  the  other  is  along  functional  lines. 

Do  you  have  a  view  as  to  what  specific  organizational  arrange- 
ments might  make  the  most  programmatic  sense  and  achieve  the 
greatest  operating  efficiencies. 

Mr.  Mead.  I  would  suggest  that  you  look  initially  at  a  merger  of 
some  sort  between  the  Federal  Transit  Administration  and  the 
Federal  Highway  Administration.  You  should  consider  some  of 
RSPA's  roles  and  the  role  of  Bureau  of  Transportation  statistics, 
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floating  them  together.  A  good  question  is  whether  you  would  want 
to  separate  out  safety  from  surface  infrastructure. 

My  own  view,  without  having  fully  researched  it,  is  that  if  you 
were  to  bring  in  aviation  safety  and  try  to  mix  that  in  with  high- 
way safety  and  rail  safety,  that  that  may  not  be  too  productive. 

Ms.  SCHIAVO.  Well,  it  has  been  a  longstanding  personal  opinion, 
not  one  which  I  have  aired,  but  that  the  Department  could  actually 
be  renamed  and  revamped  entirely  as  the  Department  of  Transpor- 
tation Safety,  because  it  is  safety  that  the  Department  is  supposed 
to  be  about  first  and  foremost,  and  if  we  would  put  the  focus 
squarely  where  it  should  be,  on  transportation  safety,  a  great  num- 
ber of  functions  would  be  changed. 

I  agree  with  Mr.  Mead  about  highways  and  transit.  For  example, 
we  have  discovered  problems  through  our  audits  for  many  years, 
and  those  problems  are  very  different  from  the  problems  we  have 
flagged  in  our  audits  and  investigations  and  inspections  of  the 
FAA. 

Our  problems  with  highways  and  transit  have  often  been  in 
grants  management.  The  problems  we  have  flagged  in  the  Federal 
Aviation  Administration  have  sometimes  been  on  their  safety  over- 
sight function,  and  by  changing  the  Department  to  reflect  first  and 
foremost  that  safety  of  transportation  is  going  to  be  top  priority, 
then  I  think  you  probably  could  restructure  along  safety  functions. 

But  again,  I  agree  with  Mr.  Mead  that  the  air  safety  functions 
are  different  than  the  rail  safety  functions  and  they  all  have  dif- 
ferent things  that  they  have  to  perform.  You  probably  could  have 
an  overall  umbrella  of  the  safety  functions,  but  there  would  have 
to  be  different  staff's. 

Mr.  Mead.  Right,  and  we  mention  this  air  business  because,  as 
you  recall,  when  I  was  describing  the  alternatives,  one  of  the  alter- 
natives they  are  considering  is  a  safety  administration  where  I 
guess  you  would  have  rail  safety  and  highway  and  aviation  safety 
somehow  in  there.  That  just  seems  difficult  to  conceptualize  how 
that  would  work. 

faa's  unobligated  balances 

Mr.  Coleman.  Let  me  only  hit  one  other  area  in  the  limited  time. 
On  the  issue  of  unobligated  balances  to  which  you  referred  earlier, 
you  cited  as  £in  example  unobligated  balances  in  FAA's  facilities 
and  equipment  program  which  exceeds  $1  billion  at  the  end  of  fis- 
cal year  1994. 

Based  on  your  audit  work  and  experience,  to  what  extent  do 
these  unobligated  balances  reflect  mismanagement  on  the  part  of 
the  Department  and  in  what  way  are  they  reflective  of  the  long 
lead  times  that  are  sometimes  required  by  the  nature  of  the  activi- 
ties, such  as  acquisition,  procurement,  and  construction? 

Ms.  SCHIAVO.  I  think  number  one  is  the  long  lead  time.  That  is 
a  big  problem,  but  to  some  extent  our  audits  have  found  mis- 
management on  some  procurements,  as  well  as  on  some  of  the  dis- 
cretionary funding.  For  example,  I  mentioned  the  higher  ed  pro- 
grams and  a  lot  of  those  grants  were  given  out  to  various  univer- 
sities on  a  discretionary  basis  and  there  was  not  a  lot  of  follow-on 
in  checking  on  what  those  monies  were  used  for.  So  both  problems 
exist. 
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I  would  say  the  long  lead  time  on  some  of  the  major  contracts 
is  probably  going  to  account  for  the  lion's  share  of  the  unobligated 
balances  this  year  in  the  1995  budget  and  a  lot  of  the  unobligated 
balances  are  in  research  and  development  and  other  activities  that 
take  a  long  contracting  period. 

RESTRICTING  FUNDING  AVAILABILITY 

Mr.  Coleman.  Just  as  an  aside,  this  committee  will  be  looking 
not  just  at  the  1995,  but  we  have  to  be  worried  about  the  1996  si- 
multaneously, and  so  I  was  wondering  whether  or  not  it  is  your 
view  that  Congress  should  consider  restricting  the  availability  of 
funds  of  that  kind  to  facilitate  better  program  management. 

The  Coast  Guard,  for  example,  its  acquisition,  construction  and 
improvement  appropriations  may  be  available,  that  we  passed  last 
year,  for  as  long  as  five  years.  Should  we  not  do  that? 

Ms.  SCHIAVO.  No.  I  think  you  should  not  eliminate,  across  the 
board,  long-term  funding  availability.  My  focus  on  the  unobligated 
balances  at  this  point  was  to  give  you  a  pot  where  you  could  get 
a  rescission  funds  in  1995.  Some  of  those  acquisition  programs 
must  be  done,  at  some  point. 

Eventually,  I  will  use  the  Coast  Guard  as  an  example  because 
they  have  a  significant  number  of  unobligated  funds  at  this  point. 
I  will  use  one  Coast  Guard  program  as  an  example,  one  we  did  a 
lot  of  work  on,  and  that  is  the  motor  lifeboats. 

DELAYING  MAJOR  ACQUISITIONS 

The  committee  is  probably  well  aware  of  the  motor  life  boats — 
those  are  the  boats  to  replace  the  existing  boats  they  use  in  heavy 
surf  to  go  out  and  rescue  people.  Can  those  projects — can  that  ac- 
quisition— be  delayed?  Yes,  of  course  it  can  be  delayed.  It  has  been 
delayed  for  many  years  while  they  developed  it,  and  we  have  an 
audit  saying  it  is  still  not  ready  for  the  contract.  So  of  course  there 
is  going  to  be  delay.  Eventually  will  they  need  those  boats?  Yes. 
Can  they  delay  them  for  a  year  or  two?  Yes.  You  can  come  up  with 
some  funds  now.  Eventually  they  are  going  to  need  them  though. 

Mr.  Coleman.  Your  audits  and  analyses  will  show  us  the  dif- 
ference in  cost  probably,  projected  differences  in  cost  if  we  purchase 
them  now  as  opposed  to  delaying  them. 

Ms.  SCHIAVO.  Yes. 

Mr.  Coleman.  Let  me  just  say  too,  after  having  served  on  the 
Armed  Services  Committee  a  long  time  ago,  there  is  no  question  in 
my  mind  but  what  we  need  to  have  anticipated  costs  also  ad- 
dressed. Delay  can  be  a  good  thing  to  do.  We  have  moved  back  lots 
of  programs  and  not  procured  certain  things  at  certain  times  only 
to  find  we  wish  we  had  when  it  came  to  the  total  cost  at  the  end. 
There  was  a  lot  less  wringing  of  hands  maybe  or  gnashing  of  teeth 
during  that  era,  but  in  this  time  when  we  are  talking  about  cutting 
back,  it  seems  to  me  that  those  costs  have  to  be  considered. 

I  would  hope  that  we  would  ask  you  back  to  address  those  kinds 
of  issues  when  this  committee  makes  those  decisions,  that  we  have 
part  of  that  the  testimony  with  respect  to  anticipated  costs. 

Thank  you,  Mr.  Chairman,  for  the  time.  I  know  both  of  us  went 
over  it. 
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Mr.  Mead.  Mr.  Wolf,  may  I  make  a  point  on  the  unobligated  bal- 
ance point?  First  of  all,  this  committee  over  the  years,  I  think,  is 
largely  responsible  for  the  unobligated  balance  situation  at  FAA 
improving,  but  it  is  still  a  problem.  End  of  fiscal  year  1994,  FAA's 
unobligated  balance  is  $1.2  billion,  and  that  is  better  than  in  fiscal 
1991  when  they  closed  the  year  with  unobligated  balances  of  $1.7 
billion  and  I  will  submit  this  for  the  record.  FAA  probably  will  too, 
but  they  have  been  making  progress  and  they  are  projecting  I 
think  a  $947  million  unobligated  balance  at  the  end  of  this  fiscal 
year. 

[The  information  follows:] 
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FACILITIES  AND  EQUIPMENT 
UNOBLIGATED  BALANCES 


-^New  Budget 
Authority 


-^Obligations 


->- Unobligated 
Balance 


FY  93  FY  94 

Fiscal  Year 


$  in  Millions 

FY  86          FY  87          FY  88  FY  89  FY  90 

Budget  Auth.  for  FY      $    884.1     $    796.5     $1,102.8  $1,383.2  $1,721.2 

Obligs.  During  FY         $    751.8     $    991.3     $    962.7  $1,345.9  $1,551.0 

Unob.  Bal.  End  of  FY    $1,372.0     $1,184.0     $1,321.0  $1,354.0  $1,515.0 


FY  91  FY  92  FY  93  FY  94  FY  95  FY  96 

$2,095.4  $2,409.0  $2,350.0  $2,120.1  $2,087.5  $1,907.8 

$1,894.7  $2,170.0  $2,490.7  $2,540.5  $2,370.7  $2,016.8 

$1,713.5  $1,980.9  $1,763.7  $1,285.2  $•    947.0  $    838.0 
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Mr.  Wolf.  I  thank  you. 

Mr.  Packard. 

Mr.  Packard.  Thank  you,  Mr.  Chairman.  I  have  listened  with  in- 
trigue on  the  testimony  as  well  as  the  responses  from  the  Members 
of  the  committee  this  morning  and  now  this  afternoon,  and  I  think 
I  would  like  to  simply  say  to  begin  with  that  I  hope  that  the  com- 
mittee will  not  be  afraid  to  be  bold  and  innovative  in  their  ap- 
proach to  cutting  back  the  size  of  government. 

I  think  some  of  the  suggestions  that  have  been  made  this  morn- 
ing in  the  testimony  has  been  very  enlightening,  and  I  would  hate 
to  see  us  out  of  hand  dismiss  any  of  these  suggestions  as  though 
they  are  not  possible  to  do. 

I  am  convinced  that  every  agency  has  got  to  evaluate  what  are 
their  absolute  essential  requirements  to  do  in  order  to  stay  in  busi- 
ness. All  other  ancillary  and  auxiliary  activities  that  they  have  in- 
herited over  the  last  many  years  that  extend  beyond  what  their  ab- 
solute crucial  and  essential  functions  are,  they  ought  to  evaluate 
whether  those  functions  can  be  eliminated  and  retain  only  those 
that  are  absolutely  crucial  to  the  purpose  of  their  existence. 

I  am  convinced  that  the  private  sector  can  do  much  more  than 
they  are  doing  in  terms  of  government  functions,  and  I  am  con- 
vinced that  they  can  do  them  much  better  in  most  instances.  I 
think  we  are  going  to  see  more  and  more  highway  building  turned 
over  to  the  private  sector  in  the  future  rather  than  the  government 
funding  and  doing  it  all.  Airlines  are  privatized.  Rail  will  become 
more  and  more  privatized  in  the  future,  I  believe,  and  I  am  not  at 
all  persuaded  that  the  private  sector  won't  do  it  differently,  but 
perhaps  do  it  better. 

They  will  have  to  do  it  differently  and  better  if  they  are  going 
to  make  it  a  profitable  venture,  and  I  believe  that  the  time  has 
come  and  we  may  never  have  a  better  window  of  opportunity  to 
make  the  substantial  changes  in  the  way  government  does  things 
and  what  government  does  than  we  have  right  now,  and  I  would 
hate  for  us  not  to  be  bold  and  innovative  on  this  committee  or  on 
any  of  our  committees  in  an  effort  to  try  to  downsize  government 
and  return  much  of  it  back  to  the  private  sector  and  certainly  much 
of  it  back  to  the  States  and  local  government. 

I  think  we  can  do  that  and  I  appreciate  very  much  the  sugges- 
tions that  have  been  made.  Again,  I  hope  we  don't  out  of  hand  dis- 
miss them  as  though  they  are  not  possible.  I  believe  that — I  am 
not — I  don't  have  a  position  on  air  traffic  controllers,  but  I  don't  be- 
lieve that  safety  ought  to  be  a  deterrent.  We  regulate  safety  in  this 
country  so  much  that  every  private  sector  has  to  live  by  safety 
rules  and  they  do  it  fairly  well. 

Our  airlines  are  required  to  meet  strict  safety  requirements.  We 
need  to  monitor  them.  We  need  to  oversee  them  as  we  would,  say, 
air  traffic  controllers  or  any  other  agency  of  government  that  now 
is  done  by  government,  but  I  am  not  persuaded  that  we — the  pri- 
vate sector  can't  as  safely  perform  functions  as  government  agen- 
cies do.  We  set  the  parameters,  we  require  them,  we  have  over- 
sight, and  we  monitor,  and  I  believe  we  do  it  in  most  other  areas 
of  government  functions  and  I  don't  see  why  that  cannot  be  done 
in  areas  like  air  traffic  controlling. 
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But  again,  I  have  not  made  a  decision  on  that  and  there  is  a  lot 
yet  to  be  known  on  it,  but  nevertheless  I  don't  wish  to  dismiss  the 
privatizing  of  anything  that  could  be  done  in  terms  of  changing  the 
way  government  operates. 

ELIMINATING  FEDERAL  JOBS 

With  that  said,  I  do  have  some  questions.  I  would  be  interested 
in  knowing  each  of  your  positions  as  you  have  made  recommenda- 
tions to  eliminate  functions  and  agencies  that  will  automatically 
eliminate  jobs,  and  I  wonder  if  you  have  done  any  research  or 
study  to  determine  what  the  work  rules  and  what  labor  require- 
ments— what  kind  of  impediments  we  might  run  into  as  we 
downsize  or  eliminate  or  follow  some  of  your  suggestions  in  your 
reports. 

Have  you  thought  about  what  kind  of  problems  we  will  run  into 
in  terms  of  work  rules  and  work  requirements,  labor  problems  as 
we  eliminate  positions? 

Ms.  SCHIAVO.  As  I  am  sure  you  are  aware,  for  elimination  of  Fed- 
eral jobs,  for  RIFs  of  Federal  employees,  there  are  very  specific 
rules  in  effect  which  we  all  must  follow  for  elimination  of  any  Fed- 
eral job.  There  are  a  lot  of  rights  and  responsibilities  that  go  along 
with  Federal  employment.  For  example,  there  is  the  practice  of 
bumping  and  a  lot  of  other  things,  but  other  than  the  consolidation 
suggestions  and  the  suggestion  that  the  $150,000  per  graduate  at 
the  Maritime  Academy  suggests  curtailing  that  program,  a  lot  of 
these  suggestions  do  not  involve  large  personnel  cuts. 

They  involve  savings  for  a  lot  of  other  reasons,  and  involve  cut- 
ting a  lot  of  programs  that  spend  Federal  dollars  for  marginally 
useful  functions,  like  some  noise  abatement,  and  discretionary 
grants  and  a  lot  of  things  like  that,  but  as  far  as  the  elimination 
of  Federal  jobs,  yes,  and  I  am  sure  Mr.  Mead  is  quite  aware  of  the 
rules  too.  The  rules  are  very  specific  and  longstanding,  and  would 
have  to  be  followed  in  every  case. 

Mr.  Mead.  Actually  I  will  respond  to  that  question  in  two  parts. 
First,  as  Mr.  Wolf  will  be  meeting  with  a  representative  from  our 
office  soon  because  I  wasn't  able  to  answer  some  of  the  questions 
about  how  the  Federal  employees  get  treated  and  what  the  applica- 
ble rules  are,  but  specifically  when  we  were  discussing  Amtrak,  Mr. 
Packard,  I  did  not  mention  that  a  hindrance  to  Amtrak  is  that  they 
have  various  labor  protection  rules  that  they  must  adhere  to.  For 
example,  if  they  were  to  terminate  an  employee  and  move  that  em- 
ployee more  than  30  miles  from  their  base,  that  employee,  as  I  un- 
derstand it,  is  entitled  to  up  to  six  years  pay. 

In  other  words,  you  terminate  their  job,  they  could  receive  as 
much  as  six  years  pay,  and  that  of  course  has  Amtrak  concerned, 
and  it  should  have  the  subcommittee  concerned  because  Amtrak  is 
standing  there  saying,  well,  if  we  terminate  this  route  or  this  em- 
ployee, we  might  have  to  come  up  with  six  years  of  wages.  That 
is  an  area  I  believe  will  be  getting  attention  this  session  of  Con- 
gress though. 

Mr.  Packard.  But  it  actually  can  become  an  impediment  to  doing 
some  of  the  things  you  recommended.  That  is  the  question  I  am 
asking. 

Ms.  SCHIAVO.  Yes. 
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Mr.  Packard.  And  in  your  judgment,  are  there  ways  to  work 
through  those  impediments  where  we  can  still  accomplish  some  of 
the  things — let's  take,  for  instance,  the  closing  down  of  essential  air 
service.  That  will  eliminate  some  personnel,  I  presume. 

Ms.  SCHIAVO.  Actually  that  is  one  of  the  suggestions  that  will 
eliminate  contracts  to  the  private  sector,  but  in  the  Department 
would  involve  very,  very  few  personnel. 

Mr.  Packard.  I  see. 

Ms.  SCHIAVO.  Maybe  only — I  am  guessing,  I  do  not  have  the 
exact  number,  but  maybe  only  one  or  two. 

RESTRUCTURING  DOT 

Mr.  Packard.  Let  me  ask  a  question  then  relating  to  your  re- 
structuring of  DOT.  Your  comments,  I  think,  Mr.  Mead.  How  many 
employees  would  that  reduce  and  how  much  money  would  that 
save,  in  your  judgment? 

Mr.  Mead.  We  don't  know  because  we  were  unable  to  find  out 
yesterday  how  many  people  FHWA  has  in  the  field.  They  couldn't 
tell  us.  So  we  can  get  back  to  you  on  that. 

INTERSTATE  COMMERCE  COMMISSION 

Mr.  Packard.  I  am  aware  that  we  will  have  DOT  people  before 
us  later  on.  Some  of  these  questions  can  be  perhaps  repeated. 

On  the  ICC,  the  elimination  of  ICC,  and  we  have  been,  I  think, 
discussing  that  for  some  time  now  and  actually  moving  in  that  di- 
rection, I  think.  Is  there  a  way  to  organize  ICC  or  reorganize  the 
Interstate  Commerce  Commission  to  deal  only  with  rail  and  essen- 
tially most  of  their  functions  now  with  trucking  and  so  forth  has 
been  already  deregulated  and  they  do  very  little  in  that  area  any- 
more. 

Is  there  a  useful  purpose  of  the  ICC  as  a  rail  agency  only? 

Mr.  Mead.  I  think  you  are  correct  that  the  rail  functions  are  the 
ones  that  are  most  useful  and  that  people  will  want  to  have  them 
retained  somewhere.  Do  you  want  them  left  in  the  ICC  as  a  stand- 
alone agency? 

At  some  point  in  a  critical  mass,  we  are  down  to  300  employees. 
Is  it  worth  it,  or  do  you  want  to  consider  merging  them  with  the 
Federal  Maritime  Commission,  or  perhaps  moving  them  into  DOT 
much  as  you  did  with  the  Federal  Energy  Regulatory  Commission 
in  the  Department  of  Energy,  where  the  independence  of  the  deci- 
sion-making on  rail  matters  could  be  preserved.  But  there  could  be 
some  administrative  efficiencies  gained.  We  will  keep  in  touch  with 
you  on  our  work  in  that  area,  Mr.  Packard,  if  you  are  interested. 

Mr.  Packard.  Do  you  have,  Mrs.  Schiavo,  an  overall  figure  of 
savings  that  your  recommendations  would  involve,  entail? 

Ms.  SCHIAVO.  Overall,  no,  because  some  of  the  figures  were  not 
available  to  us,  but  would  be  available  from  the  Assistant  Sec- 
retary for  Budget.  We  tried  to  put  a  dollar  value  on  each  individual 
suggestion  where  we  could,  but  I  do  not  have  an  overall  figure. 
Well,  it  is  in  the  billions,  obviously,  if  you  add  it  all  up. 
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PRIVATIZING  AMTRAK 


Mr.  Packard.  Now,  my  last  question  might  be,  Mr.  Chairman, 
with  Amtrak.  There  is  serious  thought  of  course  of  some  way  of 
finding  a  way  to  privatize  Amtrak. 

What  are  the  largest  impediments  and  problems  we  will  struggle 
with  as  we  try  to  do  that  and  how  would  Amtrak  operate  dif- 
ferently under  a  private  operation,  a  for-profit  operation? 

Mr.  Mead.  Sir,  the  number  one  impediment  is  that  none  of  Am- 
trak's  routes  are  profitable,  even  the  ones  that  are  popular. 

Mr.  Packard.  So  as  a  private  entity,  how  would  they  operate  dif- 
ferently to  make  it  profitable? 

Mr.  Mead.  They  would  have  great  difficulty  doing  that  given  the 
capital  condition  of  the  railroad.  One  approach  would  be  for  them 
to  get  capital — if  you  were  to  improve  the  capital  condition  of  the 
corridor  and  then  try  to  privatize  the  corridor,  you  probably  will 
make  your  operating  costs  meet,  but  not  the  capital  costs.  That  is 
a  problem  throughout  the  country. 

Mr.  Packard.  They  would  have  to  operate  in  a  different  manner 
then  because  we  have  learned  by  experience  that  mass  transit  does 
not  operate  at  a  profit  or  even  at  a  break  even.  They  are  heavily 
subsidized  even  for  operational  purposes. 

What  would  be  different  with  Amtrak  as  a  private  entity  in  their 
operational  activities  that  would  make  them  where  they  would  not 
need  to  be  subsidized  versus  the  mass  transit  programs  throughout 
the  country? 

Mr.  Mead.  Inner-city  passenger  rail  is  not  profitable  anywhere  in 
the  world,  and  I  do  not  know  what  it  would  take  to  change  that 
landscape.  What  happens  in  Europe  where  they  often  say  they  are 
privatized  is  that  the  central  government  provides  the  capital  infra- 
structure, for  example,  the  TGV  in  France,  the  capital  infrastruc- 
ture is  handled  by  the  central  government  and  then  the  operating 
costs,  sometimes  even  the  rolling  stocks,  the  trains,  are  handled  by 
a  governmental  corporation  or  a  quasi-privatized  organization. 

The  Netherlands  are  moving  to  that  approach  too.  Currently,  the 
infrastructure  in  the  Northeast  Corridor  is  owned  by  Amtrak,  most 
of  it — 97  percent,  where  Amtrak  travels  in  this  country  is  track 
which  is  owned  by  the  freight  railroads.  The  freight  railroads  will 
say  with  some  legitimacy  that  we  should  not  have  to  upgrade  our 
tracks  to  accommodate  higher  speed  trains  that  would  be  more 
competitive  without  appropriate  compensation  because  there  is  no 
need  for  freight  trains  to  go  at  those  speeds.  That  would  be  the 
type  of  argument  that  you  would  get. 

Ms.  SCHIAVO.  If  I  can  add  one  more  thing,  you  also  have  the 
problem  in  pricing  and  consumers'  expectations.  From  personal  ex- 
perience, I  say  I  log  a  lot  of  miles  on  Amtrak,  and  I  like  traveling 
on  the  trains.  For  example,  I  recently  traveled  six  times  on  the 
Capital  Limited,  one  of  their  brand-new  equipment  routes. 

The  ticket  for  a  private  compartment  on  one  of  the  trips  was 
$748.  A  comparable  airfare  was  in  the  range  of  $300  to  some  of  the 
places  I  traveled.  I  did  this  personally  for  personal  travel,  and  it 
was  a  consumer  choice.  Will  the  consumers  pay  even  higher  ticket 
prices  to  travel  if  the  subsidies  are  cut?  Some  consumers  are  going 
to  say  no.  Some  will  make  choices  based  on  the  comfort  of  a  com- 
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partment  and  their  preferred  mode  of  travel,  but  that  is  a  gut  issue 
that  is  going  to  loom  heavily  in  the  Amtrak  issue.  By  the  way,  you 
fly  on  airplanes,  you  pay  a  ticket  tax.  There  was  no  ticket  tax  on 
my  Amtrak  tickets,  even  on  the  $748  ticket. 

Mr.  Packard.  Well,  I  think  we  are  coming  to  the  point  where  we 
as  a  committee  and  as  a  Congress  is  going  to  have  to  evaluate, 
again,  what  role  the  government  should  continue  to  play  in  these 
things.  A  private  company  would  cut  back  certainly  on  the  unpro- 
ductive routes.  That  is  true  in  mass  transit  within  your  city  and 
urban  routes,  as  well  as  your  rail  routes  across  country. 

A  private  company  would  operate  a  great  deal  differently.  I  am 
not  sure  the  government  has  a  responsibility  to  continue  to  provide 
all  services  for  all  people  at  the  cost  to  the  taxpayers.  At  some 
point,  we  are  going  to  have  to  evaluate  how  far  we  are  willing  to 
go  on  mass  transit  in  this  country. 

We  are  subsidizing  most  of  those  companies  by  as  much  as  70 
percent,  maybe  more  in  some  instances,  and  much  of  that  is  for  op- 
erating capital  as  well  as  for  rolling  stock  and  for  capital  costs.  I 
am  not  sure  we  can  continue  to  do  that.  I  am  not  sure  we  should 
continue  to  do  that,  and  those  are  some  of  the  debates  and  issues 
that  this  committee  is  certainly  going  to  have  to  discuss  in  dead 
seriousness  this  particular  Congress,  because  again,  I  am  not  sure 
we  are  ever  going  to  get  a  window  of  opportunity  to  make  the 
changes,  and  I  say  this  on  a  bipartisan  basis  because  I  think  that 
both  sides  of  the  aisle  want  to  capture  this  window  of  opportunity 
to  make  the  changes  that  we  have  not  been  able  to  do  for  decades, 
and  it  is  time,  and  I  think  that  these  are  going  to  be  some  of  the 
serious  debates  we  have. 

Thank  you,  Mr.  Chairman. 

Mr.  Wolf.  Mr.  Lightfoot. 

AIR  TRAFFIC  CONTROL  PRIVATIZATION 

Mr.  LiGHTFOOT.  Thank  you,  Mr.  Chairman,  and  thank  both  of 
you  for  coming  this  morning.  You  have  certainly  given  us  a  lot  of 
food  for  thought.  I  won't  belabor  the  point,  but  on  the  air  traffic 
control  issue  too,  I  think  one  thing  that  we  have  to  keep  in  mind 
when  we  talk  about  it,  that,  yes,  we  have  highway  safety,  we  have 
rail  safety,  we  have  maritime  safety,  but  in  those  three  categories 
it  is  basically  a  Federal  agency  enforcing  a  set  of  rules  or  standards 
which  were  put  in  place  for  safety  reasons,  whereas  with  air  traffic 
control,  you  have  the  rules  and  regulations,  but  it  goes  one  step 
further.  The  system  actually  is  physically  moving  people  around  in- 
side of  it  on  a  24-hour  a  day,  seven-day  a  week  basis  which  makes 
it  a  different  breed  of  cat  with  which  to  deal.  Perhaps  privatizing 
it  as  we  did  the  Postal  Service  would  work. 

I  know  with  this  recent  postal  increase,  we  found  that  actually 
it  costs  less  to  deliver  the  letters.  They  just  increased  the  price  to 
cover  the  storage,  so — that  is  supposed  to  be  a  joke,  but  Allen  Li 
from  GAO,  in  May  before  the  Senate,  made  a  comment  that  issues 
need  to  be  resolved  regarding  dealing  with  the  safety  issues  on  the 
privatization  of  the  air  traffic  system,  the  revenues,  expenditures, 
how  that  plays  against  the  safety  side. 
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I  know  that  is  a  tough  question,  but  have  you  taken  any  further 
steps  in  analyzing  that  particular  situation,  what  you  estimate 
both  the  financial  and  the  safety  impact  would  be? 

Mr.  Mead.  Well,  we  are  working  on  the  finances  now,  and  with 
the  proposals  that  are  out  there  now,  it  is  too  sketchy,  as  I  indi- 
cated in  my  earlier  remarks,  to  give  you  an  opinion. 

I  can  tell  you  that  there  are  some  issues  that  are  not  intuitively 
obvious,  such  as  air  traffic  controllers.  If  you  move  them  over  to  a 
corporation,  who  is  going  to  pay  for  their  retirement.  They  are  not 
going  to  give  up  their  Federal  retirement  just  like  that.  They  will 
have  unfunded  pension  liabilities.  We  are  searching  through  the 
proposals  now,  and  I  assure  you  we  will  keep  you  informed  when 
we  have  something  credible  and  coherent  to  say  about  that. 

On  the  safety  issue,  we  are  examining  that  as  well.  I  break  that 
down  into  two  or  three  categories,  sir.  One  is  how  you  draw  the  di- 
viding line.  Some  people  have  characterized  this  as  a  Siamese  twin 
issue.  How  do  you  do  the  operation  to  make  sure  both  survive,  and 
we  are  examining  that. 

I  gave  some  examples  earlier  with  the  en  route  separation  mini- 
ma. A  second  area  I  would  call  the  minority  stakeholders  in  the 
system.  We  do  not  do  everything  in  the  air  traffic  control  system 
just  because  it  is  economical.  There  are  airports  in  Maine,  for  ex- 
ample, that  would  like  a  radar.  They  cannot  afford  it  on  their  own. 
There  is  not  a  great  deal  of  commercial  traffic  going  there.  How 
could  you  build  in  incentives  into  a  corporation  to  make  sure  that 
happens?  I  think  that  will  be  one  challenge. 

FAA  SAFETY  OVERSIGHT 

And  third  is,  what  can  we  learn  from  the  experience  of  FAA's 
oversight  of  the  aircraft — how  well  or  not  so  well  have  they  done — 
in  forecasting  how  well  they  would  do  in  exercising  safety  oversight 
of  a  new  corporation? 

Ms.  Schiavo  has  done  quite  a  bit  of  work  there  as  well  and  per- 
haps she  has  a  view. 

Ms.  Schiavo.  Well,  we  did  a  series  of— I  am  trying  to  remember 
the  exact  number,  we  are  up  to  about  nine  different  audits  and  in- 
spections on  various  aspects  of  the  FAA's  safety  oversight  func- 
tions, and  are  working  on  a  tenth.  We  looked  at — as  Ken  men- 
tioned, aircraft  inspection  among  other  things.  We  looked  at  over- 
sight of  parts  manufacturing  and  the  bogus  parts  issue.  We  looked 
at  the  FAA  tracking  of  design  and  maintenance  problems.  We 
looked  at  a  whole  series  of  different  aspects  of  FAA  safety  oversight 
functions,  and  in  every  instance,  we  found  serious  deficiencies. 

For  example,  even  on  the  tracking  of  their  design  and  mainte- 
nance problems,  we  found  that  they  did  not  have  a  good  tracking 
system,  that  when  problems  would  be  brought  to  their  attention, 
they  often  fell  into  a  black  hole.  They  would  get  the  information, 
but  they  did  not  act  on  it.  We  found  in  some  instances  inaccuracies 
as  high  as  98  percent.  This  is  one  of  the  very  things  that  they  are 
supposed  to  be  doing — tracking  these  problems.  Those  were  very 
serious  and  troubling  findings. 

We  found  similar  problems  in  other  areas,  along  with  GAO.  We 
looked  at  aircraft  inspection  and  we  found  serious  deficiencies  in 
how  they  track  their  inspection,  and  what  they  accomplish.  We 
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found  in  some  instances  planes  that  have  never  been  inspected,  yet 
one  major  airUne  had  an  airplane  that  got  inspected  200  times,  for 
one  major  carrier,  one  jet  with  a  major  carrier.  There  were  real 
problems  in  how  FAA  tracked  and  used  their  resources  to  meet 
their  safety  oversight  function,  and  these  nine  audits  and  inspec- 
tions combined  led  us  to  some  serious  problems,  so  serious  in  fact 
that  for  two  years  in  a  row  we  suggested  FAA  safety  oversight 
should  be  included  as  one  of  the  Department's  material  weak- 
nesses. 

Mr.  LiGHTFOOT.  We  need  to  get  to  the  modern  world  then. 

Ms.  SCHIAVO.  Well,  I  would  like  to  say  it  is  an  equipment  prob- 
lem, a  technology  problem,  but  it  is  not.  What  you  need  to  do  is 
get  to  the  world  of  accountability. 

Mr.  Mead.  I  might  say  one  other  point  on  this.  FAA's  inspection 
service — this  is  one  of  the  things  that  clearly  would  be  left  with 
FAA,  and  it  is  trying  to  procure  now  a  system  for  targeting  its  in- 
spections to  areas  of  high  risk.  That  is  important.  That  would  be 
left  with  the  FAA  under  all  of  these  proposals.  I  query  why  we 
would  encumber  what  is  left  of  the  FAA  on  the  safety  side  with  the 
very  procurement  and  personnel  rules  that  are  complained  of  as 
encumbering  FAA  on  the  efficiency  side;  we  are  prepared  to  sever 
it  from  the  FAA  that  we  know  today. 

Mr.  LiGHTFOOT.  I  would  assume  that,  carrying  this  one  step  fur- 
ther, of  course  there  is  a  liability  issue  too,  but  with  the  laundry 
list  of  things  you  gave  us  on  what  could  be  cut  and  just  a  major 
example  of  having  to  guarantee  somebody  six  years  salary  after 
they  lose  their  job,  which  I  find  incredible,  on  the  list  of  items  that 
you  came  up  with,  are  we  going  to  have  to  look  at  possibly  chang- 
ing some  laws  in  order  to  facilitate  shutting  some  of  these  things 
down  simply  because  of  these  types  of  things? 

Ms.  SCHIAVO.  Actually  on  the  ones  that  I  suggested,  the  ones  to 
start  in  right  away,  you  would  not  have  to  change  laws  for  too 
many  of  them.  There  are  some  you  would,  like  eliminating  funding 
for  certain  noise  abatement  programs,  you  have  to  change  the  regu- 
lations on  who  is  eligible,  and  who  is  not. 

You  have  to  change  the  regs  on  who  is  eligible  for  grants  and 
that  sort  of  thing,  but  some  of  this  stuff,  no,  you  could  do — do  with 
the  stroke  of  a  pen.  Even  on  the  changes  of  how  FAA  operates 
though,  our  audits  show  that  it  was  not  so  much  a  problem  of  what 
equipment  they  had  or  even  sheer  numbers. 

In  some  of  our  audits  we  said,  even  if  you  doubled  the  inspection 
staff,  you  would  still  have  the  problem  because  they  are  not  doing 
what  they  ought  to  be  doing  with  the  time  and  resources  that  they 
have,  in  many  cases  what  they  need  to  change  is  the  way  they  do 
business  and  the  energy  with  which  they  tackle  some  of  these  is- 
sues, rather  than  just  throwing  more  equipment  and  dollars  at 
them. 

Mr.  LiGHTFOOT.  Rethinking  the  process. 

Ms.  SCHIAVO.  That  is  right,  and  changing  the  way  they  do  things, 
putting  in  systems  that  track  what  they  do  and— you  know,  on 
these  inspections,  doing  them  differently,  doing  them  better  and  in 
some  cases  there  are  requirements  and  laws  on  the  books  for  func- 
tions they  do  not  perform,  such  as  inspection  of  foreign  manufac- 
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tured  aircraft  parts.  It  is  written  that  they  do  this,  but  when  we 
went  to  do  the  audit,  they  said,  "well,  we  do  not  do  it." 

Mr.  LiGHTFOOT.  Thank  you  very  much.  Thank  you,  Mr.  Chair- 
man. 

Mr.  Wolf.  Mr.  Foglietta  from  Pennsylvania. 

Mr.  Foglietta.  I  thank  you,  Mr,  Chairman,  and  I  thank  the  wit- 
nesses who  have  testified  here  today.  I  was  extremely  interested  in 
the  statement  by  Miss  Schiavo  concerning  the  suggested  reductions 
in  expenditures  for  the  Department  of  Transportation. 

I  was  also  extremely  interested  in  the  examples  given  by  Mr. 
Mead  concerning  maintenance  of  safety,  who  makes  the  decisions 
in  various  categories  as  to  whether  or  not  a  small  airport  gets  a 
radar  system,  who  makes  the  decisions  as  to  the  distance  between 
planes  coming  in  for  landing  approaches,  and  the  other  things 
which  are  extremely,  extremely  important.  Then  I  also  was  con- 
cerned when  my  colleague,  Mr.  Packard,  talked  about  the  fact  that 
we  have  to  start  to  think  about  how  would  these  operations  be  han- 
dled by  a  private  entity,  how  would  a  private  enterprise  handle 
Amtrak. 

I  think  we  have  to  certainly  realize  that  one  of  our  major  obliga- 
tions this  year  and  this  time  is  to  cut  back  costs.  And  I  again  ap- 
plaud Mrs.  Schiavo  for  the  list  that  you  gave  us.  It  was  well 
thought  out  and  well  done,  and  all  of  us  want  to  cut  back  in  view 
of  the  deficit  situation  we  have  in  this  country,  we  want  to  cut  back 
on  the  expenditures,  and  we  do  see  the  very  legitimate  areas  in 
which  cutbacks  can  be  made. 

However,  I  think  we  have  to  keep  in  mind  that  we  are  a  govern- 
ment and  that  we  do  have  certain  responsibilities  to  the  people  of 
this  nation.  I  think  that  we  have  responsibilities  to  provide  trans- 
portation to  people,  and  safe  transportation  to  people,  and  not  be 
totally  overcome  with  saving  money  and  eliminating  safety  and 
eliminating  the  services  that  we  are  required  to  provide. 

Mr.  Mead  talked  about  the  fact  that  almost  all  rail  services  in 
the  world  are  subsidized  in  some  way,  shape,  or  form.  I  think  that 
is  because  all  governments  throughout  the  world  realize  they  have 
an  obligation  to  provide  service  for  people  to  transport  people  from 
one  area  to  another,  especially  those  people  who  can't  afford  the 
high  prices. 

So  I  would  like  to  just  admonish  my  friends  and  colleagues  on 
this  committee  to  realize  that  although  we  do  want  to  cut  back  and 
we  realize  the  importance  of  cutting  back  on  our  expenditures,  that 
we  do  as  a  government  have  responsibilities  to  the  people  of  this 
nation  to  provide  safe  transportation  and  to  provide  transportation 
at  an  affordable  level. 

ADVANCED  AUTOMATION  SYSTEM 

With  that,  let  me  just  say  that  my  colleague,  Mr.  Coleman,  asked 
that  a  few  questions  be  asked.  He  had  to  run  off  to  another  meet- 
ing, and  he  is  concerned  that  since  the  last  time  that  the  General 
Accounting  Office  testified  before  this  subcommittee,  the  FAA  an- 
nounced a  restructuring  of  the  AAS,  which  is  now  estimated  to  cost 
more  than  $6.9  billion  to  complete,  about  $1  billion  more  than  pre- 
vious estimates. 
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As  you  know,  this  program  has  been  fraught  with  problems. 
Please  update  us  on  any  recent  work  that  your  office  has  conducted 
pertaining  to  AAS,  and  if  you  made  comment  on  any  of  the  state- 
ments I  made  earlier,  you  can  comment  on  those  also.  I  would  like 
to  hear  your  opinions. 

Mr.  Mead.  I  will  be  brief.  We  will  get  in  touch  directly  if  there 
are  any  Members  of  the  committee  that  want  some  details  on  AAS. 
They  have  restructured  it.  They  are  in  the  process  of  restructuring 
it. 

The  subcommittee  gave  them  $400  million,  somewhere  in  that 
neighborhood  last  year.  There  is  probably  some  portion  of  it  that 
you  would  be  interested  in  probing  with  FAA  whether  they  need 
all  that  money  in  the  year  for  which  it  was  appropriated.  It  seems 
to  us  that  there  are  some  aspects  of  AAS  where  they  could  not  pru- 
dently spend  all  the  money  this  year. 

HIGH-SPEED  RAIL 

And  just  a  point  on  the  rail  system.  You  know,  for  a  number  of 
years,  private  sector  interests  have  been  interested  in  trying  to  get 
a  high  speed  rail  venture  going.  They  have  tried  in  Orlando,  they 
have  tried  in  Texas,  and  they  have  done  market  analysis  that  even- 
tually it  would  be  competitive,  and  that  was  why  the  private  sector 
was  interested  in  it.  But  every  one  of  those  ventures,  eventually 
went  to  the  government,  the  States,  and  said,  could  we  have  some 
financing  or  some  special  financing,  and  that  is  why  high  speed  rail 
hasn't  gotten  off  the  ground  in  this  country.  The  rate  of  return,  the 
capital  investment  is  so  substantial  that  the  return  is  many  years 
down  the  road.  That  is  why  they  say  that  they  needed  some  sort 
of  governmental  jump  start,  if  you  will. 

ADVANCED  AUTOMATION  SYSTEM 

Mr.  FOGLIETTA.  Just  a  final  specific  question  on  that  program. 
Do  you  think  they  would  be  able  to  obligate  the  funds  that  are 
being  provided  this  year? 

Mr.  Mead.  Not  prudently.  The  question  was  in  respect  to  AAS? 

Mr.  FOGLIETTA.  Yes. 

Mr.  Mead.  Not  prudently.  Is  that  a  fair  response.  Bob?  My  col- 
league checks  to  keep  me  honest. 

Mr.  FOGLIETTA.  Thank  you  so  much.  Thank  you,  Mr.  Chairman. 

FAA  administrator's  TENURE 

Mr.  Wolf.  Thank  you,  Tom.  I  have  some  other  questions.  I  will 
go  through  them  and  make  just  one  comment.  I  think  with  regard 
to  the  FAA,  and  Mr.  Lightfoot  has  left,  I  think  we  kind  of  share 
some  concern.  Part  of  the  problem  at  the  FAA,  having  sat  here  for 
10  years,  is  they  have  changed  administrators  over  and  over  and 
there  has  been  a  long  period  of  time  when  no  one  at  the  top  was 
in  charge.  Does  that  ring  true? 

Ms.  SCHIAVO.  Yes,  it  has  been  a  problem. 

Mr.  Wolf.  Mr.  Mead? 

Mr.  Mead.  Oh,  yes.  It  certainly  is.  In  fact,  Mr.  Hinson,  he  is 
turning  out  to  be  a  long-term  administrator.  He  has  been  there  for 
a  couple  of  years. 
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Mr.  Wolf.  I  offered  an  amendment  last  year  which  was  adopted 
to  make  it  an  eight-year  term.  I  think  it  was  later  reduced  to  five. 
I  think  it  ought  to  be  long.  So  really  there  have  been  long  periods 
of  time,  and  I  think  I  can  say  this,  it  is  not  an  attack  of  this  admin- 
istration, but  there  has  not  been  an  individual  for  a  long  time  re- 
turning in  the  same  place.  So  I  think  if  you  were  to  exempt  the 
FAA— if  you  were  to  take  the  numbers  that  they  are  talking  about 
of  savings  and  exempt  the  FAA  from  personnel  practices,  take 
away  the  promotional  aspects  and  put  some  good  management  in 
and  exempt  with  regard  to  the  procurement,  I  think  you  could  do 
it  better  and  I  think  you  could  do  it  cheaper,  and  I  think  that 
would  be  in  the  public  interest. 

Now,  you  know,  I  may  be  wrong  and  I  would  like  to  have  both 
your  comments.  We  don't  have  to  get  into  it  now,  but  you  want  to. 

Ms.  SCHIAVO.  I  would  just  comment  briefly.  I  think  that  is  a  very 
good  suggestion  because  the  FAA  is  a  very  large  and  unwieldy  or- 
ganization, and  it  takes  a  long  time  just  to  learn  the  organization, 
just  to  know  it.  Being  in  a  business  where  your  job  is  to  suggest 
changes,  cuts,  and  criticize  the  way  things  operate,  if  an  adminis- 
trator is  to  make  any  major  changes  in  the  FAA,  which  are  needed, 
he  or  she,  I  think,  would  benefit  from  a  set  term.  Somebody  whose 
job  is  to  make  changes  has  a  tough  row  to  hoe,  and  a  term  would 
be  a  wise  idea  because  they  would  not  look  upon  the  administrator 
as  a  kidney  stone  that  will  soon  pass. 

They  will  look  upon  him  or  her  as  someone  who  is  going  to  be 
around  and  make  the  changes.  So,  they  might  as  well  start  making 
the  changes  rather  than  digging  their  heels  in,  resisting,  and  just 
waiting  for  them  to  pass  on,  so  they  can  do  the  same  job  on  the 
next  one,  and  I  think  that  would  help  in  solving  the  problem. 

Mr.  Wolf.  I  feel  so  strongly  about  that,  and  Ron,  it  has  been  a 
problem  in  Republican  administrations.  They  come  in  and  then 
they  go,  and  a  certain  culture  has  developed  over  there  and  some- 
day we  may  get  into  it,  but  the  whole  question  of  this  so-called 
mind  training,  cult  training  different  problems,  and  just,  golly,  so 
if  you  had  one  strong  man  or  woman  who  was  coming  in  for  eight 
years,  similar  to  a  term  like  the  FBI  Director  outside  of  the  politi- 
cal process,  outside  of  partisanship,  could  be  removed  by  the  Sec- 
retary for  a  cause  clearly,  but  I  think  that  would  do  more  and  ex- 
empt from  the  personnel  policies  and  exempt  from  the  procurement 
policies,  that  would  really  be  positive,  and  frankly  if  we  could  try 
it  here,  then  we  could  see  if  you  could  do  it  at  BLM  or  some  other 
agency.  The  other  thing  is,  and  I  think  Mr.  Packard  has — excuse 
me. 

Mr.  Packard.  May  I  just  ask  a  question  on  your  point? 

Mr.  Wolf.  Yes. 

WAIVER  OF  PROCUREMENT  AND  PERSONNEL  POLICIES 

Mr.  Packard.  How  difficult  would  it  be  to  exempt  personnel  and 
procurement  and  other  policies,  politically,  as  well  as  legally?  There 
are  lots  of  areas  where  if  we  could  change  the  policy,  we  could  save 
a  lot  of  money.  Davis-Bacon  is  a  good  illustration  of  that.  But  we 
can't  get  it  done.  Now,  how  difficult  is  it  to  change  or  to  put  a  mor- 
atorium on  some  of  these  policies  for  an  individual  agency? 
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Ms.  SCHIAVO.  I  would  think  you  would  find  a  significant  amount 
of  difficulties  on  changing  the  personnel  rules  because  Federal  em- 
ployees have  been  hired  under  certain  rules  and  guidelines  and 
have  vested  interests  in  a  lot  of  the  personnel  benefits  and  prac- 
tices, et  cetera.  You  could  go  a  long  way,  though,  in  changing  the 
management. 

Mr.  Packard.  Administratively  some  of  it  could  be  done? 

Ms.  SCHIAVO.  Administratively  some  of  it  could  be  done,  but  com- 
pletely taking  them  out  of  the  Federal  personnel  system,  you  know, 
I  would  have  to  look  at  that,  but  you  would  have  some  problems. 

Mr.  Wolf.  Well,  they  are  under  the  plan  being  circulated  by  the 
administration;  after  three  years,  I  believe,  they  go  in. 

Ms.  SCHIAVO.  But  that  is  because  the  whole  organization  is  going 
private. 

Mr.  Wolf.  I  understand,  but  I  think  they  are  really — I  don't 
know  who  has  thought  of  that  thing  carefully,  but  FEHBP  season 
is  worth — I  just  don't  understand  what  some  of  the  people  are 
thinking,  although  I  think  some  people  think  they  are  going  to  get 
a  pay  raise.  I  have  been  led  to  believe  that  people  think  they  are 
going  to  get  a  pay  raise,  and  frankly  the  purpose  of  people  who  are 
talking  about  being  put  in  to  do  this  is  to  reduce  the  cost. 

So  it  just  doesn't  work,  and  I  think  if  we  could  use  the  FAA,  and 
there  are  a  lot  of — let  me  tell  you,  there  are  a  lot  of  awfully  good 
people  work  working  at  the  FAA  and  frankly,  for  the  record,  let  me 
say  we  have  the  safest  aviation  system  in  the  world  and  we  are  the 
envy  of  the  world  and  I  don't  want  to  say  anything  that  infers  just 
the  opposite,  but  I  think  we  could  do  that,  Ron,  and  make  a  dif- 
ference. 

The  other  thing,  I  think  Mr.  Packard  made  a  good  point  on  some 
of  the  work  rules.  Here  in  the  Washington  metropolitan  area,  we 
have  a  compact  on  binding  arbitration  with  regard  to  labor  costs 
on  Metro.  Metro  is  the  third  highest  cost,  and  I  would  like  to  see 
us  wipe  out  the  binding  arbitration.  I  put  in  a  bill,  Virginia  has 
done  it,  now  Maryland  has  to  do  it  and  the  District  of  Columbia. 
We  could  do  some  things  like  that.  We  could  put  more  dollars  out 
building  transit  and  doing  things  like  that  and  keeping  the  cost 
down  for  the  riders. 

MORATORIUM  ON  TRAVEL 

Let  me  ask  you  a  couple  questions.  Should  there  be  a  morato- 
rium on  travel  at  the  Department,  moratorium  with  discretion  for 
the  Secretary?  Because  again,  this  is  painful.  We  are  at  a  different 
time  than  we  were  say  10  years  ago,  but  if  I  can — if  I,  thinking  as 
a  father  of  five  kids,  if  I  am  thinking  in  terms  of  does  a  man  or 
woman  lose  their  job  or  do  we  restrict  travel  at  the  Department  of 
Transportation  and  I  know  if  I  restrict  travel,  there  is  a  greater  op- 
portunity of  people  keeping  their  job.  To  me,  work  is  dignity  and 
a  man  or  woman  who  has  that  job  and  has  a  couple  kids  in  college, 
that  is  important. 

Should  we  have  a  moratorium  on  travel  except  giving  the  Sec- 
retary or  the  FAA  administrator  the  final  sign-off"  to  save  money? 

Ms.  SCHIAVO.  Well,  I  think  it  needs  to  be  a  management  decision, 
but  let  me  say,  in  my  own  organization,  it  is  just  sound  manage- 
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ment.  When  you  are  running  up  against  cost  reductions  and  you 
need  to  save  money,  in  our  organization,  we  have  cut  travel. 

That  is  one  way  to  save  jobs,  we  simply  stopped  as  much  travel 
as  possible.  Now,  it  sometimes  makes  things  a  little  more  difficult. 
You  do  a  lot  of  teleconferencing,  you  send  a  lot  of  letters,  you  cut 
travel  to  a  minimum,  but  you  get  other  fallout  savings  as  well. 

We  cut  down  our  training  and  conferences  and  it  is  just  sound 
management  that  when  you  have  to  cut  money,  travel  is  one  of  the 
things  you  can  without  cutting  into  people's  ability  to  put  food  on 
the  table. 

PCS  MOVES 

Mr.  Wolf.  Well,  I  will  ask  the  representative  of  the  Department. 
The  other  thing,  having  worked  in  government  for  a  number  of 
years,  there  is  too  much  moving  around  of  personnel,  and  I  see  that 
you  mention  that. 

You  have  a  son  and  a  daughter,  the  daughter  is  a  cheerleader, 
the  son  is  on  the  wrestling  team,  your  other  daughter  sings  in  a 
church  choir,  and  you  are  established  in  the  community.  The  Amer- 
ican family  is  under  more  pressure  today  than  at  any  other  time 
in  the  history  of  the  country.  My  dad  was  a  policeman  in  the  City 
of  Philadelphia  and  we  didn't  move  from  where  we  lived  in  south- 
west Philadelphia.  He  had  an  opportunity  to  buy  a  house  in  what 
they  call  the  Greater  Northeast.  We  lived  in  Tom's  area,  and  he 
didn't  take  it.  He  had  a  back  yard,  simply  because  I  was  in  high 
school.  I  wondered  if  we  could  stop  moving — at  Interior,  they  used 
to  move  BLM  people  around  left  and  right. 

Should  we  have  a  moratorium  on  moving  people  this  year? 

Ms.  SCHIAVO.  The  PCS  dollars  for  the  Department  and  we  could 
not  get  PCS  figures  from  all  of  the  agencies — for  example,  in  the 
FAA  it  is  $21  million,  so  that  is  $21  million  that  they  have  for 
1995. 

Mr.  Wolf.  This  year  we  could  save  $21  million. 

Ms.  SCHLWO.  Just  the  FAA. 

Mr.  Wolf.  Just  the  FAA? 

Ms.  SCHIAVO.  There  are  other  pots  that  are  bigger.  For  example, 
training  is  $124  million.  You  have  got  a  lot  of  training  dollars  out 
there. 

Mr.  Wolf.  Total,  what  you  are  you  talking  about? 

Ms.  SCHIAVO.  $124  million  in  training  costs.  That  is  just  for  FAA, 
highways,  and  FTA. 

Mr.  Wolf.  Do  you  believe  you  could  put  a  moratorium  on  moving 
people,  giving  the  Secretary  and  the  administrators  in  every  area 
the  ultimate  for  a  year  and  not  have  any  impact  on  safety? 

Ms.  SCHIAVO.  If  you  exempt  for  critical  needs.  There  are  some 
jobs  that  you  simply  must  fill  and  if  you  have  got  to  move  some- 
body there. 

Mr.  Wolf.  I  understand  that. 

Ms.  SCHIAVO.  I  would  certainly  put  in  an  exemption  for  critical 
need. 

Mr.  Mead.  Critical  need  would  be  air  traffic  controller.  They 
have  got  a  problem,  they  have  got  controllers  they  are  paying — 
they  are  overstaffed,  trying  to  move  them  out  to  staffing  at  another 
facility,  you  would  want  to  be  able  to  accommodate  that. 
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MARITIME  ACADEMY 


Mr.  Wolf.  That  makes  sense.  Maritime  Academy,  $150,000. 
What  does  it  cost  at  the  Naval  Academy,  and  I  understand  the 
Naval  Academy  works  for  the  government.  What  does  the  Naval 
Academy  cost? 

Ms.  SCHIAVO.  The  Naval  Academy  is  quite  costly.  Let  me  see  if 
we  have  the  figure  on  that. 

Mr.  Wolf.  You  can  just  furnish  it. 

Ms.  SCHIAVO.  We  do  not  have  the  figure  for  that.  It  is  quite  cost- 
ly- 
Mr.  Wolf.  Could  you  have  the  same  number  if  you  used  a  schol- 
arship approach?  You  said  there  are  a  number  of  State  schools.  If 
there  were  scholarships  whereby  they  could  go  to  the  State  school, 
could  you  do  it  and  get  as  many  people  for  less? 

Ms.  SCHIAVO.  Exactly.  You  could  cut  costs  tremendously  if  you 
sent  these  students  to  the  State  schools. 

Mr.  Wolf.  And  so  we  would  be  helping  the  State  schools.  I  was 
told  that  the  Coast  Guard  was  $200,000  and  the  Naval  Academy 
was  $230,000.  So  we  could  get  the  same  number  of  officers  sent  in 
to  State  schools,  would  help  the  State  school's  enrollment,  they 
would  still  have  the  same  end  result  at  a  reduced  rate.  Could  you 
take  a  look  at  that  and  see  what  the  scholarship  basis  would  be? 

Ms.  SCHIAVO.  Yes.  As  I  said  we  have  an  audit  coming  out.  It  is 
in  the  draft  stage  now. 

UNOBLIGATED  BALANCES 

Mr.  Wolf.  You  mentioned  an  unobligated  balance  at  $1.2  billion. 
Should  there  be  a  moratorium  in  the  Department  on — and  I  think 
that  would  be  for  the  Department  to  say,  but  I  will  ask  the  rep- 
resentative of  the  Department,  to  go  see  what  unobligated  balances 
there  are  and  perhaps  there  ought  to  be  a  freeze  for  at  least  a 
month  or  two  on  obligating  this,  particularly  since  we  have  had  the 
hearing  so  people  don't  run  out  today  and  say  I  know  they  had  that 
hearing. 

In  fact,  because  we  will  probably  ask  the  Department  anything 
that  was  let  from  12:00  o'clock  on  today.  I  mean,  having  worked  in 
the  government,  I  have  a  sense  that  that  could  be  done,  and  so 
maybe  we  would  ask  in  fairness — and  I  know  the  Secretary  cares 
as  deeply  as  anybody  up  here. 

Let  me  just  state,  this  is  not  a  partisan  issue,  but  can  we  get  a 
list  of  some  of  the  unobligated  balances  that  could  be  postponed? 
You  mentioned  the  lifeboats.  The  lifeboats  would  eventually  have 
to  be  done,  but  the  acquisitions?  What  could — again,  with  the  safe- 
ty aspect  and  the  personnel  aspect 

Ms.  SCHIAVO.  You  want  two  different  things.  You  want  the  unob- 
ligated balances  and  acquisitions  separately,  acquisitions  which 
have  not  yet  been  contracted. 

Mr.  Wolf.  That  is  right. 

Ms.  SCHIAVO.  Those  are  two  pots  where  you  have  got  funds  out 
there  readily  available  for  1995.  So  if  you  want  to  get  any  of  those 
funds  on  a  rescission,  then  a  moratorium  would  make  sense,  sub- 
ject of  course  to  exceptions  for  safety. 
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Mr.  Wolf.  Something  for  safety.  If  you  could  look  at,  both  of  you 
could  look  at  that,  and  then  I  will  ask  if  the  representative  from 
the  Department  would  also  look  at  that  too  from  a  safety  point  of 
view. 

AIRWAY  SCIENCE  PROGRAM 

In  the  past  you  have  testified  on  the  airway  science  program.  Do 
you  want  to  make  any  comment  about  that? 

Ms.  SCHIAVO.  No,  we  have  testified  and  our  audits  have  shown 
that  a  number  of  problems  in  that  and  we  don't  have  any  addi- 
tional things  to  say  at  this  time.  We  have  just  had  a  lot  of  problems 
and  our  audits  have  covered  it.  We  can  update  you.  We  could  pro- 
vide the  information  to  the  committee  of  the  progress  that  has  been 
made. 

Mr.  Wolf.  Okay. 

SMALL  BOAT  STATIONS 

Mr.  Wolf.  Mr.  Mead,  last  year  the  GAO  reviewed  the  Coast 
Guard's  process  for  determining  the  need  for  a  small  boat  station. 
You  testified  that  the  Coast  Guard's  process  is  reasonable.  Have 
you  looked  at  what  the  Coast  Guard  has  done  with  regard  to  the 
closing  of  small  boat  stations  and  air  stations?  Where  is  that  and 
I  guess  I  can  ask  that  to  the  Coast  Guard,  but  they  won't  be  up 
here  until  we  have  a  rescission  bill. 

Where  is  that  with  regard  to  closings? 

Mr.  Mead.  We  finished  our  work  before  they  announced  what 
they  were  closing.  In  other  words,  we  looked  at  criteria  they  had. 
They  had  defensible  criteria.  Before  it  was  not  very  defensible  and 
we  said  the  new  criteria  was  good.  But  of  course  since  they  hadn't 
announced  what  they  were  going  to  close,  we  were  not  able  to  say 
whether  they  had  used  the  criteria  properly.  We  have  not  looked 
at  that,  but  we  will  be  glad  to  speak  to  the  Coast  Guard  and  get 
back  to  you,  sir. 

Mr.  Wolf.  For  instance,  the  thought  was  mentioned  on  the  train- 
ing facility,  one  on  the  West  Coast,  two  on  the  East  Coast.  Have 
you  spoken  to  the  Coast  Guard  about  that? 

Mr.  Mead.  No. 

INTELLIGENT  VEHICLE  HIGHWAY  SYSTEMS 

Mr.  Wolf.  Could  you,  or  maybe  the  Coast  Guard  could  just  come 
on  up  and  talk  to  me  about  it  and  we  could — IVHS.  We  put  $310 
million  on  IVHS.  It  is  growing  really  fast.  When  things  grow  really 
fast,  what  are  your  thoughts  about  rescissions?  What  are  your 
thoughts  about  the  IVHS  program? 

Mr.  Mead.  Well,  I  would  have  to  see  the  budget  numbers  for  the 
Department  on  IVHS,  where  they  are,  or  what  grants  they  have  to 
see  if  there  are  unobligated  grants.  But  if  there  are  and  they  are 
in  the  category  of  IVHS  applications  for  the  smart  highways,  I  am 
not  sure  that  I  would  see  the  urgency  of  expenditures  for  that  in 
this  budget  environment,  and  that  is  certainly  one  of  the  objectives 
of  rVHS.  I  mean,  there  are  no  smart  highways.  These  are  where 
the  cars  would  move.  You  don't  have  to  steer. 

Mr.  Wolf.  What  is  the  funding  for  that? 
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Mr.  Mead.  I  don't  know. 

Mr.  Wolf.  That  is  where  you  just  get  in  and  just  go? 

Mr.  Mead.  But  we  will  get  that — ^we  will  check  the  budget  num- 
bers out  with  the  Department,  if  they  don't  offer  them  this  after- 
noon. 

RESEARCH  FUNDS 

Mr.  Wolf.  Mrs.  Schiavo,  do  you  have  any  comments  on  that? 

Ms.  SCHLVVO.  Again,  that  [R&D]  is  one  of  the  areas  where  there 
are  still  unobligated  balances  or  any  funds  that  have  not  been  con- 
tracted out.  That  is  one  of  the  areas  we  recommended  that  if  you 
have  to  come  up  with  money,  that  is  one  of  the  least  painful  ways 
to  do  it.  I  think  that  would  be  one  area  I  would  look  at. 

Mr.  Wolf.  We  will  ask  the  Department  or  by  saying  this,  we  will 
ask  them  the  same  thing. 

Mr.  Mead.  Another  area,  while  you  are  on  that,  is  to  check  out — 
to  make  some  inquiries  on  the  research  grants  this  year.  I  noticed 
there  was  a  real  spike  in  fiscal  1993  awards  to  $100  million,  and 
that  is  a  lot  of  money,  and  I  don't  know  what  the  current  figures 
are,  but  there  is  a  lot  of  money  going  out  there  to  universities. 

FAA  PAY  DEMONSTRATION  PROGRAM 

Mr.  Wolf.  We  should  check  that  and  we  will  ask  them. 

The  pay  demonstration  project  costing  $17.7  million,  any 
thoughts  about  that?  I  know  the  Department  was  opposed  to  that 
last  year.  Do  you  have  any  thoughts? 

Mr.  Mead.  I  thought  it  was  gone,  but  it  survived,  I  guess. 

Mr.  Wolf.  That  goes  where?  Illinois?  What  areas  does  that — ^the 
pay  demonstration? 

Mr.  Mead.  The  Pay  Demo  project.  New  York,  Chicago,  the  high 
cost  areas. 

Mr.  Wolf.  New  York  and  Chicago. 

Mr.  Mead.  I  thought  the  committee  was  going  to  take  action  last 
year  to. 

Mr.  Wolf.  We  did,  and  I  think  it  was  put  back  in  over  on — 
maybe  by  somebody  else.  I  am  trjdng  to  go  fast  because  what  we 
are  going  to  do  at  1:30  is  break  for  just  a — is  that  okay  with  you, 
just  break  for  a  half  an  hour?  There  is  another — a  full  committee 
meeting  briefly.  I  will  go  over  there  and  come  back  and  maybe  peo- 
ple can  grab  a  bite  to  eat  or  do  whatever  they  are  going  to  do,  and 
we  will  start  up  again  at  2:00  and  we  will  try  not  to  keep  you  past 
that. 

Do  you  mind? 

Ms.  SCHL^vo.  No. 

SMALL  BOAT  STATIONS 

Mr.  Wolf.  The  Airway  Science  Program  to  universities,  we  could 
ask  you  that  for  the  record.  This  is  again  the  Coast  Guard,  but  last 
year's  budget  request  assumed  the  closure  of  14  low  work  load,  low 
public  service  small  boat  stations.  The  Coast  Guard  believed  that 
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at  least  this  many  stations  could  be  closed  with  little  or  no  impact 
on  delivery  of  services  to  the  boating  public. 

However,  these  reductions  were  not  passed  by  Congress  and  I 
don't  believe  they  were  actually  submitted  by  the  administration. 
Do  you  all  have  any  feelings  about  that  or  should  we  wait  and  ask 
the 

Ms.  SCHIAVO.  You  should  ask  the  Coast  Guard,  but  for  some  of 
those  stations,  they  were  directed  to  keep  them  open,  some  of  the 
search  and  rescue  stations  and  some  of  their  operations;  they  did 
not  really  get  the  choice.  They  were  told  they  will  keep  them  open 
by  language. 

Mr.  Mead.  And  our  work  has  shown,  Mr.  Chairman,  that  the 
Coast  Guard  has  worked  very  hard  to  develop  a  sound  basis  for 
foreclosing  these  places,  and  actually  they  have  spent  money  to  cre- 
ate a  defensible  case  for  closing  them. 

Mr.  Wolf.  Well,  I  know  that  is  always  difficult  for  a  district,  but 
I  think  in  fairness  to  the  Coast  Guard,  if  they  are  stretched  and 
we  are  asking  them  to  do  more  with  less,  I  don't  know  that  the 
Congress  ought  to  get  into  micromanaging  the  Coast  Guard  as  to 
what  station. 

It  seems  to  me  that  they  understand  if  you  can  get  from  Cape 
May  to  Avalon  or  from  Ocean  City  to  Stone  Harbor,  and  I  guess 
that  is  really  their — I  think  we  ought  to  give  them  a  little  bit  more 
flexibility. 

COAST  GUARD  R&D  CENTER 

The  study  team  last  year  was  expected  to  review  the  need  for  the 
Coast  Guard  to  maintain  its  own  research  and  development  center. 
The  center  is  located  up  in  Connecticut,  and  much  of  the  Coast 
Guard's  R&D  budget  is  used  for  taking  care  of  this  center. 

Do  you  have  any  thoughts  about  the  Coast  Guard  R&D  center  up 
in  Connecticut? 

Ms.  SCHIAVO.  Yes,  their  R&D  functions  is  one  of  the  areas  we 
suggested.  If  you  have  got  to  save  money,  one  way  to  do  it  might 
be  to  put  that  in  defense  and  Coast  Guard  can  contract  with  de- 
fense's R&D. 

Mr.  Wolf.  Could  they  do  it  compatibly  with  the  Navy?  How 
would  you  do  that?  What  would  you  recommend? 

Ms.  SCHIAVO.  That  would  be  a  logical  source  within  the  Defense 
Department  is  that  they  would  contract  to  use  their  services.  We 
do  not  have  an  audit  on  that  specific  recommendation. 

COAST  GUARD  INVENTORY  MANAGEMENT 

Mr.  Wolf.  Mr.  Mead? 

Mr.  Mead.  No.  I  would — we  have  a  report  coming  out  very  short- 
ly that  you  should  be  aware  of  on  Coast  Guard  inventory  manage- 
ment. Clearly  opportunities  for  short-term  savings  are  there.  They 
have  got  a  long-term  inventory  management  program  that  is  going 
to  cost  some  money,  but  we  think  that  there  are  some  things  that 
they  can  do  in  the  short  term  to  make  sure  they  don't  have  excess 
inventory. 
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OIL  SPILL  RESPONSE  TEAMS 


Mr.  Wolf.  The  Coast  Guard  has  three  oil  spill  strike  teams 
around  the  country  which  were  established  because  of  the  Exxon 
Valdez.  According  to  the  Coast  Guard  data,  less  than  one-quarter 
of  the  man-hours  of  these  strike  teams  really  is  spent  in  respond- 
ing to  emergencies. 

By  contrast,  over  40  percent  of  the  time  it  is  classified  as  over- 
head and  another  16  percent  for  training.  Do  you  have  any  thought 
about  justifying  the  continuation  of  so  many  standing  groups  or 
what  are  your  thoughts  about  that 

Ms.  SCHIAVO.  Well 

Mr.  Wolf  [continuing].  Since  so  little  time  is  actually  spent 
doing  what  the  purpose  of  it  is? 

Ms.  SCHIAVO.  And  again,  the  Coast  Guard  kind  of  gets  put  be- 
tween a  rock  and  a  hard  place  because  they  are  directed  to  have 
these  teams. 

Mr.  Wolf.  I  understand. 

Ms.  SCHIAVO.  And  also,  yes,  it  is  easy  to  say  there  are  other  peo- 
ple that  can  perform  these  functions  and  obviously  now  the  compa- 
nies who  have  pipelines  and  tankers,  et  cetera,  also  have  oil  re- 
sponse capabilities  and  they  must  have  oil  spill  response  capabili- 
ties, and,  you  know,  that  is  probably  one  area  that  can  be  cut  back, 
but  we  will  have  to  change  the  language  to  give  the  Coast  Guard 
the  flexibility  to  cut  back  on  those  programs  and  do  what  it  thinks 
it  can  do  to  stay  ready,  but  also  not  spend  those  monies  on  those 
response  teams. 

I  think  we  should  leave  that  up  to  the  Coast  Guard  and  not  di- 
rect them  to  have  those  teams  if  they  can — if  their  management 
thinks  they  can  get  by  without  them. 

Mr.  Wolf.  Were  they  directed  by  the  Merchant  Marine  and  Fish- 
eries Committee? 

Ms.  SCHLVVO.  I  think  they  were  directed  by  a  committee.  I  am 
not  certain  by  whom,  but  I  think  they  were  directed  to  have  those. 
It  might  be  in  the  act. 
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[Additional  information  follows:] 

They  were  directed  by  the  statute  to  establish  a  national  response  and  coordina- 
tion center.  The  Coast  Guard  established  three  regional  response  teams  to  fulfill 
their  obligations  under  the  Act. 

Mr.  Wolf.  That  would  be  the  Merchant  Marine  and  Fisheries. 

Mr.  Mead.  There  might  be  an  opportunity  for  Appropriations  to 
talk  to  the  new  authorizing  committee,  because  what  happens  to 
the  Coast  Guard  is  they  get  between  a  rock  and  a  hard  place.  If 
there  is  an  oil  spill  and  a  strike  team  doesn't  show  up  right  quick, 
we  will  have  congressional  hearings  and  wonder  why  we  weren't 
appropriately  prepared,  but  the  funding  source  for  these  oil  spill 
strike  teams  might  be  an  area  worth  probing,  an  oil  spill  trust 
fund. 

Ms.  SCHIAVO.  They  are  reimbursed  for  certain  activities  by  the 
trust  fund. 

Mr.  Wolf.  The  trust  fund  is  at  the  top  now,  isn't  it,  it  has 
reached  $1  billion? 

Ms.  SCHIAVO.  I  believe  that  is  right. 

[Additional  information  follows:] 

It  was  at  the  end  of  fiscal  year  1994.  The  authority  expired  on  December  31,  1994, 
and  the  current  rate  of  the  expenditure,  the  Coast  Guard  estimates  the  funds  will 
last  five  to  six  years. 

COAST  GUARD  RESERVES 

Mr.  Wolf.  What  about  the  Coast  Guard  reserves?  It  has  been 
cut  back  over  the  last  several  years.  Would  it  make  sense  to  beef 
up  the  Coast  Guard  reserves  if  you  are  reducing  some  of  the  other 
things?  In  Europe,  when  I  flew  into  Sarajevo,  we  flew  in  on  a  Na- 
tional Guard  plane.  A  lot  of  the  flying  around  Europe,  the  airlift 
was  being  done  by  the  National  Guard  and  air  reserves. 

Does  it  make  sense  to  maybe  allow  the  reserve  forces  to  play  a 
greater  role? 

Ms.  SCHIAVO.  Well,  it  would  except  rather  than  have  me  com- 
ment on  that,  I  would  suggest  you  ask  the  Coast  Guard  to  have 
them  tell  you  how  effective  the  reserves  really  are.  Not  a  lot  of 
funding  goes  for  that  program  and  I  am  wondering  what  would  be 
needed  to  make  sure  those  people  are  up  to  speed  to  provide  some 
of  the  day-to-day  functions.  I  honestly  do  not  know. 

Mr.  Mead.  I  think  we  were  going  to  commission  some  work  this 
year  to  look  at  the  reserves,  and  what  they  are  trained  for.  I  under- 
stand that  that  may  be  an  issue,  whether  they  are  trained  to  do 
military  type  things,  or  whether  they  are  trained  to  do  the  search 
and  rescue  type  things  and  whether  there  are  opportunities  for 
augmenting  the  regular  force  with  the  reserve  time. 

Mr.  Wolf.  But  Desert  Shield,  Desert  Storm  could  not  have  been 
done  without  the  reserves? 

Ms.  SCHIAVO.  That  is  right. 

Mr.  Wolf.  And  maybe  they  ought  to  be  looking  at  what  the  re- 
serves do  and  changing  that. 

FHWA  FIELD  OFFICES/FTA  REGIONS 

Mr.  Wolf.  You  mentioned  about  the  field  offices.  There  are  50 
offices,  one  in  each  State  for  the  Federal  Highway  Administration. 
There  are  nine  or  ten  regional  offices,  and  then  there  are  nine  or 
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ten  FTA  regional  offices.  Would  it  not — would  it  make  sense  to — 
is  it  better  to  keep  the  50  and  do  away  with  the  regional  offices? 
Is  it  better  to  merge  the  FTA  regional  offices  with  the  Federal 
Highway  Administration  regional  offices  and  eliminate  some  of  the 
State  offices  or  what — ^both  for  a  savings,  but  also  for  what  is  im- 
portant to  the  good  of  the  country.  What  would  be  the  best  way  to 
save  money  and  make  that  much  more  productive? 

Mr.  Mead.  Two  quick  observations.  One  is,  I  think  to  give  you 
a  good  answer  to  that  question,  we  would  want  to  know  what  the 
role  was  supposed  to  be  for  FHWA  and  FTA  under  this  reorganiza- 
tion and  consolidation  that  they  are  proposing. 

Secondly,  it  is  not  as  though  these  offices  are  just  sitting  there 
wasting  resources.  We  at  GAO  had  to  go  through  cutting  back  our 
regional  offices  last  year.  I  was  astonished  when  I  was  told  that 
there  were  50  different  offices  for  FHWA. 

Mr.  Packard.  Mr.  Chairman,  would  you  yield  on  that  point? 

Mr.  Wolf.  Yes,  I  will. 

Mr.  Packard.  Almost  all  of  the  monies,  the  Federal  highway 
monies,  are  in  a  Pass-Back  program  through  the  States  and  to  the 
States.  There  is  very  little  discretionary  money  involved,  retained 
by  FHWA.  As  a  follow-up,  what — why  aren't  they  able  to  cut  back 
on  personnel  because  there  has  been  a  reduction  in  their  functions 
to  a  large  extent  and  much  of  it  has  been  passed  through  and 
should  be  passed  through  to  the  States? 

Mr.  Mead.  I  believe  you  have  a  good  point,  Mr.  Packard.  These 
offices  crept  up  in  the  interstate  era  when  we  were  building  the 
interstate  and  we  have  basically  kept  the  same  organization. 

Mr.  Packard.  Other  than  safety,  they  really  have  lost  a  lot  of 
their  functions  I  would  assume  by  now. 

Mr.  Mead.  They  don't  do  as  many  approvals.  They  are  there  to 
liaison  with  their  counterparts  in  the  State. 

Mr.  Packard.  How  large  of  an  FTE  base  do  they  have? 

Mr.  Mead.  As  I  said  earlier,  we  don't  have  the  answer  to  your 
question. 

Mr.  Packard.  Maybe  they  will  know  later.  It  is  an  area  that  I 
would  like  to  pursue  further,  perhaps  maybe  later. 

Ms.  SCHIAVO.  Highways  has  less  than  8  percent  discretionary 
funds.  FTA  is,  approximately  38  percent,  somewhere  around  there. 
That  is  one  of  the  reasons  one  of  our  suggestions  was  to  combine 
those  staffs  and  cutback. 

international  funding  programs 

Mr.  Wolf.  You  all  have  been  very  good.  I  guess  the  last  question 
I  have  is  on  the  international  funding  program.  What  funds  do  you 
know  of  that  we  provide  in  DOT  for  foreign  governments  for  inter- 
national highways  or  groups  or  foundations?  Are  there  many  pro- 
grams that  we  provide  foreign  aid  to  foreign  associations  or  foreign 
governments? 

Ms.  SCHIAVO.  On  direct  foreign  aid,  no,  I  do  not  have  any  dollar 
amount,  if  any,  off  the  top  of  my  head.  My  remarks  went  to  foreign 
travel  of  government  employees,  various  trade  groups  going  places, 
aviation  promotion  groups  or  transportation  promotion  groups,  and 
we  have  people  traveling  all  over  to  see  different  kinds  of  systems, 
et  cetera,  and  we  have  provided  assistance  to  other  governments  in 
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the  form  of  advisory  assistance,  like  aviation  advisory  assistance  to 
Moscow,  for  example,  to  Russia,  assistance  to  various  countries  in 
the  way  of  advice  and  advisory  groups. 

Mr.  Wolf.  But  no  actual  funding? 

Ms.  SCHIAVO.  I  am  not  aware  of  it,  but  I  will  check  and  provide 
that  for  the  record  if  there  is  any. 

Mr.  Mead.  I  know  of  a  couple  instances  where  we  provide  free 
services,  the  inspection  of  foreign  airlines  and  foreign  cruise  ships. 

SHIP  INSPECTION  FEES 

Mr.  Wolf.  What  do  you  mean  cruise  ships? 

Mr.  Mead.  Well,  most  cruise  ships  that  come  aren't  on  the  U.S. 
flag  anyway,  and  I  believe  there  might  be  two  that  in  the  whole 
cruise  ship  fleet  that  are  U.S.  flag.  I  believe  that  we  inspect  those 
foreign  ships  for  safety  for  free. 

Mr.  Wolf.  We  inspect  the  foreign  ships  free?  Do  we  inspect 
American  ships  for  free?  I  mean  American  liner  or  American  tank- 
ers? 

Mr.  Packard.  The  two  flags  that  we  have,  what  kind  of  inspec- 
tion cost  do  they  bear? 

Mr.  Mead.  I  don't  know.  I  imagine  it  is  free  for  them  too. 

Mr.  Wolf.  But  is  there  much  cost  to  an  American  boat  owner 
versus  cost  to  foreign  boat  owner?  I  mean,  why  would  they  do  it 
free?  I  don't  understand  why  they  would  do  it  free. 

Mr.  Mead.  No.  If  you  were  looking  for  opportunities — ^you  were 
asking  a  question:  Is  there  foreign  funding? 

Mr.  Wolf.  This  would  be  a  user  fee. 

Mr.  Mead.  This  is  a  user  fee  type  issue  that  came  up  in  one  of 
our  jobs,  but  I  don't  know  of  any  cases  where  there  is  direct  inter- 
national funding  occurring  in  the  Department. 

Mr.  Wolf.  But  if  Great  Britain  inspects  an  American  ship,  which 
I  know  there  aren't — does  Great  Britain  charge? 

Mr.  Mead.  I  don't  know. 

Mr.  Wolf.  Do  other  nations  charge? 

Mr.  Mead.  I  don't  know. 

Mr.  Wolf.  That  is  interesting.  What  about  all  the  proliferation 
of  river  boat  gambling?  Do  the  Coast  Guard  inspect  the  river  boats, 
casino  gambling? 

Mr.  Mead.  It  would  be  best  for  you  to  ask  them  that  question. 

Mr.  Wolf.  Do  you  inspect  them? 

Admiral  JosiAH.  Yes,  sir,  we  do. 

Mr.  Wolf.  And  how  much  money  does  that  river  boat  pay  you 
for  an  inspection? 

Admiral  JosiAH.  For  the  last  several  years  we  have  been  gradu- 
ally implementing  a  series  of  user  fees  for  different  aspects  of  the 
inspection  of  all  kinds  of  vessels,  ranging  from  licensing  and  docu- 
mentation to  the  actual  inspection  of  vessels.  It  is  based  on  the  size 
and  usage  of  the  vessel. 

[Some  of  these  rules  are  not  yet  effective.] 

Mr.  Wolf.  So  they  are  paying  you  as  much  as  it  costs  you  to  in- 
spect their  ships. 

Admiral  Josiah.  I  couldn't  answer  that  directly,  sir,  but  there  is 
an  equation  that  is  intended  to. 
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Mr.  Wolf.  I  think  if  the  gambling  interests  want  to  have  their 
river  boats,  I  don't  want  them  in  Virginia,  but  if  they  do  have 
them,  they  ought  to  pay  for  them.  I  think  it  ought  to  be  adequate 
because  this  is  a  profit-making  business  and  I  think  they  ought  to 
be  pa3dng. 

Frankly,  I  will  look  at  that,  it  is  just  that  Mr.  Mead  has  raised 
this  issue.  But  I  think — what  they  do  in  Illinois  is  up  to  Illinois, 
but  if  you  are  inspecting  the  river  boat,  casino  gambling  river  boats 
on  the  Mississippi,  there  ought  to  be  an  adequate  fee  that  they  are 
paying. 

Admiral  JosiAH.  There  are,  sir,  and  there  are  instructions  com- 
ing from  Merchant  Marine  and  Fisheries  a  few  years  ago. 

Mr.  Wolf.  And  you  are  getting  the  full  cost  it  costs  you? 

Admiral  JOSIAH.  It  is  intended  to  approximate  our  cost,  yes,  sir. 

Mr.  Wolf.  Well,  it  is  1:30.  I  appreciate  both  of  you. 

Mr.  Packard.  Mr.  Chairman,  I  am  through  with  my  questions 
with  these  witnesses.  I  don't  know  whether  you  are  or  not. 

Mr.  Wolf.  I  am,  but  I  thought  if  we  could  just — if  you  don't 
mind,  if  we  could  ask  them  to  stay  when  the  Departmental  witness 
is  here.  What  we  will  try  to  do  with  regard  to  the  Department  is 
start  around  2:00  o'clock  and  maybe  go  an  hour;  then,  if  there  is 
something  more,  we  can  talk  to  you  on  the  phone  or  something. 

How  is  your  schedule? 

Ms.  SCHIAVO.  I  just  have  to  take  care  of  one  matter  for,  about 
45  minutes,  so  I  can  come  back,  but  I  do  have  to  take  care  of  an- 
other matter  right  now.  I  will  do  it  right  now. 

Mr.  Wolf.  Do  you  mind  coming  back  at,  say,  2:15? 

Ms.  SCHIAVO.  No. 

Mr.  Wolf.  How  is  your  schedule,  Mrs. — are  you  okay?  Maybe  we 
will  just  start  then  at  2:00  o'clock  and  see  how  far  we  go.  Thank 
you  very  much. 

AIR  TRAFFIC  CONTROL  CORPORATION 

Mr.  Wolf.  Mr.  Mead,  proposals  to  establish  either  a  federal  or 
private  corporation  for  air  traffic  control  will  be  debated  this  year 
in  the  Congress.  As  you  know,  ATC  privatization  accounts  for  over 
80  percent  of  the  personnel  savings  in  DOT's  restructuring  pro- 
posal. 

Mr.  Mead,  what  do  you  see  as  some  of  the  key  issues  that  the 
Congress  will  need  to  explore  before  approving  any  of  these  privat- 
ization proposals? 

[The  information  follows:] 

There  are  a  number  of  key  issues  that  GAO  believes  need  to  be  explored  before 
fundamentally  changing  the  air  traffic  control  (ATC)  system.  As  we  testified  in  May 
1994  before  the  Senate  Appropriation  Subcommittee  on  Transportation  and  Related 
Agencies,  the  financing  and  safety  oversight  of  the  air  traffic  control  system  would 
change  in  fiandamental  ways  if  an  ATC  corporation  is  created.  We  believe  these 
areas  warrant  careful  analysis  of  the  potential  implications.  Supporters  of  proposals 
to  corporatize  ATC  services  envision  a  self-sufficient  corporation  financed  entirely 
by  user  fees.  Self-sufficiency  depends  on  whether  assumptions  about  revenues — 
which  are  highly  sensitive  to  the  growth  in  passenger  ticket  taxes — and  expendi- 
tures are  realized.  If  the  projected  growth  in  ticket  taxes  do  not  materialize,  the  cor- 
poration would  face  a  variety  of  choices,  such  as  obtaining  short-term  financing,  re- 
ducing air  traffic  control  services,  increasing  user  fees,  and  seeking  congressional 
appropriations  to  make  up  for  shortfalls. 
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As  for  safety,  separating  ATC  operations  from  safety  oversight  represents  a  major 
change  in  how  aviation  safety  is  ensured.  One  key  issue  is  whether  the  division  of 
responsibility  between  the  corporation  and  the  new  FAA  creates  risks  that  could 
negatively  affect  the  margin  of  safety  for  which  our  system  is  so  highly  regarded. 
In  our  May  testimony,  we  identified  several  oversight  areas  that  would  deserve 
FAA's  attention.  These  include:  ( 1)  requiring  the  performance  of  safety-related  ac- 
tivities regardless  of  financial  conditions,  (2)  establishing  safety  standards  forjudg- 
ing compliance,  and  (3)  addressing  weaknesses  in  the  proposed  model  for  oversight. 
We  will  continue  to  examine  these  and  other  issues  as  they  relate  to  restructuring 
FAA's  ATC  functions. 

IMPACT  OF  PRIVATIZATION  ON  AVIATION  SAFETY 

Mr.  Wolf.  Some  people  believe  that  day-to-day  operation  of  the 
air  traffic  control  system  has  little  relationship  to  safety,  and  could 
therefore  be  privatized  without  affecting  aviation  safety.  As  you 
know,  Congressman  Oberstar  and  others  have  expressed  serious 
reservations  over  safety.  Mr.  Mead,  have  you  seen  any  detailed 
studies  from  the  Department  which  convince  you  that  the  impact 
of  privatization  on  aviation  safety  has  been  thoroughly  researched? 

[The  information  follows:] 

The  Administration's  May  1994  proposal  addressed  the  issue  and  alluded  to  re- 
views of  aviation  safety  issues  done  by  both  FAA  and  independent  safety  experts. 
As  far  as  we  know,  however,  FAA  has  not  produced  any  detailed  studies  relating 
to  the  impact  on  aviation  safety  of  spinning-off  ATC  operations  into  a  corporation. 
It  is  important  to  note  that  the  U.S.  aviation  system  is  widely  recognized  as  the 
safest  in  the  world.  Ensuring  system  safety  is  a  collaborative  process  involving  the 
private  sector,  governmental  entities,  and  their  employees.  If  a  corporation  is  cre- 
ated, all  parties  involved  would  have  an  important  interest  in  preserving  safety. 

PRIVATIZATION  BUDGETARY  SAVINGS 

Mr.  Wolf.  Mr.  Mead,  ATC  privatization  is  attractive  from  a 
downsizing  standpoint  since  it  offers  a  way  to  cut  over  40,000 
workers  from  the  Federal  payroll.  However,  since  this  Congress 
will  be  downsizing  the  Federal  Government  in  order  to  achieve 
budgetary  savings,  I  would  hope  the  proponents  of  privatization 
can  show  some  savings.  However,  I  haven't  seen  any  definitive 
analysis  proving  that  there  are  any  long-term  budgetary  savings 
from  privatization.  Certainly  this  is  an  issue  that  should  undergo 
a  comprehensive  and  documented  review. 

Have  you  seen  convincing  studies  of  this  issue  by  the  Depart- 
ment? 

[The  information  follows:] 

The  Senate  Appropriations  Committee  asked  the  Department  of  Transportation  to 
prepare  a  report  on  the  budgetary  implications  from  privatizing  the  ATC  system. 
We  understand  that  a  draft  report  has  been  prepared  but  has  yet  to  be  released. 
As  you  state,  this  is  an  issue  that  should  undergo  a  comprehensive  review.  Remov- 
ing workers  from  the  federal  payroll,  while  an  attractive  option,  may  entail  expenses 
relating  to  pension  and  post-retirement  benefits  that  would  need  to  be  considered 
in  calculating  potential  budgetary  savings.  The  Administration  has  updated  the  fi- 
nancial projections  from  its  May  proposal.  We  are  analyzing  the  financial  and  budg- 
etary impacts  of  the  Administration  latest  projections  and  those  from  Rep.  Kasich 
and  others. 

ACCESS  TO  PRIVATE  ATC  CORPORATION 

Mr.  Wolf.  Ms.  Schiavo,  over  the  years  your  office  has  provided 
a  valuable  service  through  your  oversight  and  review  of  aviation 
safety  and  acquisition  programs.  Does  the  administration's  Federal 
corporation  proposal  for  air  traffic  control  allow  the  Inspector  Gen- 
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eral  the  same  access  to  records  and  corporate  officials  as  you  have 
today?  How  would  this  access  differ  if  ATC  were  fully  privatized? 
[The  information  follows:] 

As  stated  in  the  IG  testimony  on  January  11,  1995,  without  detailed  knowledge 
of  administration's  proposal,  it  is  difficult  for  me  to  determine  whether  my  office  will 
have  the  same  access.  Nevertheless,  we  will  be  closely  monitoring  the  administra- 
tion's plans  to  ensure  adequate  management  controls  are  established  to  ensure  the 
corporation's  financial  integrity  and  system  safety. 

On  the  issue  of  full  privatization,  my  office  would — as  with  any  private  entity — 
have  no  direct  access  to  corporate  records  or  officials. 

Mr.  Wolf.  Mr.  Mead,  what  legal  access  would  the  GAO  have  to 
review  the  ATC  corporation  if  it  were  fully  privatized? 
[The  information  follows:] 

If  Congress  created  a  private  ATC  corporation,  the  GAO  would  not  have  access, 
under  existing  statutes,  to  review  the  corporation's  operations.  If  Congress  created 
a  government-owned  corporation  and  included  it  under  the  provisions  of  the  Govern- 
ment Corporation  Control  Act,  GAO  would  have  the  authority  to  audit  the  corpora- 
tion. 

AIRWAY  SCIENCE  PROGRAM 

Mr.  Wolf.  Ms.  Schiavo,  in  the  past  you  have  testified  that  the 
airway  science  program  should  be  discontinued.  Is  this  still  your 
position  today,  and  if  so,  would  you  reiterate  your  view? 

[The  information  follows:] 

We  continue  to  take  the  position  that  the  FAA  Sponsored  Higher  Education  Pro- 
gram is  not  needed.  As  stated  in  the  audit  report,  (Report  AV-FA-3-010,  May  19, 
1993),  when  abundant  employment  opportunities  existed  in  the  1980s,  FAA  did  not 
capitalize  on  the  airway  science  training  provided  by  institutions  of  higher  learning. 
Graduates  of  the  airway  science  programs  were  not  actively  recruited  or  hired  by 
FAA  because  their  knowledge,  skills,  and  abilities  were  not  compatible  with  FAA 
employment  needs. 

FAA  has  taken  action  to  address  our  concerns  about  the  FAA  Sponsored  Higher 
Education  Programs.  On  October  1,  1994,  FAA  initiated  a  3-year  process  to  transfer 
primary  responsibility  for  the  program  to  a  non-governmental  educational  organiza- 
tion. In  fiscal  year  1994,  FAA  administered  approximately  $30  million  in  grants 
awarded  in  previous  years.  While  FAA  did  not  request  additional  funding  for  the 
program  in  fiscal  year  1994,  Congress  directed  one  new  grant  for  $2.8  million  to 
complete  an  ongoing  university  project.  Funds  were  not  appropriated  for  this  pro- 
gram in  fiscal  year  1995  and  no  grants  have  been  awarded. 

[Clerk's  note. — ^Audit  report  AV-FA-3-010  is  retained  in  the 
Subcommittee's  files.] 

COAST  guard  small  BOAT  STATIONS 

Mr.  Wolf.  Mr.  Mead,  last  year  the  GAO  reviewed  the  Coast 
Guard's  process  for  determining  the  need  for  its  small  boat  sta- 
tions. You  found  that  the  Coast  Guard's  process  is  reasonable.  Can 
we  assume,  then,  that  if  the  Coast  Guard  proposes  to  close  certain 
boat  stations,  and  if  they  followed  this  process  in  arriving  at  that 
decision,  the  GAO  would  endorse  that  decision? 

[The  information  follows:] 

Yes,  GAO  would  endorse  the  Coast  Guard's  decision  to  close  certain  small  boat 
stations,  provided  that  the  Coast  Guard  followed  the  decisionmaking  process  out- 
lined in  its  Unit  Change  Guide  to  make  its  decision.  We  base  this  endorsement  on 
work  GAO  completed  in  1994  where  we  reviewed  tne  criteria  and  process  set  out 
in  the  Unit  Change  Guide.  In  its  fiscal  year  1995  budget  request,  the  Coast  Guard 
identified  the  potential  to  close  14  small  boat  stations.  However,  GAO  has  not  yet 
seen  the  listing  of  stations  that  were  recommended  for  closure  nor  reviewed  the  sup- 
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porting  documentation  to  ensure  that  the  Coast  Guard  did,  in  fact,  follow  its  proce- 
dures. 

Mr.  Wolf.  Do  you  think,  in  this  time  of  budget  constraint,  and 
with  the  American  people's  desire  for  a  smaller  government,  it  is 
reasonable  and  necessary  for  the  Coast  Guard  to  operate  so  many 
(180)  small  boat  stations? 

[The  information  follows:] 

No,  given  the  advancements  in  technology  which  have  improved  the  Coast 
Guard's  search  and  rescue  capabilities — including  faster,  more  seaworthy  small 
boats,  the  Coast  Guard  does  not  need  to  operate  so  many  small  boat  stations.  The 
Coast  Guard  itself,  in  its  fiscal  year  1995  budget  request,  identified  14  stations  for 
potential  closure  using  its  established  criteria  and  procedures.  However,  the  Con- 
gress determined  that  these  stations  should  not  be  closed  and  they  remain  open 
today.  Additional  station  closures  and  consolidations,  beyond  the  14  already  identi- 
fied, may  be  possible  in  the  future  as  the  Coast  Guard  brings  on-line  even  more  so- 
phisticated search  and  rescue  tools,  such  as  the  new  47-foot  boat. 

LOCAL  NOTICE  TO  MARINERS  AUDIT 

Mr.  Wolf.  Ms.  Schiavo,  in  December  1991,  you  issued  an  audit 
of  the  Coast  Guard's  "local  notice  to  mariners"  publication  and  rec- 
ommended changes  that  could  lead  to  annual  savings  of  $2.4  mil- 
lion. At  the  time  of  last  year's  hearing,  the  Coast  Guard  had  only 
agreed  to  changes  saving  $290,000. 

Have  they  now  agreed  to  the  other  $2.1  million  in  savings,  and 
if  not,  why  not? 

[The  information  follows:] 

The  Coast  Guard's  Office  of  Navigation  Safety  and  Waterway  Services  briefed  the 
Commandant  in  May  1994  on  the  results  of  a  study  of  the  entire  navigation  safety 
information  network,  including  the  local  notice  to  mariners  publication.  Based  on 
this  study,  the  Coast  Guard  agrees  that  substantial  additional  savings  can  be 
achieved.  "To  do  so,  the  Coast  Guard  intends  to  use  improved  technology  and  com- 
puter based  resources  to  make  navigation  safety  information  available  to  mariners 
at  a  significantly  reduced  cost  to  the  Coast  Guard.  The  Coast  Guard  could  not  pro- 
vide an  updated  amount  of  savings. 

INTERSTATE  COMMERCE  COMMISSION 

Mr.  Wolf.  Mr.  Mead,  what  are  the  implications  of  shutting  down 
the  Interstate  Commerce  Commission? 
[The  information  follows:] 

This  is  the  subject  of  work  that  is  currently  ongoing  for  your  Subcommittee.  We 
expect  to  testify  on  this  work  in  the  Spring  of  this  year.  As  you  can  imagine,  shut- 
ting down  ICC  can  get  into  some  very  complex  issues.  Not  only  do  the  people  in- 
volved have  to  be  considered  but  also  the  potential  impact  on  shippers,  transpor- 
tation carriers,  and  the  public  interest  as  well.  In  general,  the  Congress  will  need 
to  decide  just  how  much  economic  regulation  it  wants  to  continue  over  railroads, 
motor  carriers,  and  other  surface  transportation  modes  and  whether  remaining  reg- 
ulatory functions  can  better  be  handled  in  the  executive  branch  of  government  or 
by  an  independent  agency.  Although  reform  legislation  in  the  1970s  and  1980s 
worked  to  increase  the  competitiveness  of  surface  transportation,  there  continues  to 
be  confUcts  between  shipper's  and  the  public's  need  for  reasonably  priced  service 
and  carriers'  need  for  adequate  revenues  to  provide  efficient,  competitive  service.  It 
is  clear  that  there  will  continue  to  be  a  need  for  mechanisms  that  provide  for  fair 
and  equitable  decisions  on  these  issues. 

FEDERAL  TRANSIT  ADMINISTRATION  GRANTS 

Mr.  Wolf.  The  Federal  Transit  Administration  (FTA)  has  had  a 
serious  problem  for  years  in  effectively  overseeing  its  grants.  For 
many  years,  both  the  Inspector  General  and  the  GAO  have  re- 
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ported  it  as  a  high  risk  area  or  a  material  weakness  in  the  Depart- 
ment. What  progress  has  been  made  over  the  past  year  in  ensuring 
more  effective  FTA  grants  oversight,  and  what  improvements  still 
need  to  be  made?  Are  you  satisfied  with  the  progress  that  FTA  has 
made  during  the  past  year? 
[The  GAO  information  follows:] 
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We  believe  that  FTA  has  made  substantial  progress  in  addressing  its  grant  management 
weaknesses  by  making  a  concerted  effort  to  improve  its  oversight  procedures  and  processes  and, 
more  importantly,  change  the  attitudes  of  its  oversight  staff  and  grantees  towards  safeguarding 
federal  funds.   FTA  has  gone  from  relying  primarily  on  grantee  certifications  on  compliance  to 
implementing  various  initiatives  and  putting  systems  in  place  which,  over  time,  provide  a 
framework  that  will  allow  FTA  to  take  a  more  proactive  approach  to  its  grant  management, 
oversight,  and  enforcement  responsibilities. 

For  example,  FTA  developed  a  risk  assessment  program  to  identify  the  inherent  risk  of  each 
grantee  mismanaging  its  grant  program  and  is  using  it  to  develop  individual  oversight  strategies 
based  on  the  risk  assigned.   To  ensure  that  each  grantee  will  be  reviewed  at  least  once  every  3 
years,  FTA  has  increased  its  use  of  contractors  in  performing  triennial  reviews.   Contractors  and 
FTA  staff  that  are  performing  the  triennial  reviews  are  using  recently  updated  guidance  that, 
among  other  things,  provides  a  checklist  for  measuring  a  grantee's  compliance  with  all  federal 
regulations.    FTA  has  also  implemented  training  courses  for  FTA  staff  and  contractors  on  the 
procedures  for  carrying  out  the  required  reviews  and  for  federal  grantees  on  their  roles  and 
responsibilities  as  federal  grant  recipients. 

More  importantly,  FTA  has  recently  used  its  most  powerful  enforcement  tool-withholding  funds- 
to  sanction  grantees  found  to  be  mismanaging  their  programs.   While  FTA  has  always  had  this 
authority,  it  has  historically  been  reluctant  to  withhold  funds  or  take  other  enforcement  actions 
against  grantees.   This  was  due,  in  part,  because  enforcement  procedures  were  being  carried  out 
inconsistently  by  regional  staff.    However,  the  FTA  Administrator  signed  a  new  enforcement 
policy  in  October  1994  that  establishes  uniform  procedures  for  bringing  grantees  into  compliance 
with  federal  regulations  and  for  applying  sanctions  when  warranted,  thereby  reducing  the  risk  of 
mismanaged  or  wasted  federal  funds. 
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While  FTA  has  demonstrated  its  commitment  to  change  by  the  numerous  actions  it  has  taken, 
many  of  the  actions  have  only  recently  been  implemented.   As  such,  their  ultimate  effectiveness 
cannot  be  determined  at  this  time.   FTA  must  retain  its  momentum  in  implementing  these 
initiatives.     In  addition,  FTA  currently  has  no  mechanism  in  place  for  assessing  the  effectiveness 
of  these  changes  in  reducing  the  risk  of  grantees  mismanaging  and  wasting  federal  funds.    For 
example,  establishing  performance  measures  to  evaluate  the  impact  of  the  new  enforcement 
policy  could  help  FTA  determine  whether  the  procedures  and  time  frames  for  working  with 
grantees  to  affect  compliance  and  impose  sanctions  are  appropriate  and  are  being  applied 
consistently  across  all  FTA  regions. 
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Mr.  Wolf.  Mr.  Mead,  during  testimony  before  the  Senate  Com- 
mittee on  Governmental  Affairs  nearly  a  year  ago,  the  Comptroller 
General  acknowledged  that  significant  progress  had  been  made, 
but  noted  that  FTA's  commitment  to  correct  its  deficiencies  in  its 
grants  management  activities  had  lost  momentum.  Is  that  state- 
ment still  accurate  today,  or  has  the  FTA  again  renewed  its  vigor 
in  correcting  its  oversight  activities? 

[The  information  follows:] 

We  believe  the  FTA  is  continuing  to  demonstrate  its  commitment  to  change  by 
taking  numerous  actions  to  improve  its  grant  management  and  oversight.  However, 
since  many  of  the  actions  have  only  recently  been  implemented,  FTA  must  retain 
its  momentum  to  ensure  that  the  initiatives  are  fully  implemented  and  are  effective 
in  reducing  the  risk  of  grantees  mismanaging  and  wasting  federal  funds. 

Mr.  Wolf.  Based  upon  your  work  today,  do  you  have  an  estimate 
on  how  much  Federal  money  is  being  wasted  by  the  lack  of  defini- 
tive policy  and/or  poor  FTA  enforcement? 

[The  information  follows:] 

While  our  prior  work  provided  several  examples  of  mismanagement,  we  did  not 
develop  an  overall  estimate.  FTA  currently  administers  over  4,400  active  grants  to- 
taling over  $38  billion.  Prior  weaknesses  in  FTA's  grant  management  and  oversight 
practices  placed  these  federal  funds  in  jeopardy.  However,  as  previously  mentioned, 
FTA  has  taken  numerous  actions  to  strengthen  its  grant  management  and  oversight 
activities.  These  initiatives,  taken  by  FTA  over  the  last  two  years,  should  reduce  the 
risk  of  grantees  mismanaging  and  wasting  these  federal  dollars. 

BUS  SERVICE  LIFE  REQUIREMENTS 

Mr.  Wolf.  Ms.  Schiavo,  last  year,  the  IG  testified  that  the  FTA 
should  increase  the  minimum  service  life  requirement  for  buses 
from  12  to  15  years.  Additionally,  Battelle  Memorial  Institute  con- 
cluded that  FTA  should  extend  the  minimum  bus  service  life  and 
consider  development  of  a  funding  policy  that  would  provide  an  in- 
centive to  transit  authorities  to  extend  the  useful  economic  life  of 
their  buses  beyond  the  minimum  requirements. 

Has  the  FTA  modified  their  policy  to  reflect  your  recommenda- 
tions? If  not,  why  is  the  FTA  resistant  to  changing  this  policy? 

[The  information  follows:] 

FTA  declined  to  increase  the  minimum  bus  service  life  for  standard  size  transit 
buses.  FTA  cited  four  reasons  for  their  decision  to  keep  the  12-year  minimum  bus 
service  Ufe.  First,  recent  clean  air  standards  are  likely  to  result  in  the  proliferation 
of  alternative  fuel  buses  which  do  not  have  sufficient  operating  data  to  firmly  estab- 
lish service  Ufe  expectations.  Second,  extending  bus  service  life  at  this  time  will 
delay  any  conversion  from  conventional  to  alternative  fuels.  Third,  extending  service 
life  requirements  could  also  impact  efforts  to  expand  the  availability  of  equipment 
which  fully  complies  with  the  requirements  established  by  the  Americans  with  Dis- 
abilities Act.  Last,  the  President's  fiscal  year  1995  budget  proposal  for  FTA  reduces 
funding  for  transit  operations  and  increases  funding  for  capitad  improvements.  Such 
funding  change  negatively  impacts  grantees'  ability  to  maintain  older  equipment 
and  encourages  the  acquisition  of  new  equipment. 

Mr.  Wolf.  It  would  appear  that  since  the  Federal  Government 
is  paying  80  percent  of  the  costs  of  replacement  buses,  there  is  lit- 
tle incentive  for  a  transit  agency  to  keep  its  buses  operating  beyond 
the  minimum  service  requirements.  If  FTA  were  to  change  its  min- 
imum service  requirements,  couldn't  this  Committee  and  the  FTA 
stretch  a  limited  pot  of  money  further,  allowing  additional  commu- 
nities to  receive  Federal  funding  for  needed  bus  replacements  with- 
out increasing  the  total  amount  appropriated  for  bus  and  bus  facili- 
ties? 
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[The  information  follows:] 


Yes.  As  we  described  in  our  report;  on  National  Audit  of  Bus  Service  Life  (Report 
R4-UM- 1-170,  July  19,  1991),  increasing  the  minimum  bus  service  life  from  12  to 
15  years  would  result  in  a  savings  which  could  be  used  to  fund  the  transit  needs 
of  additional  communities. 

[Clerk's  note.— Audit  report  R4-UM-1-170  is  retained  in  Sub- 
committee's files.] 

Mr.  Wolf.  Have  the  Inspector  General  or  the  GAO  identified  the 
cost  savings  that  would  be  realized  if  the  FTA  were  to  change  from 
12  to  15  years  the  minimum  service  life  requirements  for  buses? 

[The  information  from  GAO  follows:] 

GAO  has  not  conducted  any  recent  studies  on  specific  transit  capital  issues,  in- 
cluding buses. 

[The  information  from  the  IG  follows:] 

Yes.  In  our  report  on  National  Audit  of  Bus  Service  Life  (Report  R4-UM- 1-170, 
July  19,  1991),  we  estimated  costs  savings  of  $198.5  million  if  FTA  increased  the 
minimum  service  life  of  standard  size  buses  from  12  to  15  years  within  1.72  years 
of  such  policy  change.  Similar  recurring  life-cycle  savings  would  continue  thereafter 
at  15-year  intervals. 

BUS  SPARE  RATIO 

JVIr.  Wolf.  Ms.  Schiavo,  I  believe  that  additional  audits  of  the 
FTA  grants  portfolio  discovered  that  grantee  bus  acquisition  ex- 
ceeded FTA's  guidelines  to  maintain  a  20  percent  bus  spare  ratio. 
How  extensive  is  this  problem  and  what  cost  savings  could  be  real- 
ized if  grantees  were  not  permitted  to  exceed  the  20  percent 
thresholds? 

[The  information  follows:] 

In  our  report  on  Peak  Vehicle  Requirements  (Report  R4-UM- 1-092,  January  22, 
1991),  we  found  at  31  of  the  51  transit  systems  audited,  a  total  of  $92  million  of 
Federal  funds  had  been  used  uneconomically  for  new  bus  acquisitions  although  the 
transit  systems  were  operating  with  spare  ratios  of  more  than  20  percent.  However, 
subsequent  analysis  of  data  contained  in  the  FTA  annual  Section  15  transit  system 
data  statistics  report  has  shown  a  decline  in  the  number  of  transit  properties  oper- 
ating at  more  than  a  20  percent  bus  spare  ratio.  Although  such  Section  15  data  is 
not  always  accurate,  this  could  indicate  an  improvement  in  the  number  of  transit 
systems  adhering  to  the  20  percent  bus  spare  ratio.  Section  15  spare  ratio  data  is 
not  reliable  because  FTA  has  not  provided  clear  definitions  of  buses  in  revenue  serv- 
ice to  be  included  in  the  peak  vehicle  service  requirement  count.  Buses  in  revenue 
service  is  a  key  element  in  computing  an  accurate  bus  spare  ratio. 

[Clerk's  note. — The  audit  report  R4-UM-1-092  is  retained  in 
the  Subcommittee's  files.] 

FTA  COST  SAVINGS  RECOMMENDATIONS 

Mr.  Wolf.  What  additional  recommendations  have  either  the 
GAO  or  the  Inspector  General  identified  that  may  have  cost  sav- 
ings potential  but  have  yet  to  be  put  in  place  by  the  FTA? 

[The  information  from  the  GAO  follows:] 

Since  FTA  is  addressing  the  series  of  recommendations  we  made  to  improve  grant 
oversight,  there  are  no  other  recommendations  that  have  cost  saving  potential.  How- 
ever, the  DOT  Inspector  General  has  done  other  work  in  this  area  which  could 
present  cost  savings. 

[The  information  from  the  IG  follows:] 

Major  capital  construction  projects,  including  new  start  transit  systems,  are  fre- 
quently heavily  financed  by  Federal  grants.  With  transit  agencies  t3rpically  receiving 
80  percent  or  more  of  associated  costs  from  the  Federal  Government,  they  have  little 
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incentive  to  contain  costs  and  manage  the  projects  effectively.  As  problems  occur, 
as  delays  become  a  reality,  and  as  scope  and  design  changes  become  frequent, 
project  costs  (including  the  Federal  share)  grow  rapidly.  In  fact,  the  larger  the  prob- 
lem and  associated  cost  growth,  the  greater  the  chance  that  the  Federal  Govern- 
ment will  be  called  upon  to  "bail  out"  the  project.  The  argument  is  frequently  made 
that  the  Federal  Government  has  such  a  large  stake  in  the  project  that  a  "bail  out" 
is  the  best  way  to  protect  the  Federal  investment  in  the  project. 

Having  recognized  this  potential  situation  and  having  experienced  FTA's  inability 
to  effectively  oversee  these  projects.  Congress  authorized  FTA  to  contract  with  ex- 
perts to  perform  oversight  assistance.  These  contractors  are  commonly  referred  to 
as  Project  Management  Oversight  (PMO)  consultants  or  contractors.  In  theory, 
PMOs  should  be  able  to  provide  significant  timely  feedback  to  FTA  so  as  to  provide 
FTA  the  opportunity  to  intercede  and  assist  the  transit  agency  in  avoiding  events 
that  result  in  cost  growth.  Unfortunately,  FTA  has  not  given  its  PMO  consultants 
sufficient  authorities  and  responsibilities  to  accomplish  the  problem  identification 
and  cost  growth  avoidance  objectives  of  the  PMO  program.  If  stringent  limitation 
are  not  established  regarding  the  Federal  participation  when  the  project  is  started, 
increased  depth  of  PMO  oversight  and  aggressive  involvement  of  FTA  is  needed. 

Another  avenue  with  potential  for  cost  savings  associated  with  federally  funded 
transit  agency  capital  construction  projects  is  the  incorporation  of  an  aggressive  and 
objective  value  engineering  program.  Value  engineering  is  a  review  process  specifi- 
cally aimed  at  simplifjdng  designs  and  reducing  design  and  construction  costs.  To 
maximize  the  effectiveness  of  a  value  engineering  program,  the  value  engineering 
review  is  typically  accomplished  by  appropriately  credentialed  teams  independent  of 
the  program.  On  major  highway  construction  projects,  value  engineering  has  re- 
sulted in  hundreds  of  millions  of  dollars  saved.  Incorporation  of  a  reqviirement  for 
an  objective  and  aggressive  value  engineering  program  in  all  federally  funded  tran- 
sit agency  capital  construction  projects  can  yield  significant  savings. 

Issue  relating  to  spare  bus  and  rail  car  ratios,  service  life  of  buses  and  rail  cars, 
and  the  areas  of  potential  savings  discussed  in  the  preceding  paragraphs,  relate  to 
aspects  of  FTA's  grant  management  program.  For  several  years,  GAO  and  the  Office 
of  Inspector  General  (OIG)  have  issued  numerous  reports  addressing  the  ineffective- 
ness of  FTA's  grant  management  program.  In  fact,  FTA's  grant  management  is  re- 
ported by  0MB  as  a  "high  risk"  program  and  has  been  reported  as  a  "material 
weakness"  by  the  Secretary  of  Transportation.  If  the  historical  experience  level  of 
value  added  by  FTA's  grant  management  is  acceptable,  the  Federal  taxpayers  would 
lose  little  by  eliminating  grant  management  responsibilities  of  FTA.  In  fact,  the  Sec- 
retary's current  departmental  restructuring  initiative  contemplates  significant  in- 
creases in  grantee  flexibility  coupled  with  less  Federal  intrusion.  Based  on  dem- 
onstrated reluctance  within  FTA  to  pursue  aggressive  grant  management,  a  signifi- 
cant reduction  in  grant  management  and  grant  managers  is  warranted. 

SPARE  RAIL  CARS 

Mr.  Wolf.  Ms.  Schiavo,  last  year  the  Inspector  General's  testi- 
mony revealed  ongoing  audits  of  rail  car  fleet  size  over  a  ten-year 
period  at  seven  transit  authorities  which  identified  992  more  cars 
than  required  to  be  in  service  during  the  peak  period,  or  an  aver- 
age spare  ratio  of  46  percent.  Your  testimony  concluded  that  at  an 
estimated  replacement  cost  of  $1.5  million  each,  this  investment  in 
spare  rail  cars  approaches  $1.5  billion  at  just  seven  transit  authori- 
ties. How  pervasive  is  this  problem  nationwide  and  why  does  it 
exist? 

[The  information  follows:] 

Nationwide,  there  has  been  significant  investment  in  spare  rail  cars.  According 
to  FTA  section  15  data  for  fiscal  year  1992,  20  of  the  largest  transit  authorities  had 
15,438  rail  cars.  Of  this  total  fleet,  3,070  were  reported  as  spares  because  they  were 
not  required  to  serve  during  peak  operating  periods.  While  oiu-  audits  focused  on 
heavy  rail,  mass  transit  rail  operations  also  include  light  and  commuter  rail  cars. 
Because  heavy,  commuter,  and  light  rail  cars  vary  in  operating  characteristics  and 
size  (typically  ranging  from  50  to  80  feet  in  length),  current  replacement  cost  for 
each  car  ranges  from  about  $1  miUion  to  $2  million.  Using  an  average  replacement 
cost  of  $1.5  million  each,  these  3,070  spare  rail  cars  have  a  replacement  value  of 
about  $4.6  biUion. 
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We  identified  two  principal  reasons  for  high  spare  ratios.  In  the  absence  of  FTA 
guidance  and  monitoring  to  advocate  best  practices  of  the  transit  industry,  we  con- 
cluded that  some  transit  authorities  elected  repair,  maintenance,  and  operating 
choices  that  require  high  spare  rail  car  ratios.  Further,  some  spare  rail  cars  were 
acquired  because  grant  justifications  used  overly  optimistic  ridership  forecasts. 

Mr.  Wolf.  What  observations  do  you  have  that  may  account  for 
FTA's  inability  to  identify  this  problem? 
[The  information  follows:] 

FTA's  rolling  stock  directives  state  that  guidance  on  rail  spare  ratio  is  not  feasible 
because  each  transit  authority  has  unique  operating  conditions.  Furthermore,  FTA 
has  consistently  maintained  the  position  it  can  only  issue  guidance  and  not  direc- 
tion. 

Mr.  Wolf.  What  recommendations  do  you  have  to  reduce  ex- 
penditures on  excessive  spare  rail  cars?  Have  these  recommenda- 
tions been  made  to  the  FTA  and,  if  so,  what  actions  has  the  FTA 
taken  to  correct  this  problem? 

[The  information  follows:] 

We  have  recommended  actions  to  improve  rail  car  reliability  in  order  to  work  to- 
ward the  benchmark  spare  ratio  level  of  20  percent  achieved  by  two  major  transit 
authorities.  In  addition  to  more  accurate  forecasts  we  advocated  additional  reliance 
on  option  quantities  with  the  manufacturer  in  lieu  of  high  initial  order  quantities 
to  reduce  the  risk  associated  with  an  overly  optimistic  ridership  forecasts. 

We  have  issued  four  final  and  two  draft;  reports  to  FTA.  Two  additional  transit 
authority  reports  are  in  process.  FTA  has  not  initiated  significant  corrective  action 
to  date.  FTA  maintains  that  the  uniqueness  of  each  rail  transit  authority  prevents 
rail  spare  ratio  limitations.  FTA  further  contends  procurement  of  excess  rail  cars 
result  from  difficulty  in  estimating  future  ridership,  long  contracting  lead  time,  and 
lower  unit  costs  with  large  order  quantities.  As  a  minimum  policy,  we  would  advo- 
cate that  the  Federal  share  in  the  cost  of  acquiring  rail  cars  ought  to  be  a  sliding 
scale  with  those  transit  authorities  requiring  the  highest  spare  ratios  receiving  the 
lowest  percentage  of  Federal  funds  and  conversely  those  with  the  lower  spares  ra- 
tios receiving  higher  percentages  of  Federal  funds. 

TRANSIT  OPERATING  ASSISTANCE 

Mr.  Wolf.  Has  either  the  GAO  or  the  Inspector  General's  Office 
performed  any  work  to  assess  the  economy,  efficiency  or  effective- 
ness of  operating  assistance  funds?  If  not,  is  any  planned  for  the 
coming  year? 

[The  information  from  GAO  follows:] 

We  testified  before  this  Subcommittee  in  April  1994  on  some  of  the  issues  sur- 
rounding reducing  the  operating  subsidy  for  transit.  We  are  currently  reviewing  a 
number  of  both  large  and  small  transit  authorities  to  determine  their  reliance  upon 
federal  operating  assistance  in  paying  for  such  activities  as  vehicle  maintenance  and 
operations.  We  are  also  inquiring  as  to  what  effect  a  reduction,  or  elimination,  of 
federal  operating  assistance  would  have  on  each. 

[The  information  from  the  IG  follows:] 

The  Office  of  the  Inspector  General  has  not  performed  any  work  in  this  area  and 
none  is  planned  for  this  year.  Our  audits  have  focused  on  major  capital  investments 
such  as  bus  or  rail  car  purchases  or  construction  of  rail  Unes. 

Mr.  Wolf.  Do  either  of  you  have  any  general  observations  or  an- 
ecdotal evidence  regarding  the  efficiency  of  Federal  operating  as- 
sistance? 

[The  information  from  the  GAO  follows:] 

For  fiscal  year  1995,  $710  million  in  federal  operating  assistance  was  apportioned 
to  the  states  and  local  transit  authorities  through  FTA's  formula  grant  program  as 
follows: 
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Dollars  in      .    „„„„„» 
millions       '"  """"* 


Areas  with  a  population  over  1  million  458        (64.5) 

Populated  areas  200K  and  1  million  128  (18) 

Populated  areas  between  50K  and  200K  124        (17.5) 

On  average,  federal  operating  assistance  accounts  for  about  5  percent  of  a  transit 
authority's  operating  budget.  This  ranges  from  large  transit  authorities  relying  on 
federal  operating  assistance  for  about  2  to  4  percent  of  their  operating  needs  to 
small  transit  operators  rel3dng  on  a  federal  operating  subsidy  to  fund  more  than  20 
percent  of  their  operations.  According  to  FTA  officials,  federal  operating  assistance 
is  generally  used  to  pay  for  salaries,  maintenance,  and  other  operating  expenses. 

[The  information  from  the  IG  follows:] 

Since  the  Office  of  the  Inspector  General  has  not  done  any  significant  amount  of 
work  in  this  area,  we  have  no  observations  to  report. 

TRANSIT  CAPITAL  PROJECTS 

Mr.  Wolf.  Has  either  the  GAO  or  the  Inspector  General's  Office 
identified  opportunities  to  reduce  capital  projects  such  as  mainte- 
nance facilities,  transit  stations,  rights-of-way? 

[The  information  from  GAO  follows:] 

We  are  currently  in  the  process  of  obtaining  information  from  FTA  on  fiscal  year 
1995  new  start  allocations.  PreUminary  data  shows  that  FTA  is  presently  funding 
51  new  start  projects  at  a  total  allocated  cost  of  over  $1.4  billion.  The  fiscal  year 
1995  allocation  for  these  new  start  programs  is  over  $600  million.  We  will  obtain 
information  on  the  impact  of  delaying,  or  canceling,  any  of  these  projects. 

[The  information  from  the  IG  follows:] 

Although  the  Office  of  the  Inspector  General  has  evaluated  some  aspects  of  FTA 
capital  projects,  we  have  not  reviewed  or  evaluated  capital  projects  from  the  per- 
spective of  requirements  or  opportunities  to  reduce  or  eliminate  such  projects. 

INTELLIGENT  VEHICLE  HIGHWAY  SYSTEMS 

Mr.  Wolf.  As  you  know,  the  Department's  IVHS  program  has 
grown  significantly  in  recent  years.  Beginning  in  1991,  Federal 
funding  for  IVHS  research  and  technology  was  about  $4  million  in 
fiscal  year  1990  and  $25  million  in  fiscal  year  1991.  This  year  DOT 
plans  to  spend  about  $310  million  on  IVHS  activities.  I  am  con- 
cerned that  this  program  has  grown  faster  than  the  Department's 
ability  to  manage  it  properly  and  efficiently. 

Is  either  the  Inspector  General  or  the  GAO  conducting  any  au- 
dits on  the  Department's  advanced  technology  programs? 

[The  information  from  GAO  follows:] 

Since  we  delivered  testimony  last  June,  GAO  has  not  had  an  ongoing  audit  of  the 
IVHS  program. 

[The  information  from  the  IG  follows:] 

The  Office  of  the  Inspector  General  currently  has  two  audits  of  the  Department's 
IVHS  activities.  The  objectives  of  these  audits  are  to:  (1)  evaluate  the  controls  over 
and  the  use  of  IVHS  funds,  and  (2)  evaluate  the  adequacy  of  systems  over  the  selec- 
tion, implementation,  oversight,  and  evaluation  of  projects  for  the  IVHS  Program. 
A  final  report  on  the  funds  management  area  should  be  issued  in  May  1995.  A  final 
report  on  project  management  is  expected  to  be  issued  in  March  1995. 

Mr.  Wolf.  If  so,  what  difficulties  or  shortcomings  have  you  been 
able  to  identify?  In  your  professional  judgment,  has  the  advanced 
technology  program  grown  too  quickly  for  the  Department  to  man- 
age the  Federal  investment  properly  and  effectively? 

[The  information  from  the  GAO  follows:] 
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Our  testimony  last  June  before  House  Subcommittee  on  Investigations  and  Over- 
sight, Committee  on  Public  Works  and  Transportation,  noted  that  the  tremendous 
growth  in  the  program's  funding  as  well  as  the  number  and  complexity  of  projects 
posed  significant  questions  for  overall  program  management.  In  this  regard,  we 
noted  that  the  new  Joint  IVHS  Program  Office  (JPO)  provided  a  much-needed 
central  focus  point  for  program  management.  Furthermore,  we  noted  that  DOT 
might  be  emphasizing  diverse  research,  development,  and  operational  testing  before 
a  mechanism  has  been  established  to  disseminate  the  results  of  these  efforts.  This 
is  an  important  point  because  the  decisions  of  numerous  state  and  local  govern- 
ments, as  well  as  private  firms — not  the  IVHS  program — will  be  the  driving  force 
behind  actual  deployment  of  IVHS  technologies.  These  entities  will  need  the  infor- 
mation on  the  results  of  IVHS  projects  to  make  appropriate  decisions  as  to  how 
IVHS  can  help  meet  their  transportation  objectives.  Lack  of  an  effective  mechanism 
for  information  dissemination  creates  the  risk  that  potentially  effective  technologies 
will  end  up  sitting  on  the  shelf. 

[The  information  from  the  IG  follows:] 

Both  the  Office  of  the  Inspector  General  reviews  found  the  lack  of  centralized 
oversight  and  control  of  IVHS  funds  and  IVHS  project  management.  We  found  no 
single  financial  management  system  to  manage  and  account  for  IVHS  fiinds,  and 
the  multiple  financial  systems  currently  used  are  not  compatible  or  reconciled.  Also, 
the  budget  controls  are  not  established  at  the  project  level  and  do  not  reflect  full 
life  cycle  costs.  In  the  project  management  area  we  found  that  IVHS  program  man- 
agement and  oversight  controls  need  improvement  to  ensure  effective  project  selec- 
tion, effective  monitoring  of  project  costs  and  schedules,  and  the  timely  preparation 
of  evaluation  plans. 

Strong  departmental  oversight  of  this  rapidly  growing  program  is  needed  to  effec- 
tively manage  this  large  intermodal  program.  Historically,  DOT  has  operated  with 
each  Operating  Administration  responsible  for  their  own  transportation  area  such 
as  highways  and  aviation.  Because  of  this  diffused  management  style,  little  inter- 
modal activity  occurred.  In  February  1994,  the  Department  established  the  DOT 
IVHS  Management  Council  and  the  Joint  IVHS  Program  Office.  While  the  estab- 
lishment of  the  Joint  IVHS  Program  Office  provides  the  organizational  structure  for 
providing  the  required  oversight,  it  currently  does  not  have  centralized  financial  and 
management  oversight  systems  in  place  to  effectively  manage  the  IVHS  Program. 

Based  on  preliminary  discussions  of  the  OIG's  findings,  the  Joint  IVHS  Program 
Office  is  proposing  measures  to  accomplish  the  needed  centralized  oversight  sys- 
tems. This  issue  should  also  be  addressed  in  Secretary  Peha's  task  forces  on 
reinventing  DOT. 

INTERSTATE  COMMERCE  COMMISSION 

Mr.  Coleman.  Mr.  Mead,  this  spring,  the  Department  of  Trans- 
portation is  scheduled  to  make  recommendations  to  Congress  re- 
garding the  reorganization  of  the  Interstate  Commerce  Commis- 
sion. Last  year,  the  GAO  reviewed  the  ICC  rail  functions  and  con- 
cluded that  there  would  be  few  budgetary  savings  achieved  by 
transferring  these  functions  to  the  DOT. 

Your  statement  today  suggests  a  number  of  options  to  reorganize 
or  transfer  the  present  functions  of  the  ICC  to  various  Federal 
agencies,  including  the  DOT,  but  makes  no  recommendations. 

What  additional  guidance  can  you  provide  us?  What  would  be  the 
likely  budgetary  savings  of  transferring  the  ICC's  functions  to  the 
DOT? 

[The  information  follows:] 

As  mentioned  earlier,  this  is  the  subject  of  work  we  have  ongoing  for  this  Sub- 
committee and  we  expect  to  present  the  results  of  our  work  this  Spring.  As  with 
the  reorganization  and  transfer  of  functions  in  any  agency,  there  will  be  costs  in- 
volved and  potential  savings.  As  we  testified  last  year,  over  the  short-run  there  may 
be  few  savings  associated  with  transferring  ICC's  ftinctions  to  the  DOT  or  other  fed- 
eral agencies  such  as  the  Department  of  Justice  (DO J).  DOT  officials  told  us  that 
they  would  need  additional  staff"  and  expertise  to  assume  ICC  economic  regulatory 
functions.  Although  DOJ  officials  believe  the  Department  can  assume  ICC's  merger 
activities  without  additional  resources,  they  agreed  they  do  not  look  at  the  same  fac- 
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tors  in  these  cases  as  does  ICC.  If  consideration  of  such  factors  as  the  potential  eco- 
nomic and  financial  impacts  on  rail  labor  and  on  affected  communities  is  to  continue 
as  part  of  the  process  for  approving  railroad  mergers,  we  believe  additional  staff  will 
be  needed.  Our  ongoing  work  will  evaluate  the  costs  and  savings  of  alternative 
transfer  options  in  more  detaiil. 

ICC  MOTOR  CARRIER  FUNCTIONS 

Mr.  Coleman.  Last  year,  Congress  eliminated  many  of  the  ICC's 
motor  carrier  regulatory  requirements,  including  tariff  filing.  How- 
ever, motor  carrier  safety  and  insurance  monitoring  functions  are 
still  being  implemented  by  the  agency.  Do  you  see  any  benefits  to 
be  gained  by  transferring  the  ICC's  remaining  motor  carrier  func- 
tions to  the  DOT,  which  also  has  motor  carrier  safety  responsibil- 
ities? 

[The  information  follows:! 

Again,  our  ongoing  work  will  look  into  this  issue  and  delve  more  deeply  into  po- 
tential overlaps  between  ICC  and  DOT  motor  carrier  fianctions.  It  should  be  kept 
in  mind  that  ICC  performs  more  that  just  safety  and  insurance  reviews  of  motor 
carriers.  As  outlined  by  ICC's  report  last  October  in  response  to  the  Trucking  Indus- 
try Regulatory  Reform  Act  of  1994,  ICC  is  also  involved  with  such  activities  as  re- 
viewing and  regulating  the  transfer  of  motor  carrier  operating  rights,  providing 
consumer  protection  against  certain  household  goods  carrier  practices,  hcensing 
freight  brokers,  and  resolving  undercharge  cases  under  the  Negotiated  Rates  Act  of 
1993.  These  are  economic  regulatory  activities  not  currently  performed  by  DOT 
which  primarily  focuses  on  safety  matters.  Some  or  all  of  these  activities  may  have 
value  and  need  to  be  continued,  either  at  DOT,  the  Federal  Trade  Commission,  or 
elsewhere.  This  could  limit  the  short-run  savings  and/or  benefits  from  transferring 
ICC's  motor  carrier  functions  to  DOT. 

ATC  CORPORATION  PROPOSAL 

Mr.  Coleman.  A  key  feature  of  the  Department's  restructuring 
proposal  concerns  transferring  the  air  traffic  control  operations  of 
the  Federal  Aviation  Administration  to  a  private  or  government- 
controlled  corporation  wholly  funded  by  user  fees.  Some  observers 
have  pointed  to  the  FAA's  mismanagement  of  air  traffic  control 
modernization  efforts — specifically  cost  overruns  and  schedule 
delays  associated  with  the  Advanced  Automation  System — as  mak- 
ing the  case  for  the  need  to  privatize  the  air  traffic  control  system. 
The  GAO  has  testified  before  this  subcommittee,  however,  that  in- 
adequate FAA  oversight  and  technical  factors — not  inadequate 
funding  or  Federal  procurement  or  personnel  rules — have  caused 
the  problems  with  the  AAS.  If  that  is  still  true,  can  you  tell  us 
what  problems  have  you  identified  at  the  FAA  that  might  be  solved 
with  the  establishment  of  an  ATC  Corporation? 

[The  information  follows:] 

Our  past  work  and  testimonies  have  identified  inadequate  FAA  oversight  and 
technical  factors — not  inadequate  fiinding  or  federal  procurement  and  personnel 
laws — as  the  root  causes  of  cost  and  schedule  delays  that  have  plagued  FAA's  mod- 
ernization program.  Along  those  lines,  we  have  recommended  ways  that  FAA's  ac- 
quisition process  can  be  improved  substantially  and  the  risk  of  cost  and  schedule 
problems  minimized.  For  example,  we  have  urged  FAA  to  follow  the  common  sense, 
businesslike  principles  that  are  outlined  in  its  acquisition  policy.  The  agency  did  not 
adhere  to  these  principles  during  the  early  years  of  modernization.  Therefore,  our 
past  work  has  focused  on  improvements  that  can  be  made  to  FAA's  acquisition  proc- 
ess under  its  current  structure  rather  than  the  creation  of  alternative  organizational 
structures.  Undoubtedly,  the  creation  of  a  corporation  could  provide  FAA  with  great- 
er flexibility  in  its  procurement,  personnel,  and  budgeting  practices.  However,  it  is 
also  important  to  recognize  that  changing  to  a  corporate  structure  does  not  nee- 
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essarily  correlate  with  success  or  serve  as  a  panacea  for  the  problems  of  the  prede- 
cessor organization. 

Mr.  Coleman.  Do  you  believe  that  the  establishment  of  an  ATC 
Corporation  would  result  in  either  budgetary  savings  or  (ticket)  tax 
reductions  to  the  taxpayers?  What  efficiency,  safety,  or  other  bene- 
fits do  you  foresee  with  the  establishment  of  such  a  corporation? 

[The  information  follows:] 

GAO  is  presently  analyzing  the  budgetary,  safety,  and  financial  implications  of 
creating  an  ATC  corporation.  Additionally,  we  are  analyzing  the  potential  impact  on 
users.  While  there  may  be  operating  efficiencies  and  benefits  to  the  users  and  oth- 
ers, we  are  not  in  a  position,  at  this  time,  to  expound  on  these  issues. 

ADVANCED  AUTOMATION  SYSTEM 

Mr.  Coleman.  The  fiscal  year  1995  transportation  appropriations 
bill  includes  an  additional  $418  million  for  the  AAS  program,  in  ad- 
dition to  the  $2.58  billion  that  has  previously  been  appropriated  for 
this  program. 

Please  tell  us  whether  you  believe  the  FAA  has  sufficient  man- 
agement controls  in  place  to  provide  the  necessary  oversight  for 
this  program. 

[The  information  follows:] 

GAO  and  other  entities  which  have  reviewed  the  AAS  program  faulted  FAA  for 
poor  management  controls  over  AAS.  As  part  of  its  Air  Traffic  Control  Automation 
Master  Plan  dated  September  27,  1994,  FAA  has  cited  steps  it  intends  to  take  in 
order  to  improve  oversight  of  the  restructured  advanced  automation  program.  For 
example,  FAA  plans  to  establish  a  government-staffed  program  control  unit  to  gath- 
er, analyze,  and  summarize  cost  and  schedule  information  provided  by  contractors 
and  internal  organizations  into  management-level  reports.  These  reports  will  be 
used  by  senior-level  staff  for  decision-making  on  the  program.  In  addition,  each  of 
the  three  elements  of  the  new  program — en-route,  terminal,  and  tower — has  its  own 
program  and  business  manager  in  order  to  help  maintain  closer  scrutiny  on  actual 
progress. 

We  plan  to  monitor  the  restructured  Advanced  Automation  program  over  the  next 
few  months  including  the  extent  to  which  FAA  is  implementing  changes  needed  to 
improve  program  controls.  At  the  current  time,  there  is  httle  or  no  software  develop- 
ment activity  on  either  the  en-route  or  terminal  parts  of  the  program.  Therefore, 
it  is  too  early  at  this  time  to  assess  whether  the  changes  made  by  FAA — designed 
to  allow  better  monitoring  of  the  cost  and  schedule  of  software  development — are 
working. 

LEVEL  1  TOWERS 

Mr.  Coleman.  Last  year  the  Inspector  General  testified  that  the 
continued  use  of  FAA's  air  traffic  control  staff  at  low  activity — 
Level  1 — towers  is  not  cost  effective  and  that  Level  1  towers  should 
be  contracted  out.  The  FAA  contracted  out  approximately  24  such 
towers  in  fiscal  year  1994  and  has  stated  that  it  plans  to  contract 
out  another  25  during  the  fiscal  year. 

Given  the  considerable  budgetary  savings  associated  with  con- 
tracting out  Level  1  towers — about  $200,000  per  tower — should 
Congress  or  the  FAA  accelerate  this  process  to  produce  additional 
savings  in  fiscal  year  1995? 

[The  information  follows:] 

Contracting  out  level  1  towers  makes  a  great  deal  of  sense  and  accelerating  the 
process  has  merit.  We  reported  on  this  issue  in  September  1994.  FAA  estimated 
that  it  could  save  as  much  as  $120  million  if  the  remaining  towers  were  contracted 
out.  Let  me  note,  however,  that  while  there  will  be  long-term  savings  from  contract- 
ing out  these  towers,  there  are  short-term  costs  associated  with  relocating  control- 
lers to  other  facilities. 
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AMTRAK 

Mr.  Coleman.  Mr.  Mead,  as  your  statement  indicates,  a  major 
issue  that  this  Subcommittee  will  have  to  address  over  the  next 
few  years  has  to  do  with  the  financial  stability  of  Amtrak.  It  has 
become  increasingly  clear  that  it  cannot  be  business  as  usual  at 
Amtrak  and,  indeed,  Amtrak's  management  has  already  taken 
some  difficult  steps  to  get  its  financial  house  in  order  and  to  ad- 
dress a  $200  million  budget  shortfall  in  this  fiscal  year.  I  under- 
stand that  the  GAO  is  completing  a  major  review  of  Amtrak's  long- 
term  financial  future  and  I  wonder  if  you  could  briefly  summarize 
your  conclusions  for  us. 

[The  information  follows:] 

The  Congress  needs  to  reassess  (1)  Amtrak's  mission  and  (2)  its  commitment  to 
a  national  rail  passenger  system.  We  believe  that  continuing  the  present  course — 
maintaining  the  same  funding  level  and  route  system,  even  with  the  proposed  serv- 
ice cuts — is  neither  feasible  nor  realistic  because  Amtrak  will  continue  to  deterio- 
rate. On  the  other  hand,  substantially  increased  funding  would  permit  Amtrak  to 
make  capital  investments  and  improve  service  quality  to  retain  current  and  attract 
new  riders;  but  obtaining  such  funding  increases  from  federal  or  state  sources  is 
very  unlikely  in  the  current  budget  environment.  At  the  opposite  extreme  is  the  op- 
tion to  eliminate  all  federed  subsidies  and  privatize  the  railroad.  However,  it  could 
be  difficult  to  find  any  private  investors  considering  that  no  Amtrak  route  currently 
earns  enough  revenues  to  cover  its  costs.  A  final  option  would  be  to  radically  realign 
and  reduce  the  current  route  system,  and  retain  service  only  in  locations  where  Am- 
trak can  carry  the  largest  number  of  passengers  in  the  most  cost  effective  manner. 
We  recommend  that  Amtrak  improve  the  financial  information  that  it  provides  to 
the  Congress  and  that  it  propose  legislative  changes  that  could  improve  the  corpora- 
tion's long-term  viability. 

Mr.  Coleman.  Recent  work  conducted  for  Amtrak  by  private 
management  consultants  has  revealed  that  essentially  none  of  Am- 
trak's routes  are  profitable.  Not  even  the  heavily  traveled  North- 
east Corridor  is  profitable,  although  it  shows  the  greatest  promise 
of  all  of  Amtrak's  routes  of  becoming  profitable.  That  suggests  to 
me  that  continuing  Amtrak  as  we  know  it  today — a  nationwide 
intercity  passenger  system — will  require  a  significant  level  of  oper- 
ating and  capital  subsidies  far  into  the  foreseeable  future.  Would 
you  agree  with  that  assessment? 

[The  information  follows:] 

Amtrak's  financial  and  operating  conditions  have  declined  steadily  since  1990,  se- 
riously threatening  its  ability  to  provide  nationwide  service  at  the  present  level.  In 
spite  of  substantial  increases  in  federal  subsidies,  the  gap  between  Amtrak's  reve- 
nues (including  subsidies)  and  expenses  has  continued  to  widen.  Amtrak  has  under- 
taken an  aggressive  plan  to  reduce  annual  expenses  by  $430  million  by  adjusting 
routes  and  services,  retiring  its  oldest  cars,  reducing  staff,  and  improving  service 
and  productivity.  However,  while  these  actions  close  the  gap  between  revenues  and 
expenses  for  1995,  the  gap  begins  growing  again  in  1996,  and  the  announced  actions 
do  not  address  Amtrak's  need  for  need  for  new  equipment  and  improved  faciUties. 

AMTRAK  COMMUTER  PASSENGER  SERVICE 

Mr.  Coleman.  Amtrak  has  had  considerable  success  in  generat- 
ing revenues  from  commuter  passenger  services.  In  fact,  more  com- 
muter passengers — about  29  million — now  ride  Amtrak  than  inter- 
city passengers — about  22  million.  Is  there  still  a  strong  public  in- 
terest and  justification  for  maintaining  a  nationwide  system  for 
intercity  passenger  service,  which  may  largely  be  recreational  trav- 
el in  nature? 

[The  information  follows:] 
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GAO  does  not  have  enough  information  on  which  to  make  such  a  judgment  call. 
We  really  haven't  done  work  in  this  area. 

LIMIT  AMTRAK  OPERATIONS 

Mr.  Coleman.  Should  Congress  consider  limiting  Amtrak's  oper- 
ations to  a  few  relatively  well-traveled  corridors  where  operating 
losses  can  be  minimized? 

[The  information  follows:] 

Yes.  Amtrak  and  the  federal  government  face  a  difficult  set  of  choices.  We  believe 
that  continuing  the  present  course — the  same  funding  level  and  basic  route  system, 
even  with  the  proposed  service  cuts — ^is  neither  feasible  nor  realistic  because  Am- 
trak will  continue  to  deteriorate.  The  Congress  is  confronted  with  numerous  budget 
decisions  that  make  substantial  increases  in  Amtrak's  subsidy  unlikely.  If  increases 
are  not  forthcoming,  Amtrak's  viability  may  depend  on  restructuring  operations  to 
reduce  the  route  network.  Specific,  alternative  route  structures  and  expected  levels 
of  federal  support  could  be  developed  and  recommended  to  the  Congress  by  Amtrak 
or  a  temporary  commission  established  by  the  Congress  for  that  purpose.  After  the 
Congress  agrees  on  a  basic  rail  service  network  that  would  be  eligible  for  federal 
funmng,  individual  states  could  be  given  the  option  of  adding  specific  service  to  Am- 
trak's basic  network  if  they  are  willing  to  fiiUy  subsidize  the  added  service. 

HIGH  RISK  PROGRAMS 

Mr.  Coleman.  Ms.  Schiavo,  would  you  update  the  Subcommittee 
on  what  Department  of  Transportation  programs,  if  any,  that  the 
Inspector  General  has  identified  as  being  "high  risk"  programs  and 
identify  what  you  believe  to  be  the  Department's  most  serious  man- 
agement issues  and  problems? 

[The  information  follows:] 
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All  but  two  DOT  items  were  removed  from  OMB's  high  risk  list  in 
July  1994.  The  two  exceptions  were  the  Federal  Transit  Administrations 
(FTA)  Grants  Management  Oversight  and  the  Federal  Aviation 
Administration's  (FAA)  Advanced  Automation  System.  The  discussion 
below  reflects  the  results  of  our  subsequent  actions  to  validate 
corrective  actions  reported  for  these  two  items. 

Inadequate  grants  management  oversight  in  FTA.  This  item  has  been 
on  the  Department's  high  risk  list  since  1989.  While  FTA  has  taken 
positive  steps  toward  correcting  this  high  risk  internal  control 
weakness,  several  actions  are  still  needed  to  complete  the  corrective 
action  plan  and  remove  this  internal  control  weakness  from  the  high 
risk  list.  For  example,  while  FTA  has  contended  the  reorganization  of 
its  regional  offices  is  completed,  we  have  not  been  provided  evidence 
that  FTA's  December  1992  directives  on  this  subject  have  actually  been 
implemented.  Furthermore,  the  FTA  reorganization  included  a  new 
oversight  organization  at  FTA  Headquarters  which  was  supposed  to  be 
independent  of  FTA's  grants  management  organization.  This  new 
oversight  organization  is  not  yet  in  place.  In  addition,  the  General 
Accounting  Office  has  continued  to  express  concern  over  FTA's  grants 
management  oversight  and  has  recently  initiated  another  audit  to  review 
this  area.  However,  as  noted  in  our  December  27,  1994  "comfort  letter" 
to  the  Secretary  on  the  Department's  proposed  1994  Federal  Managers' 
Financial  Integrity  Act  Report,  FTA's  efforts  to  strengthen  oversight  of 
its  grantees  are  inconsistent  with  the  Department's  new  approach  to 
grant  administration,  as  announced  by  the  Secretary  on  December  19, 
1994.  FTA     needs     to     work     with     the     Department     to     resolve     the 

inconsistency. 

FAA's  inadequate  oversight  of  acquisitions  and  contractors  for  the 
Advanced  Automation  System  (AAS)  Program.  This  item  was  added  to 
the  Department's  high  risk  Ust  in  FY  1994.  As  part  of  a  special  AAS 
Program  monitoring  effort,  OIG  has  reviewed  some  of  the  initial 
corrective  actions  taken  by  FAA  to  address  the  problems  with  AAS. 
Even  though  FAA  has  taken  positive  steps  to  address  AAS  problems, 
further  actions  are  needed  to  correct  this  high  risk  area.  For  example, 
OIG  has  recommended  that  FAA  treat  the  five  major  AAS  segments 
individually  as  new  major  acquisitions  and  follow  the  structured  process 
outlined  in  the  Department's  Major  Acquisition  Policies  and  Procedures. 
Further,  critical  analyses  and  acquisition  documentation  need  to  be 
completed  in  order  to  support  key  AAS  decisions.  In  our  opinion, 
while  FAA  is  being  proactive  in  addressing  this  high  risk  area,  more 
work  is  still  needed. 
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In  addition  to  the  two  high  risk  areas  reported  by  DOT,  it  is  our 
opinion  that  FAA's  Oversight  and  Inspections  Activities  should  be 
included  as  an  additional  item  on  OMB's  high-risk  list.  Over  the  past 
several  years,  OIG  and  GAO  have  repeatedly  reported  that  FAA's 
aviation  safety  and  inspection  oversight  responsibilities  have  not  been 
accomplished  effectively.  FAA  has  literally  several  thousand  inspectors; 
yet,  FAA  cannot  even  describe  the  depth  or  scope  of  inspections 
performed.  OIG  and  GAO  reports  have  demonstrated  the  relative 
ineffectiveness  of  those  inspections.  If  the  organization  does  not  have 
a  good  inventory  of  what  it  needs  to  inspect,  does  not  perform 
inspections  thoroughly,  does  not  followup  to  ensure  problems  are 
corrected,  and  has  no  way  of  knowing  the  depth  and  scope  of 
inspections  accomphshed;  the  value  of  the  safety  oversight  program  is 
suspect. 

Based  on  our  FY  1994  audit  work  and  recent  aviation  safety-related 
events,  we  have  concluded  that  previously  identified  deficiencies  still 
exist  despite  FAA  plans  to  correct  them.  The  following  two  FY  1994 
OIG  reports  provide  our  most  recent  support  for  this  conclusion: 

Report  No.  RO-FA-4-001,  dated  November  8,  1993  and  entitled 
"Survey  of  FAA  Surveillance  of  Foreign  Manufactured  Aircraft 
Parts . " 

Report  No.  R4-FA-4-009,  dated  March  7,  1994,  and  entitled 
"Certification  and  Surveillance  of  Domestic  and  Foreign  Repair 
Stations." 
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Mr.  Coleman.  Are  there  certain  "high  risk"  programs  that  you 
believe  might  warrant  reductions  or  rescissions  in  this  fiscal  year? 
[The  information  follows:] 

We  agree  that  consolidation  of  grant  programs  is  feasible  but  fiscal  year  1995  re- 
scissions related  to  anything  other  than  discretionary  grants  as  discussed  in  my 
statement  are  virtually  impossible  to  accomplish  this  year.  In  response  to  a  question 
from  Mr.  Foglietta  regarding  FAA's  ability  to  obligate  funds  for  the  Advanced  Auto- 
mation System,  Mr.  Mead  responded  that  FAA  could  not  do  so  prudently.  Therefore, 
AAS  might  warrant  reductions  or  rescissions  in  this  fiscal  year.  While  significant 
improvements  are  needed  in  FAA's  safety  oversight  programs,  I  would  not  suggest 
any  funding  reductions  at  this  juncture,  because  the  FAA  states  they  are  taking  re- 
medial action. 

REDUCING  MANAGEMENT  COSTS 

Mr.  Coleman.  Your  statement  suggests  that  there  are  ways  to 
reduce  the  cost  of  Departmental  management  while  continuing  es- 
sential programs  that  provide  significant  benefits.  Would  you 
elaborate  with  some  specific  suggestions  of  management  initiatives 
that  could  produce  such  savings  based  on  your  audit  work? 

[The  information  follows:] 

Inserted  into  the  record  is  a  side-by-side  analysis  showing  the  specific  actions  sug- 
gested for  consideration  to  reduce  costs  and  the  basis  for  these  suggestions.  In  those 
cases  where  the  suggestion  was  based  on  audit  work,  we  have  identified  the  specific 
audit  title  an  report  number  where  applicable.  For  example,  we  suggested  eliminat- 
ing the  Essential  Air  Service  Program  at  a  savings  of  $33  million  annually.  On  Jan- 
uary 5,  1995,  we  issued  a  report  titled,  "Opportunities  to  Reduce  Essential  Air  Serv- 
ice", Report  No.  AD-OT-5-007.  While  the  report  did  not  recommend  ehmination  of 
the  program,  it  did  identify  millions  of  dollars  that  could  be  saved  by  eliminating 
subsidized  services  (1)  communities  that  had  both  subsidized  and  unsubsidized 
scheduled  air  service,  and  (2)  communities  within  70  highway  miles  of  an  alternate 
airport. 

HIGHWAY  IMPROVEMENT  PROJECTS 

Mr.  Coleman.  In  addition  to  the  problem  of  large  amounts  of 
funds  that  remain  unobligated  at  the  Department  of  Transpor- 
tation, the  Department  also  appears  to  have  the  problem  of  allow- 
ing excess  funds  to  remain  obligated  for  inactive  projects.  I  noted 
that  one  of  your  recent  audit  findings  concluded  that  the  Federal 
Highway  Administration  permitted  excess  funds  to  remain  obli- 
gated for  up  to  17  years  on  246  completed  or  inactive  projects  in 
one  state  transportation  department. 

As  a  result,  $21  million  in  unexpended  obligations  were  not  made 
available  for  reprogramming  to  other  highway  improvement 
projects.  Please  discuss  whether  or  not  this  is  a  systemic  problem 
within  the  Federal  Highway  Administration  and,  if  so,  what  is  your 
estimate  of  the  scope  of  the  problem? 

[The  information  follows:] 

In  October  1989,  the  Office  of  the  Inspector  General  reported  that  the  deobligation 
of  excess  funds  by  Federal  Highway  Administration  (FHWA)  on  completed  or  inac- 
tive projects  was  a  nationwide  systemic  problem.  At  that  time  we  estimated  approxi- 
mately $283  million  of  unexpected  funds  could  be  deobligated  in  the  12  states  re- 
viewed. A  fiscal  year  1994  Inspector  General  report  on  one  state  indicated  that  po- 
tentially $21  million  of  unexpected  obligations  on  246  projects  was  not  made  avail- 
able for  reprogramming  for  other  highway  improvements.  A  nationwide  review  of 
this  problem  area  is  included  in  the  OIG  is  annual  audit  for  fiscal  year  1995.  The 
objective  of  this  audit  is  to  evaluate  the  adequacy  of  FHWA's  controls  to  ensure  ex- 
cess funds  on  completed  and  inactive  projects  are  withdrawn  promptly  and  made 
available  for  reprogramming  to  other  projects. 
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As  of  December  1994,  FHWA's  nationwide  totals  show  $1.9  billion  of  unexpended 
obligations  on  9,368  completed  projects.  These  nationwide  totals  indicate  a  decline 
since  1992  when  the  unexpended  obligations  totaled  $2.2  billion  on  24,100  com- 
pleted projects.  The  reduction  in  unexpended  obligations  were  the  results  of  recent 
FHWA  studies  and  actions  initiated  to  improve  the  processing  of  the  final  vouchers 
so  excess  funds  can  be  reprogrammed.  Although  improvements  were  made  in  reduc- 
ing the  total  amount  of  unexpended  obligations,  this  dollar  amount  remains  signifi- 
cant. 

DOT  REORGANIZATION 

Mr.  Coleman.  As  you  know,  the  Secretary  of  Transportation  an- 
nounced that  the  Department  of  Transportation  and  its  programs 
will  be  significantly  restructured  to  eliminate  unnecessary  bureauc- 
racy, target  waste  and  duplication,  and  save  $6.7  billion  over  four 
years.  While  the  specific  details  of  the  proposed  reorganization  are 
not  yet  available,  the  Department  has  indicated  that  DOT's  ten 
current  agencies  will  be  consolidated  into  three,  and  that  approxi- 
mately 30  grant,  loan  and  subsidy  programs  will  be  consolidated 
into  three  broad  grant/loan  programs. 

In  your  statement,  you  indicate  that  you  believe  savings  of  the 
magnitude  proposed  are  "entirely  feasible".  How  do  you  arrive  at 
that  conclusion  without  knowing  exactly  how  the  Department  plans 
to  reinvent  itself? 

One  area  mentioned  in  your  statement  is  consolidating  duplica- 
tive administrative  and  support  functions  that  are  found  in  the 
various  DOT  modal  administrations.  Do  you  have  any  estimates  of 
the  magnitude  of  savings  that  might  result  from  centralizing  some 
of  these  activities? 

In  your  previous  audit  work,  you  have  identified  several  areas 
where  the  Department  has  exercised  insufficient  oversight  over  its 
grant  programs,  resulting  in  waste,  abuse  and  mismanagement  of 
Federal  funds  at  the  State  and  local  levels.  For  example,  FTA 
grants  management  problems  have  been  reported  as  a  "material 
weakness"  of  the  Department  for  several  years. 

Considering  that  the  Department  currently  has  difficulty  ensur- 
ing that  Federal  grant  funds  are  properly  utilized,  I  wonder  wheth- 
er the  proposed  consolidation  of  the  Department's  major  grant  pro- 
grams into  even  larger  "block  grants"  would  make  these  programs 
even  more  vulnerable  to  fraud,  waste  and  abuse?  Would  you  com- 
ment? 

[The  information  follows:] 

Over  4  to  5  years  period,  DOT's  budget  would  typically  be  $160  to  $200  billion 
respectively.  At  most,  the  $6.7  billion  reduction  equates  to  a  little  over  4  percent 
each  year.  Of  the  $6.7  bilhon  to  be  reduced,  the  Secretary  has  said  that  $5  billion 
is  to  come  from  the  Department  total  infrastructure  investment  program.  The  Presi- 
dent and  the  Secretary  view  such  a  reduction  as  entirely  feasible.  If  the  Administra- 
tion and  the  Congress  are  willing  to  make  tough  choices  such  as  those  enumerated 
in  my  and  GAO's  statements,  these  targets  can  be  achieved. 

Estimates  of  the  savings  that  might  result  from  consolidating  duplicative  adminis- 
trative and  support  functions  are  not  available  at  this  time,  as  it  will  depend  on 
what  functions  and  personnel  are  consolidated.  Most  administrative  and  support 
functions  within  DOT  are  duplicated  among  the  various  Operating  Administrations, 
and  are  currently  being  studied  for  consolidation.  By  consolidating  these  functions, 
budget  and  personnel  reductions  can  be  achieved  through  elimination  of  duplication, 
and  through  economies  of  scale. 

There  is  some  risk  associated  with  a  significant  reduction  of  Federal  oversight  of 
grants,  but  in  view  of  the  inadequacies  related  to  Federal  grants  management  we 
identified  in  numerous  audits,  these  risks  may  be  only  slightly  greater  then  under 
the  current  system.  Furthermore,  as  I  previously  indicated,  if  the  grantees  know 
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that  they  will  not  receive  additional  funding  for  the  work  and  will  suffer  the  con- 
sequence of  either  of  using  additional  coal  funds  to  complete  the  work  or  must  re- 
duce the  intended  scope  of  the  project,  we  might  very  well  see  improvements  in  the 
use  of  Federal  funds. 

Mr.  Coleman.  The  Department  of  Transportation's  announced 
downsizing  plans  involve  cutting  the  Department's  workforce  by 
about  50,000  by  the  year  2000.  Excluding  the  41,000  positions  that 
would  be  moved  off  the  government  roles  if  the  air  traffic  control 
corporation  is  established,  the  remaining  DOT  workforce  would  be 
cut  by  about  10,000  civilian  and  military  personnel,  or  about  14 
percent. 

To  what  extent  might  personnel  reductions  of  this  magnitude  im- 
pact the  Department's  safety,  enforcement  and  oversight  respon- 
sibilities, particularly  in  areas  where  the  Inspector  General  has 
recommended  improved  management  oversight  and  controls? 

[The  information  follows:] 

The  Secretary  of  Transportation  has  indicated  that  the  staff  reductions  will  not 
adversely  impact  the  Department's  safety  oversight  responsibilities.  His  December 
19,  1994  statement  specifically  said  that  the  restructuring  is  designed  to  focus  re- 
sources even  more  sharply  on  ensuring  the  safety  of  the  traveling  public.  At  this 
point,  it  appears  safety  programs  will  not  be  impacted  when  the  downsizing  plans 
are  finalized.  We  will  assess  the  plans  from  an  oversight  perspective. 

There  are  currently  about  2,000  employees  in  the  Department  involved  in  the 
grants  process.  With  the  planned  consolidation  of  30  grants,  loans  and  subsidy  pro- 
grams into  three  programs,  and  the  shifting  of  decision  making  and  control  to  grant- 
ees. Federal  oversight  as  well  as  the  related  Federal  staffing  will  be  reduced.  As  in- 
dicated in  my  statement,  we  have  routinely  found  Federal  oversight  of  grants  to  be 
weak;  therefore,  shifting  the  responsibility  should  not  exacerbate  the  current  prob- 
lems. When  grantees  know  they  are  responsible  to  use  the  Federal  funds  effectively 
and  efficiently  and  get  a  strong  message  that  they  have  received  the  totality  of  fund- 
ing they  can  expect  from  the  Federal  Government,  grantee  management  of  the  pro- 
gram could  in  fact  improve. 

EXCESS  RAILCARS 

Mr.  Coleman.  Your  office  has  concluded  several  audits  over  the 
last  several  years  where  transit  agencies  have  acquired  excess  rail 
cars  based  on  inaccurate,  and  overstated  forecasts  of  ridership.  For 
example,  a  recent  IG  audit  disclosed  that  the  Federal  Transit  Ad- 
ministration approved  a  transit  agency's  acquisition  of  30  rail  cars 
that  were  in  excess  of  its  needs  for  regularly  scheduled  transit 
service,  resulting  in  a  cost  to  the  Federal  Government  of  about  $21 
million. 

In  addition,  you  recommend  funding  new  buses  and  rail  cars  only 
when  the  spares  ratio  is  20  percent  or  less.  Would  you  comment 
on  FTA's  oversight  practices  in  this  regard  and  the  magnitude  for 
budgetary  savings  in  this  area? 

[The  information  follows:] 
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In  our  audits  of  bus  and  rail  fleets,  we  determined  that  FTA's 
oversight  practices  have  been  to  approve  transit  authority  requests  for 
rolling  stock  capital  assistance  without  validating  peak  ridership 
projections  or  adhering  to  a  reasonable  spare  ratio.  For  example,  in 
our  recent  audits  of  the  rail  fleets  of  eight  transit  authorities,  we 
found  that  FTA  grantees  developed  peak  vehicle  requirements  based 
upon  projected  ridership  and  spare  car  needs  based  upon  maintenance, 
repair,  and  operating  choices.  However,  we  found  no  instances  where 
FTA  successfully  challenged  ridership  estimates  or  need  for  spare  rail 
cars  and  significantly  reduced  the  number  of  cars  purchased.  In  a  few 
acquisitions,  FTA  staff  or  an  FTA  consultant  challenged  the  peak 
ridership  projections,  but  FTA  eventually  approved  the  originally 
requested  quantity  of  rail  cars.  Likewise,  we  found  no  instance  where 
FTA's  triennial  review  of  transit  authorities  challenged  rail  car 
ridership  or  needs. 

Significant  budgetary  savings  will  occur,  and  in  fact  may  have  occurred 
already,  by  limiting  bus  fleet  spare  ratios  to  20  percent.  In  our  report 
on  Peak  Vehicle  Requirements  (Report  R4-UM-1-092  issued  on 
January  22,  1991),  we  found  at  31  of  the  51  transit  systems  audited, 
$92  million  of  Federal  funds  had  been  used  uneconomically  for  new  bus 
acquisitions  for  transit  systems  operating  with  spare  ratios  of  more  than 
20  percent.  However,  subsequent  analysis  of  data  contained  in  the 
FTA  annual  Section  15  transit  statistics  report  indicates  a  decline  in  the 
number  of  transit  properties  operating  at  more  than  a  20  percent  bus 
spare  ratio.  Although  such  Section  15  data  is  not  always  accurate,  this 
indicates  an  improvement  in  the  number  of  transit  systems  adhering  to 
the  20  percent  bus  spare  ratio.  Section  15  spare  ratio  data  is  not 
always  reliable  because  FTA  has  not  provided  clear  definitions  of  buses 
in  revenue  service  to  be  included  in  the  peak  vehicle  count.  Buses  in 
peak  revenue  service  are  a  key  element  in  computing  an  accurate  bus 
spare  ratio. 

Concerning  budgetary  savings  if  the  rail  spare  ratio  was  limited  to  20 
percent,  the  absence  of  interchangability  coupled  with  unwillingness  to 
prolong  service  life  have  significantly  impaired  immediate  Federal 
savings.  Rail  cars  are  not  standardized  and  therefore,  cannot  be  easily 
sold  for  use  at  another  transit  authority.  In  addition,  FTA  has  not 
been  willing  to  extend  the  time  before  replacement  of  over-bought  rail 
fleets  to  attain  originally  intended  use  by  storing  excess  cars. 

In  the  long  run,  however,  savings  can  be  obtained  whenever  a  new  car 
is   needed   due  to  expansion,   passenger  growth,    or  old   car  replacement. 
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We  estimate  600  to  900  spare  rail  cars  can  eventually  be  eliminated  with 
savings  in  excess  of  $1  billion  in  capital  equipment  funding.  However, 
transit  authorities  make  infrequent,  but  large,  rail  car  purchases.  The 
timing  of  the  cost  recoveries  would  be  related  to  the  rail  car  purchase 
cycles  of  the  transit  authorities  with  high  spare  ratios. 
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AIRPORT  IMPROVEMENT  PROGRAM 


Mr.  Coleman.  In  your  statement,  you  mention  that  savings  could 
be  made  in  a  variety  of  aviation  areas  without  nationwide  impact. 
Several  of  your  suggestions  relate  to  the  Airport  Improvement  Pro- 
gram (AIP),  including  reducing  grants  to  reliever  airports  and 
eliminating  grants  to  those  airports  that  have  significant  financial 
reserves. 

In  your  view,  is  the  Federal  Government  funding  activities  under 
this  program  that  it  simply  should  not  support,  or  is  the  issue  bet- 
ter management  of  the  program  to  achieve  better  results? 

[The  information  follows:] 
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We  have  not  concluded  in  our  audits  that  specific  elements  of  the  AIP 
should  be  eliminated  or  the  total  program  reduced.  Because  of  a 
backlog  of  unfunded  capital  projects  recorded  in  the  National  Plan  of 
Integrated  Airport  Systems /Capital  Improvement  Program,  elimination  of 
elements  of  the  AIP  may  not  result  in  reduced  outlays  but  those  savings 
could  be  reinvested  in  other  worthy,  unfunded  capital  projects.  FAA 
has  a  large  backlog  of  unfunded  capital  projects  submitted  by  sponsors 
and  unfunded  capital  projects  identified  by  the  FAA  national  capacity 
design  plan.  Because  we  have  not  audited  this  backlog,  we  are  not 
aware  of  the  merit  of  the  unfunded  projects. 

As  a  minimum,  opportunities  do  exist  to  more  prudently  use  grant  funds 
saved  through  restructuring  components  and  better  management  of  the 
AIP.  Reduced  grant  funding  and  better  program  management  is  needed 
for  reliever  airports,  noise  abatement,  and  sponsors  with  significant 
cash  and  other  liquid  assets. 

Grants  to  reliever  airports  can  be  reduced  significantly.  We  found  that 
targeted  commercial  service  airports  had  been  adequately  relieved  or 
were  not  discouraging  general  aviation  traffic.  Further,  we  found 
reliever  grant  funds  were  being  used  for  runway  extensions  to  increase 
access  for  jet  aircraft  even  though  adequate  runway  capacity  was 
available  at  nearby  airports.  We  recommended  FAA  strengthen  its 
management  controls  for  designating  reliever  airports,  allocating 
discretionary  reliever  grant  funds  to  FAA  regions,  and  for  approving 
specific  grant  applications.  Acceptance  of  these  recommendations  should 
result  in  significant  savings  in  the  $160  million  of  Federal  assistance  set 
aside  by  Congress  each  year  for  the  reliever  airport  program.  Our 
review  of  $111.2  million  requested  or  approved  for  16  reliever  airports 
found  that  none  was  needed  to  reduce  congestion  at  the  applicable 
commercial  service  airports.  In  addition,  $51.7  million  was  requested  or 
approved  to  increase  access  for  jets  even  though  adequate  runways 
were  available  at  nearby  airports. 

Grants  can  also  be  reduced  for  noise  abatement  treatments  for  new 
noncompatible  development  constructed  in  areas  known  to  be  exposed  to 
excessive  levels  of  airport  noise.  In  a  series  of  audit  reports,  we 
found  that  FAA  has  not  adopted  a  definitive  and  uniform  policy  to 
discourage  such  development.  For  6  of  10  airports  we  audited,  we 
found  new  noncompatible  development  had  either  occurred  or  was 
permitted  by  existing  zoning.  Under  existing  noise  abatement  eligibility 
policies,  we  estimated  that  about  $66.3  million  of  Federal  grant  funds 
could      be      requested      for      noise      abatement      for      new      noncompatible 
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development  occurring  in  areas  known  to  be  exposed  to  excessive 
airport  noise.  Better  management  of  the  AIP  program  would  provide  a 
uniform  policy  for  FAA  nationwide  on  this  noise  abatement  issue, 
notification  to  unwary  prospective  property  owners,  and  encouragement 
to  local  governments  to  control  new  noncompatible  development  at  the 
nations  airports. 

Better  AIP  management  would  focus  on  both  airport  sponsors  without 
significant  cash  and  other  liquid  assets  and  better  project  selection  to 
advance  the  national  aviation  system.  For  sponsors  with  significant 
liquid  financial  reserves,  better  AIP  management  would  require  these 
sponsors  to  use  their  own  resources  before  Federal  funds  would  be 
provided . 
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Mr.  Coleman.  The  General  Accounting  Office,  in  its  work  on  the 
AIP  program,  also  has  indicated  that  we  may  not  be  getting  the 
biggest  **bang"  for  the  Federal  buck  under  this  program.  The  GAO 
has  indicated  that  the  FAA  needs  to  develop  better  performance 
measures  and  criteria  for  allocating  airport  development  grants  in 
a  way  to  maximize  the  Federal  Government's  return  on  its  invest- 
ment. 

Do  you  agree  with  this  assessment? 

[The  information  follows:] 

Yes,  we  agree  with  GAO  that  FAA  could  get  a  bigger  "bang"  for  the  Federal  buck 
by  developing  better  performance  measures  and  criteria  for  the  AIP.  While  FAA  is 
developing  a  return  on  investment  criteria  for  capacity  projects  costing  over  $10  mil- 
lion, FAA  is  not  taking  an  airport's  ability  to  pay  for  a  project  or  diversions  of  air- 
port revenues  into  consideration  when  awarding  AIP  discretionary  grants.  In  addi- 
tion, FAA  has  funded  lower  priority  projects  while  higher  priority  projects  have  not 
been  funded  with  AIP  discretionary  funds.  Better  performance  measures  will  help 
to  ensure  the  best  projects  nationally  are  funded. 

COAST  GUARD 

Mr.  Coleman.  Recent  audit  work  on  the  Coast  Guard  Acquisi- 
tion, Construction  and  Improvement  (A,C,I,)  Program  conducted  by 
your  office  concluded  that  the  Coast  Guard  did  not  have  reasonable 
assurance  that  five  proposed  A,C,I  projects,  with  estimated  costs  of 
$36.8  million,  were  necessary  to  meet  operational  or  support  needs. 
Can  you  tell  us  what  specific  projects  were  at  issue  and  whether 
these  projects  should  be  downsized  or  eliminated? 

[The  information  follows:] 

The  following  five  construction  projects  totaling  $30.8  million  were  at  issue:  36 
housing  units  at  Air  Station  Cape  Cod;  an  equipment  storage  facility  for  the  U.S. 
Coast  Guard  Atlantic  Strike  Team  located  at  Fort  Dix,  New  Jersey;  a  field  House 
at  Support  Center  New  York  which  is  located  on  Governors  Island;  a  new  facility 
at  Marine  Safety  Office  Houston;  and  a  recreational  complex  at  the  Reserve  Train- 
ing Center  (RTC)  located  at  Yorktown,  Virginia. 

Based  on  our  audit  recommendations,  the  Coast  Guard  canceled  the  Field  House 
at  the  Support  Center  New  York  and  housing  units  at  Air  Station  Cape  Cod.  Also, 
after  further  study,  the  Coast  Guard  eliminated  the  proposed  new  facility  at  Marine 
Safety  Office  Houston.  These  projects  had  a  total  estimated  cost  of  $22  million. 

We  also  recommended  cost  estimates  be  recomputed  for  the  Atlantic  Strike  Team 
Equipment  Facility,  and  the  Coast  Guard  withhold  funding  approval  of  the  RTC 
Complex  until  justification  was  demonstrated,  cost  studies  were  completed,  and  all 
viable  alternatives  were  considered.  The  Coast  Guard  agreed  with  our  recommenda- 
tion to  recompute  the  cost  estimates  for  the  equipment  facility  and  prepared  a  re- 
vised economic  analysis.  Based  on  the  analysis,  the  Coast  Guard  proceeded  with  the 
project  at  an  estimated  cost  of  $5  million.  In  our  opinion,  the  recomputed  cost  esti- 
mate was  still  excessive.  Concerning  the  RTC  complex,  the  Coast  Guard  has  initi- 
ated an  engineering  analysis  to  develop  a  renovation  alternative.  Upon  completion 
of  the  renovation  analysis,  the  Coast  Guard  intends  to  provide  us  with  a  copy. 
Therefore,  until  we  receive  the  analysis,  we  cannot  comment  on  whether  the  project 
should  be  downsized  or  eliminated  from  the  AC&I  planning  process. 

Mr.  Coleman.  What  additional  Coast  Guard  acquisition  or  con- 
struction projects  have  you  identified  that  may  be  of  questionable 
merit? 

[The  information  follows:] 

Although  there  may  be  additional  Coast  Guard  projects  that  could  be  downsized 
or  eliminated,  we  cannot  identify  specific  projects  unless  additional  audit  work  is 
performed. 

Mr.  Coleman.  In  your  opinion,  did  this  audit  raise  an  isolated 
problem  of  the  Coast  Guard  not  adequately  justifying  projects,  or 
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is  there  a  more  systemic  problem  with  the  Coast  Guard's  manage- 
ment of  acquisition  and  construction  projects? 
[The  information  follows:] 

Our  audits  in  both  the  Coast  Guard's  Atlantic  and  Pacific  Areas  did  not  disclose 
significant  problems  in  the  management  of  ongoing  AC&I  projects.  However,  both 
audits  disclosed  systemic  problems  in  the  Coast  Guard's  planning  and  justifying 
AC&I  projects.  Both  reports  concluded  some  projects  were  approved  although  jus- 
tification was  not  demonstrated,  cost  studies  were  not  accurate  or  complete,  and  via- 
ble alternatives  were  not  considered. 

VOLPE  NATIONAL  TRANSPORTATION  SYSTEMS  CENTER 

Mr.  Coleman.  Your  statement  suggests  a  number  of  areas  serv- 
ices might  be  obtained  more  economically  from  the  private  sector. 
One  such  example  you  mention  concerns  the  operation  of  the  Volpe 
National  Transportation  Systems  Center.  Because  the  Volpe  Center 
operates  on  a  cost  reimbursable  basis  and  is  funded  by  DOT  and 
other  Federal  customers,  would  you  elaborate  on  why  you  believe 
privatization  of  this  organization  should  be  considered?  How  would 
this  action  achieve  budgetary  savings? 

[The  information  follows:] 

The  Volpe  Center  finances  its  activities  through  funding  from  its  sponsors.  Spon- 
sors include  DOT  operating  administrations  and  other  Government  and  private  sec- 
tor organizations.  Since  the  majority  of  the  Center's  work  is  performed  by  private 
firms,  the  Center  performs  little  actual  research,  development,  and  testing,  but 
serves  primarily  as  a  procurement  office  for  its  sponsors. 

Our  recent  audit  disclosed  that  the  Volpe  Center  contracts  out  about  70  percent 
of  its  project  workload  to  private  firms.  These  firms  include  commercial  technical 
support  contractors,  and  in  some  cases,  their  subcontractors.  The  Center  itself  adds 
little,  if  any,  value  to  its  projects.  In  addition,  both  of  the  Center's  procurement  and 
research  functions  represent  a  potential  duplication  of  sponsor  capabilities.  Sponsors 
also  used  the  Center  to  retain  use  of  funds  that  would  otherwise  expire  at  the  end 
of  the  fiscal  year,  thereby  avoiding  spending  limitations.  If  the  Center  were  phased 
out,  the  sponsors  have  their  own  procurement  offices  which  could  procure  needed 
services  directly  from  the  technical  support  firms.  If  you  are  looking  for  ways  to  save 
funds,  we  suggest  this  action  should  be  considered  to  eliminate  an  unnecessary 
layer  of  Government  administration. 

Furthermore,  the  larger  sponsors  also  operate  their  own  sizable  research  and  de- 
velopment organizations.  The  three  largest  DOT  sponsors,  the  Federal  Aviation  Ad- 
ministration (FAA),  Federal  Railroad  Administration  (FRA),  and  the  Coast  Guard, 
account  for  more  than  half  of  the  Center's  workload.  FAA  operates  the  Technical 
Center  in  Atlantic  City,  New  Jersey;  FRA  has  a  Transportation  Test  Center  in 
Pueblo,  Colorado;  and  the  Coast  Guard  operates  the  Research  and  Development 
Center  in  Groton,  Connecticut.  In  the  Department  of  Defense,  which  accounts  for 
about  13  percent  of  the  Center's  workload,  each  of  the  military  services  operates  its 
own  research  and  development  organizations. 

If  sponsors  contracted  directly  with  private  firms  for  technical  support  services, 
savings  amounting  to  approximately  $66  million  in  FY  1995  dollars  could  result 
from  eliminating  personnel  compensation  and  associated  administrative  overhead 
for  the  576  Federal  employees  at  the  Center.  In  addition,  further  savings  could  be 
achieved  by  disposing  of  the  Center's  property,  plant,  and  equipment,  currently  car- 
ried on  the  Center's  financial  statements  at  $51  million.  Volpe  Center  property  in- 
cludes a  complex  of  6  buildings  located  on  a  14-acre  site  in  Cambridge,  Massachu- 
setts. 

ATC  CORPORATION  PROPOSALS 

Mr.  LiGHTFOOT.  Mr.  Mead,  last  May  Allen  Li  from  GAO  stated 
before  the  Senate  Transportation  Appropriations  Subcommittee 
that  "issues  need  to  be  resolved:  Regarding  the  basic  assumptions 
about  revenues  and  expenditures  and  safety  with  regard  to 
privatizing  the  air  traffic  control  system. 
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What  further  steps  have  you  taken  to  estimate  the  financial  and 
safety  impact  of  these  proposals? 
[The  information  follows:] 

Mr.  Lightfoot,  GAO  is  presently  analyzing  the  latest  financial  projections  from  the 
Administration  and  others.  Since  no  draft  legislation  has  yet  been  submitted,  we  Eire 
unable  at  this  time  to  determine  whether  our  concerns  about  the  revenue  and  ex- 
penditure assumptions  for  the  proposed  corporation  have  been  addressed.  For  the 
same  reason,  we  do  not  know  if  the  proposals  will  make  clear  the  safety  roles  and 
responsibilities  of  FAA  and  the  new  corporation. 

DAVIS-BACON  ACT 

Mr.  DeLay.  My  colleague,  Mr.  Ballenger,  will  be  introducing 
Davis-Bacon  repeal  legislation  today  and  I  am  an  original  cospon- 
sor  of  that  bill. 

Conservative  estimates  state  that  Davis-Bacon  regulations  tack 
on  an  additional  5  to  15  percent  of  the  value  of  a  Federal  construc- 
tion project. 

From  a  budgeting  standpoint,  the  elimination  of  Davis-Bacon  re- 
quirements could  free  up  millions  and  millions  of  construction  dol- 
lars for  other  necessary  projects. 

Can  you  tell  me  what  kind  of  savings  could  be  expected  if  Davis- 
Bacon  requirements  were  lifted  on  all  transportation  construction 
projects? 

[The  information  from  GAO  follows:] 

We  have  not  done  any  work  recently  on  the  impacts  of  Davis-Bacon  on  transpor- 
tation construction  projects.  However,  in  the  past,  GAO  has  recommended  that  the 
Act  be  repealed.  Between  1962  and  1971  GAO  issued  eight  reports  on  the  act  that 
were  largely  critical  of  both  the  statute  and  the  Department  of  Labor'  Administra- 
tion of  the  act.  A  1979  GAO  report.  The  Davis-Bacon  Act  Should  be  Repealed, 
(HRD-79-18,  April  27,  1979),  called  for  eUminating  the  Act.  In  1983,  CBO  reported 
on  the  costs  associated  with  applying  Davis-Bacon  to  federal  construction  projects, 
but  it  did  not  make  an  independent  estimate. 

[The  information  from  the  IG  follows:] 

The  Davis-Bacon  Act  was  intended  to  assure  the  pajTnent  of  fair  wages  for  public 
construction.  However,  critics  say  that  the  Act  has  contributed  to  rapid  escalation 
of  construction  costs  on  Federal  construction  projects,  thereby  reducing  the  number 
of  projects  and  limiting  employment  opportunities.  We  do  not  know  what  the  exact 
added  costs  are  to  Federal  transportation  projects  from  the  Davis-Bacon  require- 
ments. Prior  studies  by  the  General  Accounting  Office  and  the  Congressional  Budget 
Office  found  that  the  Davis-Bacon  Act  raises  the  overall  costs  of  Federal  construc- 
tion by  an  average  of  about  3.4  percent,  while  the  Department  of  Labor  and  Presi- 
dent Carter^s  Council  of  Economic  Advisors  found  a  cost  premium  of  5.3  percent  to 
11  percent.  Based  on  a  3.4  percent  to  11  percent  range,  we  estimate  annual  savings 
of  $750  million  to  $2.5  billion  could  be  achieved  by  Lifting  the  Davis-Bacon  require- 
ments on  transportation  construction  projects. 

Mr,  DeLay.  Opponents  argue  that  the  quality  of  construction 
projects  would  fall  if  the  Davis-B^icon  requirements  were  lifted.  I 
am  convinced  that  this  is  not  true  and  I  would  like  to  ask  what 
safeguards  exist  with  regards  to  quality  control  on  federally  funded 
transportation  construction  projects? 

[The  information  from  the  IG  follows:] 

It  would  seem  that  with  proper  management,  quality  control  safeguards  would  not 
be  significantly  impacted  if  Davis-Bacon  requirements  are  lifted.  Federally  funded 
transportation  construction  projects  in  FHWA  and  FTA  are  required  to  establish  a 
Project  Management  Plan.  These  plans  cover  (1)  fiscal  responsibility,  (2)  construc- 
tion oversight,  (3)  quality  assurance,  (4)  material  testing,  (5)  physical  inspection, 
and  (6)  procurement  compliance.  For  example,  the  Federal  Highway  Administration 
uses  inspectors  to  evaluate  the  quality  control  to  ensure  Federal  specifications  are 
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met.  In  addition,  state  inspectors  evaluate  the  contractors'  facilities  to  ensure  com- 
pliance with  Federal  regulations.  The  contractor  is  also  required  to  establish  an  in- 
ternal quality  control  and  assurance  capability.  Although  the  Federal  Government 
does  not  provide  direct  oversight  over  airport  construction  projects,  the  grantee  is 
responsible  for  ensuring  that  quality  control  standards  are  met. 

TRANSIT 

Mr.  DeLay.  Last  year  this  subcommittee  trimmed  $100  million 
from  the  transit  operating  subsidy  account.  I  have  long  been  a  pro- 
ponent of  eliminating  the  subsidy.  At  the  same  time,  however,  I  am 
not  interested  in  sending  transit  agencies  across  the  Nation  into  a 
fin£incial  tailspin  by  surprising  them  with  an  instant  rescission  of 
the  operating  subsidy. 

Looking  at  operating  subsidies  for  possible  rescission,  would  a 
two-year  phase-out  of  operating  subsidies — 50  percent  reduction 
the  first  year,  and  the  remainder  the  second — ^be  possible? 

Do  most  transit  properties  have  the  ability  to  make  responsible 
financial  decisions  over  a  two-year  period? 

[The  information  from  GAO  follows:] 

If  the  Congress  decides  to  eliminate  federal  operating  subsidies  to  transit  provid- 
ers, a  phase  out  may  be  more  appropriate  than  rescinding  it  all  at  one  time.  This 
would  provide  transit  agencies  with  time  to  make  decisions  about  operations  and/ 
or  seek  out  other  sources  of  funding.  As  we  reported  during  last  year's  Appropria- 
tions Hearings,  the  American  Public  Transit  Association  indicated  that  transit  agen- 
cies would  not  have  the  resources  to  cover  a  25  percent  reduction  in  operating  as- 
sistance and  would  have  to  turn  to  service  cutbacks  and  fare  increases  to  bridge  the 
gap.  To  support  this  argument,  the  Association  surveyed  its  members  on  how  they 
would  respond  to  a  25-percent  cut  in  federal  operating  assistance.  Of  the  120  re- 
spondents, 70  percent  said  that  they  would  raise  fares,  and  83  percent  said  that 
service  cutbacks  were  a  likely  outcome.  The  Association  further  notes  that  fare  in- 
creases and  service  reductions  could  trigger  a  decline  in  ridership.  This  decline 
would  exacerbate  the  fact  that  transit  ridership  has  declined  as  a  share  of  total  na- 
tional travel. 

FTA  officials  believed  at  the  time  that,  with  increases  in  federal  capital  assist- 
ance, transit  agencies  would  gain  the  flexibility  to  move  state  and  local  funds  that 
were  previously  slated  for  capital  purposes  to  their  operating  budgets.  The  extent 
to  which  agencies  can  make  these  transfers  depends,  in  part,  on  how  much  surplus 
capital  funding  is  available  to  move  into  the  operating  budget  after  the  state  and 
local  match  of  federal  capital  funding  has  been  met. 

Transit  advocates  also  noted  that  opportunities  for  transit  agencies  to  obtain  addi- 
tional state  and  local  subsidies  may  be  constrained  by  the  fact  that  they  have  regu- 
larly looked  to  higher  state  and  local  contributions  to  meet  their  operating  assist- 
ance needs  throughout  the  1980s.  Transit  systems'  operating  budgets  have  increased 
over  time,  which  has  resulted  in  the  federal  share  of  total  transit  operating  reve- 
nues declining  from  16.8  percent  in  1980  to  about  6  percent  in  1992,  according  to 
the  American  Public  Transit  Association.  Transit  agencies  have  compensated  for  the 
decline  in  federal  share  by  obtaining  operating  revenues  from  other  sources,  pri- 
marily higher  state  and  local  subsidy  levels.  State  assistance,  as  a  share  of  total  op- 
erating revenues,  has  increased  about  8  percent  from  1987  to  1991,  with  local  assist- 
ance's share  increasing  about  6  percent  during  the  same  period.  In  contrast,  pas- 
senger fares  as  a  share  of  total  operating  funding  fell  about  5  percent. 

Any  reduction  of  federal  operating  assistance  could  create  additional  burdens  for 
transit  agencies  because  a  series  of  federal  mandates  continue  to  present  them  with 
additional  operating  expenses.  FTA  estimates  that  transit  operating  expenses  asso- 
ciated with  the  ADA,  the  Clean  Air  Act  Amendments,  and  federal  drug  and  alcohol 
testing  requirements,  could  total  about  $850  million  annually  when  fully  imple- 
mented. The  largest  cost  is  for  the  ADA,  estimated  at  $653  million  by  FTA.  Operat- 
ing ejmenses  associated  with  the  Clean  Air  Act  Amendments  are  estimated  by  FTA 
to  be  $155  million  annually,  and  the  costs  for  drug  and  alcohol  testing  are  estimated 
at  $42  million  annually. 
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On  the  other  side  of  the  controversy,  the  Administration  has  decided  to  place  top 
priority  on  capital  fiinding,  which  the  Secretary  of  Transportation  termed  a  "more 
strategic  investment"  in  February  23,  1994,  testimony  before  this  Subcommittee. 
The  Administration's  continuing  commitment  to  capital  investment  stems  from  the 
economic  view  that  such  investments  increase  productivity  and  yield  long-term  re- 
turns on  investments  such  as  job  creation  and  economic  development.  Making  a 
larger  capital  commitment  today  may  yield  more  substantial  long-term  returns  on 
investment  than  will  short-term  operating  subsidies. 

[The  information  from  the  IG  follows:] 

We  have  not  evaluated  transit  operating  expenses  or  transit  agencies  use  of  Fed- 
eral operating  subsidies.  Therefore,  we  are  unable  to  provide  an  opinion  on  this 
issue. 

AMTRAK 

Mr.  DeLay.  Like  my  chairman,  I  am  very  interested  in  reforming 
the  way  Amtrak  does  business.  I  support  Mr.  Wolfs  efforts  to  cre- 
ate a  sort  of  Track  Closure  Commission  to  study  Amtrak.  I  believe 
that  it  is  very  important  to  take  a  close  look  at  all  of  the  routes 
and  by  pulling  politics  out  of  the  equation,  we  will  be  able  to  take 
a  responsible  look  at  those  lines  that  are  not  doing  well  and  decide 
what  to  do  about  it. 

Also,  with  regards  to  Amtrak,  I  would  like  to  discuss  some  plain 
wasteful  spending.  Just  yesterday  in  The  Washington  Times,  I  no- 
ticed a  small  article  that  talked  about  the  results  of  a  nationwide 
Amtrak  poll  regarding  career  occupations. 

Can  you  fmd  out  for  me  how  much  money  is  being  spent  to  con- 
duct these  nationwide  polls  by  Amtrak? 

Are  these  polls  the  business  of  a  passenger  train  company  that 
is  struggling  just  to  stay  afloat? 

[The  information  from  GAO  follows:] 

According  to  Amtrak  officials,  the  "poll"  referred  to  in  the  Washington  Times  arti- 
cle was  actually  a  part  of  a  marketing  effort  that  was  tied  into  Labor  Day.  Families 
were  invited  down  to  Amtrak  stations  in  several  cities  to  learn  about  jobs  on  the 
railroad.  As  part  of  the  "event",  children  were  asked  what  they  wanted  to  be  when 
they  grew  up.  The  story  in  the  Times  reported  the  results.  This  was  not  a  scientific 
poll  and  Amtrak  was  not  able  to  isolate  the  cost  of  querying  the  children  from  the 
rest  of  the  marketing  effort. 

These  educational  efforts  are  designed  to  help  market  train  service  by  establish- 
ing a  familiarity  with  Amtrak  and  its  personnel.  GAO  is  not  able  to  determine  the 
effectiveness  of  these  strategies  at  this  time. 

[The  information  from  the  IG  follows:] 

The  DOT  OIG  does  not  usually  provide  any  oversight  over  AMTRAK  funds.  We 
have  done  so  only  when  specifically  requested  by  AMTRAK  and  the  AMTRAK  IG, 
with  consent  of  the  Appropriations  Committee.  Public  Law  91-518,  Section  805 
states  that  oversight  of  AMTRAK  programs  be  performed  by  the  General  Accounting 
Office  and  a  public  accounting  firm.  Additionally,  AMTRAK  has  an  Office  of  Inspec- 
tor General  which  is  responsible  for  performing  internal  reviews  of  AMTRAK  pro- 
grams. Consequently,  we  have  limited  information  on  AMTRAK's  activities. 

According  to  FRA,  AMTRAK  spent  $7,500  to  conduct  a  marketing  survey  regard- 
ing types  of  occupations,  travel  destinations,  and  travel  companions.  This  informa- 
tion was  used  to  generate  media  coverage  and  awareness  of  AMTRAK  services  and 
the  promotional  "companion  fare."  While  AMTRAK  was  not  able  to  assess  the  im- 
pact of  the  survey  on  increased  ridership,  they  reported  that  36  newspaper  groups, 
77  television  stations,  4  national  radio  outlets  and  4  national  wire  services  pub- 
lished the  survey  results. 

OFFICE  OF  COMMERCIAL  SPACE 

Mr.  DeLay.  Last  year  this  subcommittee  supplied  $6  million  for 
the  Office  of  Commercial  Space.  As  a  Member  of  the  VA,  HUD,  and 
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Independent  Agency  Subcommittee  on  Appropriations,  I  am  very 
curious  as  to  what  this  office  does  that  could  not  be  done  by 
NASA — a  civihan  agency — and  the  Department  of  Commerce. 

I  view  this  a  duplication  of  responsibilities.  Could  you  shed  some 
light  on  this  office  and  their  unique  task? 

[The  information  from  GAO  follows:] 

Mr.  Chairman,  in  1984  the  Congress  enacted  the  Commercial  Space  Launch  Act, 
which  authorized  the  Department  of  Transportation  to  regulate  U.S.  Commercial 
launch  activities.  The  function  was  not  placed  in  NASA  because  it  was  viewed  as 
a  competitor  in  the  commercial  launch  industry.  We  are  currently  looking  into  the 
activities  of  that  office  in  DOT. 

[The  information  from  the  IG  follows:] 

The  responsibiUties  of  the  Office  of  Commercial  Space  Transportation  (OCST)  are 
unique,  and  are  not  duplicative  of  NASA.  The  Commercial  Space  Launch  Act  of 
1984  directs  the  Secretary  of  Transportation  to  act  as  the  focal  point  within  the  Fed- 
eral Government  to  oversee  and  coordinate  commercial  launch  activities.  OCSTs 
dual  responsibilities  include  (1)  licensing  and  regulating  all  U.S.  commercial  launch 
activities  to  ensure  they  are  conducted  safely  and  responsibly,  and  (2)  promoting, 
encouraging,  and  facilitating  commercial  space  transportation. 

The  unique  licensing  and  regulating  functions  involve  reviewing  license  applica- 
tions and  issuing  licenses,  monitoring  licensee  activities,  setting  insurance  require- 
ments, developing  public  safety  requirements  and  standards,  and  assessing  environ- 
mental impacts  of  commercial  space  transportation  activities.  In  support  of  the  pro- 
motion and  facilitation  functions,  OCST  works  with  other  agencies  to  develop  policy 
guidelines  for  free  and  fair  trading  practices  in  the  world  launch  market. 

While  the  functions  performed  by  OCST  are  not  duplicative,  the  location  of  OCST 
in  DOT  is  not  a  requirement.  The  mission  and  function  of  OCST  fits  within  the  pa- 
rameters of  dot's  overall  mission  of  transportation  safety  and  infrastructure,  but 
could  conceivably  be  performed  within  other  agencies. 
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Department  of  Transportation  Budget 

Mr.  Wolf.  Welcome  to  the  Committee.  I  appreciate  your  taking 
time  to  stay  around  this  morning,  too,  in  order  to  make  this  go  a 
little  faster.  A  lot  of  the  questions  that  we  asked  will  be  asked  to 
you  and  you  have  already  heard  them.  So  some  we  will  cover  again 
in  a  different  way  with  you  if  you  take  them. 

One  of  the  concerns,  and  I  know  you  know  my  concerns  on  a  cou- 
ple issues  with  respect  to  employees.  Maybe  at  the  end  of  your  tes- 
timony you  can  cover  it,  and  is  the  idea  of  protecting  jobs.  I  really 
worry,  particularly  you  get  a  man  or  woman  who  has  served  the 
Department  well,  47  years  old,  51,  hard  to  find,  so  a  lot  of  my  in- 
terest is  how  we  downsize  and  still  protect  those  things.  We  can 
get  to  that. 

Why  don't  you  just  begin  in  whatever  way  you  feel  comfortable. 

Opening  Remarks 

Ms.  Stoll.  Thank  you,  Mr.  Wolf. 

First  of  all,  Mr.  Chairman  and  members  of  the  subcommittee,  I 
am  delighted  to  be  here  today  to  discuss  the  Department's  current 
budget.  Congratulations  to  you,  sir,  on  your  appointment  as  Chair- 
man of  the  Subcommittee.  We  certainly  look  forward  to  working 
with  you  and  the  entire  Subcommittee  as  we  examine  the  Federal 
role  in  transportation  programs  and  work  to  provide  sufficient  re- 
sources to  carry  out  that  responsibility. 

At  the  Department,  as  you  understand,  we  have  taken  to  heart 
the  message  from  the  Nation's  voters  demanding  for  effective  gov- 
ernment and  the  message  from  the  governors  and  local  officials 
calling  for  greater  flexibility  for  the  States  and  localities  and  for 
more  authority.  As  you  know,  we  recently  announced  reinvention 
plans  for  the  Department  of  Transportation  which  include  rede- 
signing our  infrastructure  programs  to  give  more  flexibility  to  gov- 
ernors and  mayors,  creating  an  air  traffic  corporation  and  reor- 
ganizing the  Department. 

We  are  committed  to  consolidating,  downsizing,  and  streamlining 
our  organization  to  make  it  more  effective  and  focused  on  its  key 
missions,  safety,  and  investment. 
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We  will  be  consulting  with  you  as  we  develop  our  plans  through- 
out the  rest  of  this  winter  and  the  spring. 

FINANCIAL  MANAGEMENT  REPORTS 

Turning  to  the  subject  specifically  of  this  hearing,  the  status  of 
unobligated  balances  of  funds,  I  want  to  assure  the  subcommittee 
that  in  my  role  as  chief  financial  officer,  I  take  very  seriously  the 
oversight  responsibility  to  assure  proper  use  of  Federal  funds. 

To  do  that,  my  staff"  has  been  developing  for  the  past  year  what 
we  call  an  executive  reporting  framework  that  will  tap  into  the  con- 
solidated accounting  system  and  other  grant  and  financial  manage- 
ment systems  which  we  have  in  the  Department  to  produce  regular 
financial  management  reports  for  the  Secretary  and  other  depart- 
mental officials. 

These  are  reports  that  will  be  user  friendly  and  are  directed  to- 
wards making  management  decisions.  They  will  allow  all  levels  of 
the  Department  to  readily  track  the  status  of  our  funds  and  to  flag 
situations  in  a  timely  way  to  take  corrective  actions  if  necessary. 
As  you  know,  we  also  provide  monthly  reports  to  Congress  on  the 
status  of  unobligated  balances  for  all  the  Department's  accounts. 

UNOBLIGATED  BALANCES  OF  FUNDS 

Before  addressing  your  specific  questions,  I  think  it  would  be 
useful  to  provide  an  overview  of  the  Department's  unobligated  bal- 
ances. 

Of  the  $38.6  billion  in  appropriations,  obligation  limitations  and 
exempt  obligations  enacted  by  this  Subcommittee  for  Department 
of  Transportation  programs  in  fiscal  year  1995,  79  percent  is  for  ac- 
counts that  are  statutorily  available  for  more  than  one  year.  An- 
nual accounts  constitute  only  21  percent  of  the  budget.  Hence,  the 
very  structure  of  our  budget  means  we  will  carry  large  unobligated 
balances. 

We  began  fiscal  year  1995  with  unobligated  balances  of  appro- 
priations totaling  $3.19  billion.  This  compares  to  $3.54  billion  at 
the  beginning  of  fiscal  year  1994,  and  $3.85  billion  at  the  beginning 
of  fiscal  year  1993. 

The  decline  is  due  in  large  part  to  declining  balances  of  FAA  and 
Coast  Guard  capital  accounts,  about  $813  million  over  two  years. 
Of  the  $3.19  billion  available  at  the  beginning  of  1995,  over  $700 
million,  22  percent,  is  associated  with  appropriated  highway  dem- 
onstration projects,  while  $1.46  billion  or  46  percent  is  associated 
with  FAA  and  Coast  Guard  capital  programs. 

I  also  want  to  note  that  $166  million  remained  unobligated  in 
Amtrak's  capital  account  at  the  end  of  fiscal  year  1994  which  is  due 
to  our  particular  grant  relationship  with  iWtrak.  Capital  grants 
are  obligated  as  Amtrak's  bills  come  due  and  Amtrak  requests  the 
funds.  At  this  point,  Amtrak  does  have  commitments  against  all  of 
the  $166  million. 

For  our  contract  authority  programs,  we  began  fiscal  year  1995 
with  unobligated  balances  of  contract  authority  totaling  $14,975 
billion,  of  which  $12.2  billion  is  in  the  Federal-aid  highway  ac- 
count. For  most  cases,  these  balances  are  the  amounts  that  were 
not  available  because  of  lower  enacted  obligation  limitations.  How- 
ever, states  do  have  multiple-year  programs  for  use  of  these  funds 
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over  time.  In  some  cases,  transit  grants  and  ISTEA  highway  dem- 
onstration projects,  the  amounts  under  the  acts  were  not  fully  obli- 
gated in  the  past. 

INTRODUCTION  OF  DEPARTMENTAL  BUDGET  OFFICERS 

I  would  be  pleased  to  answer  your  specific  questions.  I  have  with 
me  budget  officers  of  the  Department's  major  operating  administra- 
tions to  provide  additional  information  and  I  would  like  to  intro- 
duce them  briefly.  To  my  right  is  my  Deputy,  Gene  Conti.  To  my 
left  is  Katherine  Collins,  Director  of  the  OST  Budget  OfTice.  Jack 
Basso  is  here  next  to  Gene,  from  the  Federal  Highway  Administra- 
tion. Ruth  Leverence  from  FAA  is  next  to  him.  And,  Admiral  Tim 
Josiah  from  the  Coast  Guard  next  to  her. 

On  this  side,  Arrigo  Mongini  is  next  to  Kathy  and  Janette  Sadik- 
Khan  is  at  the  end.  She  is  from  FTA  and  Mr.  Mongini  is  from  the 
Federal  Railroad  Administration. 

Mr.  Wolf.  Thank  you.  Ron,  do  you  want  to  start?  You  have  to 
catch  a  plane? 

Mr.  Coleman.  No. 

Mr.  Wolf.  I  thought  Mr.  Coleman  had  to  catch  a  plane. 

Mr.  Coleman.  I  thought  about  the  suggested  cutbacks  at  FAA 
and  thought  better  of  it.  I'll  wait  until  tomorrow,  anyway. 

TRAVEL  MORATORIUM 

Mr.  Wolf.  Well,  thank  you  very  much. 

Let  me  ask  you  a  couple  of  questions  and  I  will  get  to  more  spe- 
cifics. Does  it  make  sense,  based  on  the  testimony  this  morning,  for 
a  travel  moratorium  that  is  subject  to  the  Secretary  and  the  admin- 
istrator's action  to  see  if  we  can  make  some  savings? 

We  are  really  talking  about  rescissions  here  and  things  like  that. 
Do  you  have  any  thoughts  with  regard  to  that? 

Ms.  Stoll.  The  1995  budget  already  has  severe  cutbacks  in  trav- 
el across  the  board  but  in  particular  in  the  Office  of  the  Secretary. 
The  people  who  travel,  to  a  good  extent,  are  inspectors  and  oper- 
ations people,  in  FAA,  in  rail,  in  Federal  Highways,  and  these  are 
critical  jobs  that  have  to  be  done. 

In  the  Office  of  the  Secretary,  we  are  already  operating  under 
very  severe  travel  constraints  which  I  believe  were  imposed  by  this 
Committee  initially  last  year.  We  are  living  within  them.  It  is  hard 
to  do  the  business  of  the  Department  if  you  can't  get  around  to 
make  it  happen. 

Mr.  Wolf.  I  understand  that,  but  are  there  not  some  areas  that 
you  could  look  at  with  regard  to  that? 

Ms.  Stoll.  There  are  always  areas  we  can  look  at. 

Mr.  Wolf.  I  would  feel  much  more  comfortable,  frankly,  so  this 
is  not  an  adversarial  process.  I  think  Mr.  Pefia  feels  equally  con- 
cerned about  the  deficit  as  I  do,  so  let  me  put  that  out.  But  I  think 
it  is  something  that  if  you  could  look  at,  and  if  on  these  you  could 
get  back  to  us  next  Friday.  I  think  anything  that  you  feel  com- 
fortable with,  that  way,  it  is  better.  So  if  you  could  look  at  that, 
I  would  appreciate  it. 
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RELOCATION  COSTS 


Also,  what  about  in  the  moving  of  people  around?  Is  there  a  lot 
of  that?  There  is  a  lot  that  goes  on.  I  talk  to  people  in  different 
agencies  and  they  are  just  feeling  that  they  are  pushed  and  pulled. 
The  Park  Service  used  to  have  a  requirement  that  every  three 
years  they  move  people  around.  We  are  talking  about  protecting 
jobs,  and  not  getting  into  the  area  of  safety  in  air  traffic  control, 
clearly. 

Ms.  Stoll.  Air  Traffic  is  the  major  place  in  which  people  are 
moved  around.  Congress  added  back  money  to  the  permanent 
change  of  station  funds  last  year  in  the  1995  budget.  Obviously, 
you  would  know  if  you  were  running  a  business  that,  to  the  extent 
you  can  hire  locally  and  not  have  people  changing  location,  you  are 
doing  right.  But  when  you  have  technically  trained  people  to  do 
technically  important  jobs  and  you  don't  want  to  lay  off  staff,  you 
are  in  a  box  in  which  there  is  only  so  much  you  can  do. 

Moving  a  trained  person  elsewhere  to  perform  the  critical  func- 
tion of  safety  inspections  will  often  turn  out  to  be  the  better  busi- 
ness decision.  Laying  that  person  off  and  hiring  someone  new 
somewhere  else  is  costly  because  you  have  to  send  those  people  to 
training  which  involves  travel,  living  expenses,  tuition  and  so  forth. 

We  are,  in  the  course  of  developing  our  budgets,  always  asking 
people  to  look  closely  at  the  amount  of  money  spent  on  permanent 
change  of  locations.  While  one  could  never  say  one  has  a  perfect 
situation,  we  have  balanced  these  things  that  I  have  just  discussed 
as  we  come  to  the  1995  budget. 

Mr.  Wolf.  The  money  we  put  in  was  with  regard  to  air  traffic 
controllers.  That  is  the  exception,  of  course.  My  problem  is,  having 
worked  in  the  Federal  Government  for  five  years,  that  I  just  know 
there  are  ways  in  the  Department  that  you  could — again,  we  are 
looking  to  save  jobs.  This  is  something  that  we  are  trying  to  make 
it  clear  on. 

I  would  ask  you  to  look  and  see  where  you  can  stop  moving  peo- 
ple around,  certainly  on  a  moratorium  basis.  Again,  that  has  no  im- 
pact on  safety  but  on  other  areas. 

Ms.  Stoll.  We  would  be  delighted  to  do  that. 

Mr.  Wolf.  Particularly  foreign  travel. 

Ms.  Stoll.  Mindful  that  the  major  permanent  change  of  station 
does  involve  the  air  traffic  control. 

Mr.  Wolf.  I  understand  that. 

Ms.  Stoll.  We  will  be  pleased  to  look  at  that. 

[The  information  follows:] 
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The  majority  of  the  Department's  permanent  cheinge-of-station 
moves  is  for  the  FAA  and  Coast  Guard  personnel. 

FAA  Permcinent  Change-of-Station 
Appropriations:   Operations,  F&E,  RE&D 


No^ 

FY  1992 

1,538 

$53.6  M 

FY  1993 

1,616 

61.9 

FY  1994 

1,002 

38.4 

FY  1995  est. 

1,502 

56.6 

The  PCS  moves  funded  within  the  Operations  appropriation  allows 
key  positions  to  be  filled  with  the  best  qualified  people.   The 
ability  to  move  the  right  people  to  the  right  jobs  is  extremely 
iitportant  given  the  current  streamlining,  downsizing,  and 
realignment  efforts  and  the  changing  geographies  of  the  aviation 
industry.   As  critical  vacancies  occur  FAA  must  fill  these 
vacancies  to  ensure  that  there  is  no  interruption  in  safety  or 
service.   As  carriers  enter  or  pull  out  of  the  industry,  and  as 
airlines  establish  new  maintenance  centers,  FAA  must  relocate 
personnel  to  ensure  the  proper  mix  of  operations,  maintenance, 
and  avionics  inspectors  to  handle  the  certificate  workload.   PCS 
moves  also  are  an  essential  element  in  the  career  development  of 
air  traffic  controllers. 

The  PCS  moves  funded  within  the  F&E  appropriation  are  primarily 
associated  with  the  consolidation  or  opening  of  various  NAS 
facilities,  such  as  the  consolidation  of  flight  service  stations 
and  the  closure  of  Level  I  towers. 

Coast  Guard  spends  about  $60  million  a  year,  on  PCS  moves. 
Virtually  all  Coast  Guard  PCS  funds  are  used  to  move  military 
personnel  and  their  families  ($59  million  out  of  the  $60 
million) .   Executing  all  Permanent  Change  of  Station  (PCS) 
transfers  on  established  rotation  periods  involving  personnel 
assigned  to  ships,  aviation,  groups,  group  units,  and  marine 
safety  units,  including  those  personnel  who  support  safety  and 
operations  of  those  units,  are  considered  to  be  essential  from 
both  safety  and  operational  perspectives. 

One  third  of  PCS  transfers  are  non-discretionary.   Included  in 
the  non-discretionary  category  are  retirements,  separations, 
assignment  of  recruits  to  their  first  duty  stations,   and  the 
transferring  of  members  to  and  from  entry-level  occupational 
schools  ("A"  Schools).   Non  discretionary  transfers  affect  all 
operational  units,  therefore  both  the  non  discretionary  transfer 
and  the  replacement  (backfill)  transfers  are  operationally 
required. 

A  moratoriiim  on  PCS  expenditures  would  require  the  involuntary 
extension  of  members  currently  serving  in  arduous  assignments 
such  as  afloat  units,  isolated  duty,  and  overseas  assignments. 
This,  in  turn,  would  likely  result  in  increased  separations  and 
retirements  and  therefore  more  operational  transfers  to  backfill. 

It  is  important  to  note  that  Coast  Guard  has  already  taken 
significant  steps  to  reduce  PCS  costs.   A  DOT  Inspector  General 
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follow-on  audit  (OIG  Project  #  458-002-5000)  completed  in 
September  1994  reviewed  Coast  Guard's  PCS  transfer  practices. 
The  final  report  has  not  yet  been  published,  but  the  exit 
conference  foiond  that  the  average  standard  tour  length  increased 
eight  percent  for  officers  and  tour  completion  rate  for  enlisted 
increased  over  40  percent  from  1989  to  1994.   In  addition,  the 
Coast  Guard  reduced  PCS  funding  in  FY  1995  to  help  alleviate 
shortfalls  in  the  military  and  civilian  pay  accounts.   This 
resulted  in  over  1,100  personnel  receiving  extensions  beyond 
their  normal  date. 
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TRAINING  COSTS 


Mr.  Wolf.  Also,  if  you  would  look  at  the  training  question,  too. 
We  have  had  this  problem  which  we  won't  get  into  today  with  re- 
gard to  the  situation  that  the  IG  is  looking  at  and  some  of  the  costs 
at  Palm  Coast.  If  you  would  look  at  that  carefully  and  get  back  to 
us.  Frankly,  the  air  traffic  controllers  that  have  contacted  us  and 
some  FAA  people  that  have  contacted  us  and  some  of  the  things 
they  were  forced  to  go  through,  I  think  if  the  American  people 
knew.  Frankly,  I  don't  think  it  is  something  you  should  feel  very 
defensive  about  because  it  didn't  happen  during  your  watch,  it  hap- 
pened under  a  different  administration,  but  it  did  happen. 

And  some  of  the  things  I  am  hearing,  I  can  hardly  believe.  My 
sense  is  maybe  this  is  happening  throughout  the  agencies.  So  if  you 
would  look  at  the  training  area,  again  everything  is  with  regard  to 
the  exception  of  safety.  I  want  to  stress  that. 

Ms.  Schiavo  made  the  comment,  safety  is  important,  but  if  you 
could  look  at  the  training. 

Ms.  Stoll.  Yes. 

I  would  like  to  say,  in  the  effort  to  reengineer  and  reinvent  gov- 
ernment, the  effort  that  began  shortly  after  President  Clinton  took 
office,  there  was,  as  you  know,  a  very  severe  downsizing  target  put 
on  every  department.  There  will  be  a  lot  fewer  people  in  the  gov- 
ernment in  a  few  years  than  there  are  now. 

In  our  department,  we  took  this  seriously  and  we  will  be 
downsizing  about  12  percent  from  where  we  stood  at  the  baseline 
last  year  to  four  years  down  the  road  [fiscal  year  1993  to  1999]. 
This  is  the  plan.  It  is  entirely  without  layoffs  and  RIFs,  because 
we  also  are  extremely  concerned  with  the  well-being  of  the  Federal 
employees. 

What  we  have  found  is  that  we  can  downsize.  We,  in  fact,  are 
ahead  of  our  target  now  and  we  have  those  numbers  for  you.  But 
you  must  be  able  to  retrain  people.  If  you  can't  retrain  the  people 
who  are  left  to  fill  the  vacancies  that  have  occurred,  you  are  in  the 
position  of  either  having  to  hire  more  people  which  defeats  the 
downsizing  effort  or  laying  off  the  people  who  no  longer  have  cur- 
rent skills  to  fit  the  jobs. 

As  a  consequence,  in  our  Department,  we  in  fact  have  put  a  high 
premium  on  quality  training  for  our  people  and  we  think  it  goes 
hand-in-hand  with  a  humane  approach  to  downsizing,  that  is,  not 
laying  off  staff. 

Mr.  Wolf.  I  understand  that,  but  the  training  that  took  place 
down  at  Palm  Coast  had  nothing  to  do  with  that.  It  is  really  a 
weird  thing  to  put  people  through  that.  I  don't  know,  maybe  we 
will  have  a  hearing  on  that,  maybe  we  won't.  But  there  is  training 
and  there  is  training. 

I  would  appreciate  if  you  could  take  a  close  look  at  the  training 
again  and  see  if  there  is  something  there.  There  will  be  a  rescission 
bill  and  the  more  you  feel  comfortable  with,  whereby  you  make 
those  decisions  because  you  are  down  at  the  Department,  I  think 
the  better  it  is.  So  if  you  look  at  that,  we  are  not  talking  about 
safety,  but  if  you  would  look  at  it  I  would  appreciate  it. 

Ms.  Stoll.  Certainly. 
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I^^^ELLIGENT  TRANSPORTATION  SYSTEMS 

Mr.  Wolf.  What  about  IVHS.  Are  there  areas  with  the  $310  mil- 
hon  there  that  have  an  unobhgated  balance  and  what  are  your 
thoughts  with  respect  to  that? 

Ms.  Stoll.  $245  million  is  available  for  IVHS  for  1995.  [There 
is  $56  million  available  from  prior  years.] 

Mr.  Wolf.  Would  we  be  hurt  if  there  were  a  rescission  on  some 
of  that? 

Ms.  Stoll.  We  would  be,  yes.  It  is  unobligated  but  it  is  all  in- 
tended for  research  and  development  along  a  spectrum  of  activities 
that  are  going  to  result,  we  anticipate,  in  a  far  more  efficient  trans- 
portation infrastructure.  We  can  certainly  look  at  the  specific  pro- 
grams for  which  these  funds  are  right  now  available  and  get  that 
information  back  to  you. 

You  need  to  be  aware  that  Congress  earmarked  funds  for  IVHS 
last  year  because  I  think  we  do  all  see  it  as  an  extremely  promising 
avenue  for  Federal  investment. 

Mr.  Wolf.  How  much  is  for  research  and  development  versus  the 
deployment  of  the  technology? 

Ms.  Stoll.  $35  million  is  for  pure  research.  The  rest  is  for  devel- 
opment and  operational  testing. 

Mr.  Wolf.  If  you  could  do  that,  I  would  appreciate  that,  too. 

[The  information  follows:] 
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UNOBLIGATED  BALANCES 


Mr.  Wolf.  And  if  it  occurs  to  the  Committee  you  could  put  a 
moratorium  on — and  I  was  half  joking  but  I  was  half  serious  too — 
that  people  don't  go  out  and  say,  gee,  there  was  a  hearing  and  I 
think  they  are  going  to  do  this  so  we  better  shove  this  out  the  door. 

I  would  just  appreciate  it  if  I  could  get  you  to  promise  that  you 
will 

Ms.  Stoll.  We  are  obviously  concerned  about  impoundment  is- 
sues here.  I  don't  think  anyone  is  going  to  go  running  out  the  door 
to  do  this. 

Mr.  Wolf.  I  can  still  hear — and  I  would  put  the  man's  name  in 
but  out  of  courtesy,  I  won't — ^but  you  can  hear  him  saying  as  he 
walked  down  the  hall,  anybody  need  drapes,  anybody  need  this  or 
that,  you  got  it. 

I  can  still  recall  this  room  in  the  Department  of  the  Interior 
where  three  individuals  spent  all  day  long  calling  Congressmen 
telling  them  about  grants  that  were  going  to  be  issued  and  some 
of  the  Congressmen  would  put  out  a  press  release  and  say,  today 
Congressman  X  announced  so  much  is  coming  to  the  district.  I 
have  been  conditioned  to  that. 

I  have  talked  to  Federal  employees  and  I  know  what  goes  on,  so 
I  just — not  the  impoundment  issue,  nothing  constitutional,  but  if 
you  would  be  a  little  careful  in  respect  of  that. 

Again  because  some  of  these  things  may  be  things  you  would 
rather  not  do.  I  know  the  Secretary  came  by  and  he  cares  as  much 
about  this.  You  have  made  progress  and  what  you  are  trying  to  do 
is  important.  But  if  you  could  be  sensitive  to  that,  I  would  appre- 
ciate it. 

Let  me  just  kind  of  postpone  it  and  turn  it  over  to  Mr.  Coleman 
and  then  to  Mr.  Packard.  Then  I  will  come  back. 

RESEARCH  AND  DEVELOPMENT 

Mr.  CoLEMAN.  Thank  you,  Mr.  Chairman. 

I  think  it  is  right  that  an  agency  be  concerned  about  what  was 
appropriated  to  be  expended  during  the  course  of  the  year.  We  had 
difficulties  about  whether  or  not  there  was  a  requirement  that 
those  funds  be  spent  as  intended.  I  for  one  am  very  interested  in 
the  R&D  side  of  doing  some  of  the  things  that  need  to  be  done. 

The  other  issue  that  concerns  people  correctly,  I  think,  is  wheth- 
er the  government  needs  to  be  in  the  forefront  of  funding  those. 
Let's  let  business  fund  it,  we  don't  need  to  help  them.  Government 
should  be  out  of  their  lives.  We  will  continue  to  debate  that. 

When  you  think  for  just  a  moment  about  a  lot  of  the  private  sec- 
tor and  businesses,  they  would  like  to  fund  the  R&D  themselves 
without  help  from  the  taxpayer  or  the  government,  but  I  am  one 
that  says  those  are  legitimate  areas  for  review  and  debate.  I  don't 
think  that  whether  or  not  we  do  research  and  development  and  as 
a  country  ought  to  be  subject  to  the,  "yes,  let's  do  it;  no,  we  don't 
debate." 

I  hope  the  United  States  is  not  going  down  the  path  that  I  see 
too  often,  I  hear  around  here,  we  can't  afford  it  so  let's  not  do  any 
R&D.  We  don't  need  to  do  the  supercollider/superconductor,  space 
stations,  there  are  things  we  can't  afford.  That  may  be  our  future. 
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I  hope  it  is  not.  I  very  much  favor  the  R&D  side.  In  fact,  you  are 
right,  we  did  put  additional  dollars  in  during  the  conference  last 
year  just  so  we  could  say,  yes,  we  think  we  need  to  go  forward 
again  on  the  issue  of  safety. 

We  felt  that  safety  was  really  an  obligation  of  the  federal  govern- 
ment. 

Maybe  it  is  not.  Maybe  we  need  to  get  the  government  out,  but 
let's  have  that  debate  here. 

When  it  comes  to  whether  or  not  you  in  an  agency  should  expend 
the  funds,  I  think  the  debate  is  finished.  I  agree  with  the  Chair- 
man, there  may  be  areas  in  which  we  may  find  cutbacks  coming 
and  we  can  anticipate  those.  The  Department  of  Defense  is  very 
good  at  anticipating  those.  I  think  they  are  probably  the  best.  They 
anticipate  cuts  coming  and  they  begin  immediately  to  have  plans 
to  deal  with  it. 

I  think  this  agency,  like  all  others,  Department  of  Defense  and 
others,  must  begin  the  process  thinking  about  where  we  are  head- 
ed. We  have  one  advantage,  and  you  pointed  it  out,  and  that  is  that 
it  has  been  over  a  year  since  the  administration  released  its  Na- 
tional Performance  Review  report.  So  we  have  had  a  good  begin- 
ning. I  don't  think  it  is  too  much  of  a  surprise  about  the  direction 
in  which  this  administration  intended  us  to  go. 

NATIONAL  PERFORMANCE  REVIEW 

Could  you  review  the  Department's  progress  in  addressing  the 
recommendations  in  the  NPR? 

Ms.  Stoll.  Yes. 

In  1994,  $49.4  million  in  NPR-related  savings  were  enacted  in 
rescission  of  funds  in  four  Department  of  Transportation  areas; 
highway  demonstration  projects,  transit  new  starts  and  bus  funds, 
FAA  airway  science  and  essential  air  service  subsidies.  So  we  took 
steps  on  $50  million  of  rescissions  that  came  out  of  recommenda- 
tions from  the  NPR.  But  in  addition  to  that,  in  the  Department  of 
Transportation,  we  have  implemented  38  percent  of  the  nearly  70 
government-wide  NPR  recommendations  and  30  perecent  of  the  44 
DOT-specific  items  and  efforts  are  underway  to  implement  the  rest. 

The  major  issues  have  involved  downsizing  in  the  Department. 
As  you  have  all  read  in  the  paper,  the  Department  of  Transpor- 
tation was  one  of  the  early  departments  asked  to  move  into  the  sec- 
ond phase  of  the  reinvention  of  government.  It  was  described  accu- 
rately by  Mr.  Mead  this  morning.  There  is  an  activity  now  in  the 
Department  to  flesh  out  options  for  considerable  downsizing  of  the 
Department.  We  are  looking  at  consolidating  the  ten  operating  ad- 
ministrations into  three  for  more  efficient  delivery  of  our  primary 
missions  which  are  safety  and  investment  in  transportation  infra- 
structure. 

We  expect  that  a  report  and  proposal  will  be  ready  in  the  spring- 
time, March  probably,  for  a  rather  fast-moving  reorganization  pro- 
posal. 

STAFF  REDUCTIONS 

Mr.  Coleman.  I  am  concerned,  as  the  Chairman  is,  over  the 
issue  of  personnel.  Everybody  that  works  here,  lives  here  or  any- 
where in  the  United  States,  understands  that  the  Federal  employ- 
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ees  are  an  asset  for  this  country.  I  find  most  Federal  employees, 
contrary  to  the  rhetoric  sometimes  you  here  in  campaigns,  are  very 
loyal,  very  good  American  citizens  who  have  an  interest  in  this 
country  and  want  to  see  it  succeed. 

Excluding  the  41,000  employees  to  be  moved  off  the  Department 
of  Transportation  budget  under  the  air  traffic  control  proposal,  the 
Department  has  proposed  reducing  its  workforce  by  about  10,000 
employees  over  the  next  five  years.  Are  those  reductions  in  addition 
to  those  included  under  the  NPR? 

Ms.  Stoll.  No,  those  are  the  reductions  of  the  National  Perform- 
ance Review,  12  percent  of  the  civilian  population  in  the  Depart- 
ment. We  have  requested  0MB  to  exempt  the  safety  related  FAA 
employees  from  this  so  it  is  a  sizable  down-cutting.  It  is  about 
11,000  people,  altogether,  including  military  personnel  who  would 
be  cut.  This  is  an  orderly  plan  that  moves  forward  based  on 
buyouts  and  on  attrition. 

In  the  reinventing  of  the  Department  that  we  are  now  engaged 
in,  it  is  premature  to  anticipate  further  reductions. 

Mr.  Coleman.  If  you  consolidate  more  than  30  grant,  loan  and 
subsidy  programs  into  three  programs,  is  it  your  view  we  cannot 
save  additional  personnel  in  those  areas? 

Ms.  Stoll.  That  is  not  my  view.  What  I  am  trying  to  say  is  that 
this  is  now  the  major  topic  of  conversation  and  effort  in  the  Depart- 
ment of  Transportation  and  a  proposal  will  be  forthcoming  within 
several  months.  I  think  some  of  the  areas  were  pointed  out  this 
morning,  of  what  appear  to  be  redundancies.  If  this  were  a  busi- 
ness and  one  were  combining  efforts,  one  would  seek  some  reduc- 
tions in  personnel  as  well. 

We  are  at  this  point,  1,600  people  below  our  target  for  1995  on 
the  NPR  downsizing.  We  have  had  successful  buyouts.  But  there 
are  costs.  You  lose  very  good  people. 

Mr.  Coleman.  Every  agency  must  answer  the  question:  how  do 
you  achieve  personnel  reductions  without  harming  the  Depart- 
ment's essential  investment  goals,  essential  safety  needs,  require- 
ments for  the  general  public?  We  have  to  ask  that  question  con- 
stantly, I  am  sure  you  do  on  the  budget  side,  and  I  think  that  we 
need  to  continue  to  be  able  to  answer  that  question. 

Ms.  Stoll.  We  have  had  a  virtual  hiring  freeze  in  the  Depart- 
ment for  the  two  years  I  have  been  there.  I  say  virtual  because  it 
is  not  absolute.  It  is  at  the  Secretary's  discretion  to  fill  certain  key 
vacancies  and,  in  fact,  there  has  been  some  small  amount  of  back- 
filling of  key  people  and  hiring  for  safety  purposes  primarily. 

TRANSIT  operating  ASSISTANCE 

Mr.  Coleman.  As  was  pointed  out  earlier,  we  have  a  large  dollar 
amount — my  figures  show  about  $680  million  in  unobligated  bal- 
ances for  mass  transit  in  formula  grants  including  operating  sub- 
sidies. 

Do  we  have  a  handle  on  why  there  exists  such  a  large  unobli- 
gated balance? 

Ms.  Stoll.  The  major  reason  for  that  is  the  complicated  and  long 
application  process.  It  is  anticipated  that  all  of  those  funds  will  be 
obligated.  The  money  does  not  have  to  be  obligated  in  one  year  and 
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it  just  takes  longer  for  some  communities  to  figure  out  what  they 
need  to  do  and  what  they  are  going  to  do. 

OPERATING  SUBSIDIES 

Mr.  Coleman.  In  the  past,  the  administration  has  proposed  Hm- 
iting  mass  transit  operating  subsidies  and  proposals  have  been 
made  in  Congress  to  terminate  these  subsidies.  If  Congress  were 
to  rescind  a  portion  of  the  $7 10  million  which  was  approved  in  fis- 
cal year  1995  for  operating  subsidies,  what  impact  would  this  have 
on  the  transit  agencies,  particularly  those  in  rural  areas  that  de- 
pend more  heavily  on  Federal  grants? 

Do  we  have  an  analysis  of  that?  Do  we  know  what  the  effects 
would  be? 

Ms.  Stoll.  We  can  get  that  to  you.  We  know  that  all  of  these 
communities  are  expecting  these  funds  and  that  they  have  built 
their  entire  operating  performance  around  it,  including  how  they 
set  their  fares  and  what  they  pay  their  employees.  We  can  cer- 
tainly get  back  to  you  on  that. 

[The  information  follows:] 

The  effect  would  be  uneven  and  inequitable  and  potentially  catastrophic  for  some 
systems.  Under  a  Comptroller  General's  decision,  once  Federal  funds  are  obligated, 
they  may  not  be  reduced  or  eliminated  even  by  congressional  appropriations  action. 
Thus,  those  areas  that  have  already  obligated  their  operating  funds  would  receive 
the  full  benefit  of  those  funds.  Therefore,  the  full  impact  of  a  rescission  would  be 
upon  the  grantees  that  have  not  yet  obligated  their  operating  assistance. 

For  example,  in  Virginia,  both  Norfolk  and  Richmond  have  already  obligated  their 
entire  caps  of  $3.7  milUon  and  $1.7  million  respectively.  However,  the  Common- 
wealth of  Virginia  has  not  obligated  any  of  its  Governor's  apportionment  of  $2.7  mil- 
lion. The  Washington,  DC  area  has  not  yet  obligated  any  of  its  $14.9  million  cap. 
To  date,  $242.1  million  has  been  obligated  of  the  $710  million  and  $467.9  milUon 
remains  unobligated. 

Any  rescission  of  operating  assistance  would  tend  to  hurt  the  smaller  areas,  since 
they  tend  to  obligate  their  operating  caps  at  a  slower  rate  than  do  the  bigger  cities 
such  as  Philadelphia,  New  York  and  Northern  New  Jersey.  In  addition,  smaller 
areas  rely  on  Federal  assistance  for  a  much  larger  share  of  their  budget  (an  average 
of  20  percent  for  areas  under  200,000  versus  4  percent  for  areas  over  1  million). 

All  areas  have  been  promised  the  availability  of  operating  assistance  for  a  full 
four  years.  By  the  end  of  the  four-year  period,  virtually  all  of  the  operating  assist- 
ance (95%)  is  obligated.  To  reduce  operating  assistance  at  this  point  penalizes  those 
grantees  that  have  planned  the  use  of  those  funds  over  one  or  more  years. 

Grantee  fiscal  years  are  not  the  same  as  the  Federal  fiscal  year.  About  half  end 
on  December  31,  the  rest  on  June  30.  Federal  operating  assistance  can  cover  costs 
in  local  fiscal  years  that  have  already  been  completed  or  which  are  just  starting. 
Thus,  even  though  not  all  operating  assistance  ftinds  have  been  obUgated,  in  the 
majority  of  cases,  grantees  will  apply  in  fiscal  year  1995  for  grants  to  cover  costs 
that  they  have  already  incurred.  It  is  too  late  for  them  to  make  financial  adjust- 
ments to  cover  their  active  operating  costs.  A  rescission  of  unobligated  balances  has 
the  real  potential  of  causing  the  financial  collapse  of  some  transit  authorities. 

TRANSIT  NEW  STARTS 

Mr.  Coleman.  There  are  four  Section  3  discretionary  grants — 
new  start  projects — Portland,  Maine,  New  Jersey  Urban  Core,  New 
Jersey  Hawthorne- Warwick  Commuter  Rail,  San  Francisco  Airport 
Bart-Tasman  Light  Rail  projects — accounting  for  60  percent  of  the 
total  of  unobligated  discretionary  funds  for  new  starts  at  the  end 
of  fiscal  year  1994. 

If  you  could  update  the  Committee,  if  you  need  to  do  it  for  the 
record,  that  is  all  right,  on  the  status  of  these  projects  and  why 
there  are  such  large  unobligated  balance  for  these  projects?  I  sus- 
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pect  it  is  not  the  administration  of  the  account.  I  am  very  inter- 
ested in  why  they  would  account  for  such  a  large  part  of  the  total 
of  unobligated  discretionary  funds. 

In  addition,  if  you  could  give  us  your  plans  for  obligating  funds 
for  these  projects  during  the  year  it  would  be  helpful.  I  mentioned 
the  big  ones  and  I  don't  mean  to  leave  anybody  out.  There  are 
probably  other  projects  we  should  all  be  looking  at. 

I  hope  the  tenor  of  this  new  House  majority  will  be  that  we  look 
at  all  of  them.  I  was  highlighting  a  very  large  sum.  My  concern  is 
that  is  where  everyone  will,  A,  look  for  rescissions,  or  B,  cut  the 
1996  budget. 

We  have  two  groups  doing  rescissions  at  this  point,  so  it  is  really 
C.  In  addition  we  have  to  worry  about  the  1996  budgets.  So  we  can 
keep  our  facts  straight.  I  think  it  would  be  good  if  we  had  informa- 
tion as  detailed  as  possible. 

Ms.  Stoll.  On  the  larger  projects? 

Mr.  Coleman.  In  fact,  it  probably  ought  to  be  on  all  of  them.  We 
should  get  a  list  for  all  of  them.  If  nothing  happens  to  those  unobli- 
gated balances,  how  we  would  expend  those  funds,  obligate  them 
for  projects  during  this  particular  fiscal  year.  We  need  to  know 
what  we  are  cutting. 

I  think  that  is  important  for  people  to  understand.  I  know  that 
we  can  have  this  political  debate  until  we  are  all  blue  in  the  face. 
I  don't  intend  to  do  that  in  this  subcommittee.  What  I  want  to  have 
happen  is  for  everyone  to  understand  what  funds  cannot  be  obli- 
gated for  which  project. 

Regardless  of  where  it  is,  we  need  to  know  what  it  is  when  we 
cut.  We  are  going  to  have  to  do  that.  We  need  to  know  what  we 
are  doing  before  we  do  it.  I  think  it  would  be  helpful  to  advise  citi- 
zens about  that  fact.  That  is  part  of  our  obligation  as  representing 
the  citizens.  If  you  can  give  us  that  data,  I  think  it  would  be  help- 
ful. 

Ms.  Stoll.  We  can  and  we  will  get  it  to  you. 

Mr.  Coleman.  Thank  you. 

[The  information  follows:] 

Portland  to  Boston  Commuter  Rail:  The  project  application  currently  lacks  a  13(c) 
certification.  However,  this  is  a  procedural  issue  in  that  the  State  of  Maine  can  not 
sign  off  on  the  labor  agreement  due  to  a  provision  of  the  State  Constitution  prohibit- 
ing incurring  a  hability  against  the  State  without  an  appropriation.  The  State  of 
Maine  is  working  to  solve  this  problem  by  creating  an  independent  authority  which 
would  manage  the  funds  for  the  proposed  service  as  well  as  serve  as  guarantor  for 
any  potential  labor  protection  cost  exposure.  This  issue  is  expected  to  be  successfully 
resolved  during  fiscal  year  1995,  allowing  a  grant  for  the  entire  unobligated  amount 
($38.31  Million)  to  be  approved  in  the  3ra/4th  quarter. 

New  Jersey  Urban  Core:  A  grant  application  for  $101.0  million  is  expected  in  Feb- 
ruary by  the  New  Jersey  Transit  Corporation  (NJTC)  for  the  Secaucus  Transfer 
project.  Approval  of  this  grant  is  expected  in  the  third  quarter  of  this  fiscal  year. 
The  remaining  unobUgated  balance  ($50.49  million)  has  been  applied  to  the  Hudson 
Waterfront  project.  Approval  of  a  grant  for  this  amount  to  Hudson  Waterfront  is 
also  expected  to  be  made  in  the  late  third  quarter. 

New  Jersey  Hawthorne-Warwick  Commuter  Rail:  Planning  for  this  service  is  in 
the  late  conceptual  stages.  A  grant  application  is  not  expected  until  early  fiscal  year 
1996.  ($45,319,000  unobligated) 

San  Francisco  Airport  BART/Tasman  Light  Rail:  The  extension  of  BART  to  the 
San  Francisco  Airport  is  currently  in  the  environmental  process  which  should  be 
completed  during  this  fiscal  year.  BART,  the  grantee,  is  expected  to  request  addi- 
tional funds  for  final  design  work  once  the  environmental  process  is  concluded  and 
the  locally  preferred  alignment  is  agreed  upon.  A  grant  of  $22.5  million  was  award- 
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ed  for  preliminary  engineering  to  the  Airport  project  in  fiscal  year  1992.  This  is  a 
high  priority  project  in  the  San  Francisco  Bay  Area.  Further  progress  on  the 
Tasman  light  rail  extension  project  awaits  a  ruling  by  the  California  State  Supreme 
Court  on  the  validity  of  a  %  percent  sales  tax  levied  in  Santa  Clara  County,  the 
proceeds  of  which  would  provide  the  local  resources  for  the  project  (50  percent 
match).  If  the  case  is  favorably  resolved  and  the  sales  tax  levy  stands,  a  grant  of 
up  to  $32.0  milhon  could  be  approved  for  right  of  way  acquisition  in  fiscal  year 
1995.  This  also  assumes  that  timely  agreement  to  a  fxill  funding  grant  agreement 
for  the  project  could  be  secvu-ed.  Negotiations  for  a  full  funding  grant  agreement 
were  put  in  abeyance  pending  settlement  of  the  court  case.  The  project  is  currently 
covered  by  a  Letter  of  Intent. 

Mr.  Coleman.  And  thank  you  for  the  time,  Mr.  Chairman. 
Mr.  Wolf.  Mr.  Packard. 

REACTION  TO  GAO/OIG  TESTIMONY 

Mr.  Packard.  Thank  you,  Mr.  Chairman.  I  am  sorry  I  was  not 
able  to  hear  your  oral  testimony,  although  I  read  your  actual  state- 
ment that  was  printed  and  submitted  to  us  this  morning. 

If  you  have  not  already  done  so,  I  would  like  to  know  what  your 
response  and  reactions  are  to  the  testimonies  given  this  morning? 
Are  there  some  things  in  it  that  stood  out  as  totally  unrealistic, 
undoable  or  unwise?  Are  there  some  things  in  it  that  you  readily 
recognize  that  were  probably  not  only  doable  but  maybe  rec- 
ommendable?  I  would  like  your  response. 

Ms.  Stoll.  Well,  that  is  a  big  and  open-ended  question,  sir. 

Mr.  Packard.  That  is  a  good  start,  though.  We  will  get  more  spe- 
cific later. 

Ms.  Stoll.  It  is  always  interesting  to  hear  the  GAO  and  the  IG 
converse  about  your  own  department  and  the  views  that  they 
bring.  Much  of  what  they  talked  about  today  were  issues  that  have 
been  brought  to  our  attention.  Some  were  not,  and  we  will  go  back 
and  check  to  see  what  the  grounds  for  some  of  this  is. 

I  think  that  when  you  identify  large  amounts  of  money  and  say 
this  is  questionable  but  you  admit  in  the  next  breath  that  you 
haven't  checked  to  see  whether  these  funds  have  been  obligated, 
there  is  an  issue  here.  We  took  good  notes  on  the  remarks  this 
morning  and  we  will  be  retreating  to  our  books  to  see  whether 
there  is  room  to  make  the  kinds  of  savings  that  I  think  everybody 
in  this  government  wants  to  make  on  every  side  and  every  house 
and  certainly  in  the  White  House  as  well. 

[Additional  information  follows:] 

The  following  information  is  provided  in  response  to  Mr.  Packard's  request  for  my 
response  to  the  testimony  of  the  Inspector  General  (IG)  and  the  General  Accounting 
Office  (GAO).  Numerous  areas  covered  by  the  testimony  of  the  IG  and  GAO  require 
clarification.  Several  areas  included  dated  testimony,  incorrect  assertions,  incom- 
plete stories  or  nonissues.  These  areas  are  discussed  below: 

DISCRETIONARY  GRANTS 

The  IG  stated  that  $2.2  biUion  in  discretionary  grants  could  be  available  for  re- 
scission. To  correct  the  record,  the  total  in  FY  1995  of  discretionary  grants  that  are 
not  distributed  by  formula  is  $1.6  biUion.  This  includes  $1  billion  for  transit  discre- 
tionary grants  (the  rail  mod  fiinds  are  not  included  because  they  are  distributed  by 
formula),  $143  milhon  for  Airport  Grants  (net  of  the  $182  million  committed  to  ex- 
isting Letters  of  Intent)  and  $466  million  for  Federal-aid  highways  bridge  funds. 
Interstate  and  National  Highway  System  discretionary  funds. 
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MAJOR  ACQUISITIONS 

The  IG  stated  that  DOT  had  10  major  acquisitions  pending  for  which  contracts 
had  not  been  awarded.  There  are,  in  fact,  six  projects  pending  contract  award  in 
Coast  Guard  and  seven  in  the  FAA.  All  of  these  projects  were  fully  vetted  through 
the  appropriations  process.  Many  of  the  projects  are  new  awards  and  hence  have 
required  the  lengthy  review  of  alternatives  and  other  steps  in  the  procurement  proc- 
ess before  contracts  can  be  awarded.  Delajdng  these  projects  would  increase  the 
project  costs  and  delay  implementation  of  efficiencies.  For  example,  the  Coast  Guard 
is  planning  option  awards  during  the  second  quarter  of  FY  1995  for  replacement  of 
the  seagoing  buoy  tender  and  the  coastal  buoy  tender.  Coast  Guard  plans  to  reduce 
the  size  of  the  buoy  tender  fleet  once  these  modem  vessels  are  available.  Coast 
Guard  is  also  planning  award  in  the  third  quarter  of  this  year  for  the  47'  Motor 
Lifeboat,  which  will  replace  the  search  and  rescue  capability  of  the  aging  44'  Motor 
Lifeboat. 

CONSOLIDATING  OFFICES 

The  IG  stated  that  similar  functions  in  each  operating  administration — such  as 
accounting,  government  affairs,  public  affairs  personnel  services — should  be  consoli- 
dated and  that  savings  wovild  result  including  office  space  savings.  DOT  is  seriously 
considering  such  consolidation  in  the  context  of  our  current  reorganization  process. 
But,  in  the  first  year  of  implementation,  any  savings  will  be  offset  by  the  cost  of 
consolidation.  With  regard  to  space,  we  would  likely  need  to  incur  costs  to  alter 
space  to  make  room  for  any  new  organization  or  consolidated  office.  The  opportunity 
for  a  reduction  in  headquarters  rent  occurs  only  when  sufficient  space  is  freed  to 
allow  satellite  DOT  locations  to  move  back  to  the  headquarters  buildings  or  to  rent 
out  DOT  space  to  non-DOT  entities. 

AVIATION  ISSUES 

The  IG  recommended  reducing  funds  for  reliever  airports.  The  Committee  should 
be  aware  that  the  percentage  of  airport  grant  funds  allocated  to  reliever  airports 
was  reduced  to  5  percent  by  the  Senate  Appropriations  Report  accompanjdng  the  FY 
1995  DOT  appropriations  bill.  Similarly,  large  airports  that  levy  Passenger  Facility 
Charges  are  required  to  turn  back  a  portion  of  their  federal  formula  airport  grant 
funds  for  use  by  small  airports. 

The  IG  also  stated  that  the  government  was  increasing  the  cost  of  the  airport 
grant  program  by  allowing  airport  projects  to  be  built  in  locations  where  noise 
abatement  would  be  an  issue.  Spending  for  noise  abatement  has  increased  from 
$164  million  in  FY  1990  to  $230  million  in  FY  1994.  This  increase  is  driven  by  Con- 
gress The  recent  reauthorization  of  the  Airport  Grant  program  raised  the  set-aside 
for  noise  abatement  from  10  percent  of  discretionary  funds  to  12.5  percent. 

The  IG  recommended  that  FAA  aircraft;  be  sold.  The  FAA-owned  fleet  of  aircraft 
totals  47,  down  from  55  in  FY  1993.  Of  the  total,  31  are  flight  inspection  aircraft 
used  to  test  navigational  aids.  While  this  workload  may  decline  over  time  with 
widescale  use  of  GPS,  it  is  currently  a  function  critical  to  ensuring  the  safety  of  the 
airspace  system.  FAA  went  through  a  rigorous  cost  comparison  of  lease  versus  pur- 
chase before  buying  these  aircraft.  There  are  4  FAA  aircraft  at  National  Airport. 
In  FY  1994,  for  these  aircraft,  only  8  percent  of  flight  hours  logged  were  for  trans- 
portation, the  balance  was  for  transporting  the  National  Transportation  Safety 
Board  to  accident  sites  (3%)  and  mission-related  training  and  currency  (89%). 

The  IG  recommended  closing  the  FAA's  training  site  in  Florida  (CMD)  and  the 
medical  center  in  Oklahoma  City  (CAMI).  In  fiscal  year  1995,  the  transportation  ap- 
propriations subcommittees  reinforced  their  support  for  funding  for  funding  CMD, 
recognizing  that  greater  use  of  the  facility  was  more  cost-effective  than  renting 
training  sites.  The  following  table  provides  a  cost  comparision  of  CMD  costs  com- 
pared to  cost  of  comparable  facilities  which  indicates  that  CMD  is  competitive  if  not 
lower  than  other  private  or  public  sector  training.  Moreover,  96  percent  of  the  staff 
at  CMD  is  contract. 
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CMD  BUSINESS  PLAN 

Training  Cost  Comparison  (Putnc) 

Cost  Per  Student  Per  Day 

Training  Provider 

In-Residence 

Coinmuler             Field  Delivery 

CMD 

$162 

$133              $51 

GSA  Interagency 
Training  Center 

$95                       $85 

GAO  Training  Center 

$150 

USDA  Graduate  School 

$257 

0PM  Management 
Centers 

$310 

$180 

U.S.  Navy  Leadership 

$122 

i(ii 

CIVID  BUSINESS  PLAN             | 

Training  Cost  Comparison 

Cost  Per  student  Per  Day 

(Private) 

Training  Provider 

In-Residence 

Commuter 

Field  Delivery 

CMD 

$162 

$133 

$51 

XEROX  Institute 

$299 

$249 

Motorola  Center 
for  Continuing 
Education 

$178 

$178 

IBM  Leadership 
Development 
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Wilson  Learning 

94 

Organizational 
Dynamics,  Inc. 

188 

Staub  Patterson 

IBS 

Zenger  Miller 

125 
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The  Civil  Aeromedical  Institute  (CAMI)  is  the  medical  certification,  research,  edu- 
cation and  occupational  health  wing  of  FAA's  Office  of  Aviation  Medicine.  Its  overall 
mission  is  aviation  safety  and  much  of  its  research  is  focused  on  human  factors,  and 
other  research  related  to  passenger  safety  and  pilot  and  crew  fitness  and  perform- 
ance. In  recent  years,  the  National  Transportation  Safety  Board  has  made  over  40 
recommendations  which  required  aviation  safety  support  from  CAMI.  No  other 
agency  assures  ongoing  minimum  health  standards  of  the  nations  650,000  civil  air 
persons  including  68,000  airline  pilots. 

MARITIME  ISSUES 

The  IG  suggested  that  the  U.S.  Merchant  Marine  Academy  should  be  closed  be- 
cause its  cost  per  graduate  of  $150,000  is  too  expensive,  and  because  there  is  no 
public  benefit  from  the  school  since  graduates  go  to  work  in  the  maritime  industry. 
Using  the  General  Accounting  Office's  methodology,  the  cost  per  graduate  at  Kings 
Point  is  about  $91,000,  which  is  the  lowest  per  graduate  cost  of  any  of  the  five  Fed- 
eral academies.  The  per  graduate  cost  at  West  Point  and  the  Air  Force  Academy 
exceed  $250,000  under  the  same  GAO  calculations. 

The  IG  also  said  that  the  existing  State  maritime  academies  perform  the  same 
function.  Like  the  Federal  academy,  the  State  schools  do  an  excellent  job  of  educat- 
ing young  men  and  women  for  careers  in  the  American  transportation  industry. 
However,  all  Kings  Point  graduates  are  obligated  to  accept  commissions  as  Reserve 
Officers  in  the  armed  forces,  whereas  only  a  relatively  few  State  school  graduates 
have  this  obligation.  Moreover,  the  IG  did  not  address  the  role  these  schools  play 
in  continuously  regenerating  the  skilled  labor  force  needed  to  crew  both  govern- 
ment-owned reserve  ships  and  privately-owned  U.S.-flag  commercial  ships  in  times 
of  war  or  national  emergencies.  That  labor  force  is  not  a  static  "pool"  of  people,  but 
rather  a  dynamic  flow  of  individuals  who  move  through  career  ladders  and  various 
related  jobs  both  at  sea  and  ashore.  Consequently,  a  continuing  renewal  at  the  entry 
level  is  necessary  if  we  are  to  maintain  the  personnel  and  skills  needed  for  defense 
related  sealift;.  The  fact  that  graduates  take  jobs  in  the  maritime  industry  upon 
graduation  from  Kings  Point  helps  assure  this  aspect  of  our  overall  readiness  capa- 
bility. 

The  IG  asserted  that  the  maritime  subsidy  programs  have  problems  and  hence 
should  be  eliminated.  However,  no  such  problems  were  specified.  We  are  unaware 
of  any  significant  subsidy  program  problems  that  have  been  identified  by  the  OIG. 
Also  overlooked  was  the  Secretary's  initiative  to  radically  change  the  form  and  sub- 
stance of  Federal  assistance  to  the  maritime  industry.  Our  legislative  proposal  in 
the  last  Congress  sought  to  deregulate  the  industry,  induce  greater  competitiveness 
through  incentives,  greatly  reduce  Federal  outlays,  and  set  the  industry  on  course 
for  achieving  full  international  competitiveness  in  the  next  decade.  In  return  for 
these  lower  levels  of  financial  assistance,  American  vessel  owners  would  agree  to 
provide  full  access  to  their  ships  and  entire  intermodal  transportation  systems  when 
needed  for  sealift.  The  Administration  intends  to  pursue  this  restructuring  and  ra- 
tionalization of  its  maritime  programs  in  the  new  Congress. 

She  also  stated  that  MARAD's  loan  guarantee  program  served  a  special  interest 
and  was  a  high  risk  to  the  taxpayer.  We  must  point  out  that  the  Title  XI  loan  guar- 
antee program  for  ship  construction  is  subject  to  the  Federal  Credit  Reform  Act. 
Loan  guarantees  cannot  be  awarded  without  sufficient  budget  authority  available  to 
cover  the  estimated  risk  of  every  project.  The  subsidy  rate  used  in  FY  1995  of  9.8 
percent  was  within  the  range  of  other  government  guarantee  programs,  that  range 
from  a  low  of  1.72  percent  for  the  rural  housing  insurance  fund  to  a  high  of  56  per- 
cent for  certain  agriculture  programs.  Rather  than  serving  a  narrow  special  interest, 
there  is  a  strong  national  interest  served  by  this  program  in  facilitating  the  revital- 
ization  of  a  major  U.S.  industry:  shipbuilding  and  ship  repair.  The  construction  of 
modern  vessels  (many  of  which  serve  Defense  needs)  and  maintaining  a  strong  base 
of  shipbuilding  skills  are  significant  economic  activities  throughout  the  U.S.  creating 
jobs  both  at  the  shipyards  and  at  hundreds  of  supplier  firms,  as  well  as  serving  na- 
tional security  interests. 

The  IG  claimed  that  the  Ready  Reserve  Force  would  be  better  managed  by  the 
Department  of  Defense  compared  to  its  current  management  by  the  Maritime  Ad- 
ministration. In  a  recent  discussion  with  the  Comptroller  of  the  Department  of  De- 
fense, he  told  the  Maritime  Administrator  and  me  that  based  on  DOD's  studies  it 
is  debatable  whether  the  Navy  could  do  a  better  job  managing  the  RRF.  Moreover, 
he  said  that  Defense  was  pleased  with  MARAD's  management.  The  prompt  call-up 
of  RRF  vessels  to  support  Haiti  operations  was  the  most  recent  example  of  how  well 
the  program  is  being  managed.  MARAD  provides  reserve  ships  available  in  four 
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days  for  $3.1  million  annually  per  ship.  DOD  provides  readiness  on  comparable 
ships  and  the  same  timeframe  for  $8. 1  million  annually. 

COAST  GUARD  ISSUES 

The  IG  claimed  that  Coast  Guard  should  receive  medical  services  from  private 
sources  and  close  its  faciUties.  It  should  be  noted  that  the  Coast  Guard  provides 
health  care  to  active  duty  personnel,  non-active  duty  personnel,  and  their  depend- 
ents from  five  sources.  These  include  Coast  Guard  clinics,  Non-federal  Health  Care, 
DOD  Medical  Treatment  Facilities,  Civilian  Health  and  Medical  Program  of  the 
Uniformed  Services  and  Uniformed  Services  Family  Health  Plan.  Two  of  these  are 
private  health  care  providers.  Coast  Guard's  32  outpatient  clinics  are  only  used 
when  it  is  cost  effective  or  when  health  care  cannot  be  adequately  provided  by  the 
private  sector  of  DOD.  Given  the  geographic  dispersion  of  Coast  Guard  units,  a 
large  number  of  our  personnel  do  not  Uve  in  catchment  areas  of  Coast  Guard  or 
DOD  Military  Treatment  FaciUties  and  hence  receive  their  health  care  in  the  pri- 
vate sector. 

The  IG  suggested  that  the  Coast  Guard's  R&D  facility  at  Groton,  Connecticut  be 
closed  and  that  CG  contract  with  Defense  for  R&D  support.  The  CG  spends  about 
$4.5  million  annually  to  operate  the  Groton  facility.  The  research  work  done  there 
is  focused  on  improvements  to:  Search  and  Rescue,  Waterways  Safety  and  Manage- 
ment, Marine  Environmental  Protection,  Law  Enforcement,  Marine  Safety, 
Servicewide  safety  and  environmental  compliance,  human  resource  management, 
technology  base,  maritime  fire  safety  and  research,  and  ship  structure. 

The  Coast  Guard  already  contracts  out  most  of  its  R&D  work.  Closing  the  R&D 
Center  and  contracting  further  with  DOD  would  not  be  cost-effective.  The  R&D  Cen- 
ter provides  the  core  expertise  needed  to  develop  R&D  project  specifications,  oversee 
project  development  and  help  ensure  that  final  products  reflect  applications  usefial 
to  the  Coast  Guard.  The  R&D  Center  also  combines  the  technical  skill  and  Coast 
Guard  expertise  needed  to  modify  DOD  or  commercial  R&D  efforts  for  Coast  Guard 
use.  Further,  there  are  R&D  areas  that  are  specific  to  Coast  Guard  (such  as  naviga- 
tional aids)  and  are  either  cost  prohibitive  for  industry  to  pursue  or  not  of  primary 
interest  to  DOD  or  other  government  agencies. 

TRANSIT  ISSUES 

The  IG  suggested  that  cuts  could  be  made  in  transit  capital  grants  because  FTA 
did  not  have  stringent  guidelines  on  vehicle  useful  life  or  spare  ratios. 

The  IG's  findings  and  recommendations  on  bus  useful  life  and  spare  ratios  are 
based  on  audit  reports  from  FY  1985  through  FY  1987.  Based  on  the  situation  at 
that  time,  the  IG  called  for  increased  attention  to  FTA's  guidelines  that  bus  spare 
ratios  should  not  exceed  20  percent  and  recommended  increasing  the  required  useful 
life  for  buses  from  12  to  15  years.  At  that  time,  the  IG  maintained  that  extending 
bus  service  life  could  achieve  substantial  life-cycle  cost  savings.  In  May  1994,  the 
IG  agreed  with  FTA  that  a  number  of  developments  (including  the  Clean  Air  Act 
and  Americans  with  Disabilities  Act  requirements)  occurred  af^r  the  audit  reports 
were  completed  which  mitigate  against  changing  these  requirements.  The  current 
situation  is  substantially  different  from  the  mid  1980's,  and  that  there  is  little  to 
be  gained  from  any  change  in  current  policy  since  the  issues  raised  are  being  ad- 
dressed in  an  appropriate  manner. 

With  respect  to  spare  ratios,  FTA  has  used  a  20  percent  spare  ratio  for  operators 
with  more  than  50  vehicles  as  a  guideline  in  management  of  the  Section  9  formula 
program  since  the  mid  1980's.  As  a  result,  the  national  average  spare  ratios  has  fall- 
en from  over  32  percent  in  1984  to  22  percent  today.  Given  that  smaller  fleets  are 
permitted  larger  ratios  due  to  the  need  for  more  flexibility  when  the  overall  number 
of  vehicles  in  a  fleet  is  low,  this  reflects  general  compliance  with  this  guideline.  As 
a  result,  the  spare  ratio  issue  is  an  old  issue  of  concern  in  the  mid  1980's,  but  no 
longer  a  problem. 

With  respect  to  the  useful  life  standards,  while  FTA  permits  operators  to  replace 
buses  after  12  years,  most  larger  operators  wait  much  longer.  The  average  fleet  age 
for  full  size  buses  today  is  8.4  years,  implying  an  average  replacement  age  of  about 
16  years.  Thus,  there  would  be  little  savings  if  the  useful  life  requirement  was 
changed. 

Further,  any  change  downward  would  be  unnecessary  Federal  intrusion  into  local 
decisionmaking.  Program  funds  are  allocated  by  formula  and  their  use  is  up  to  local 
decisionmakers.  If  local  officials  prefer  to  use  their  formula  funds  for  vehicle  re- 
placements, rather  than  to  satisfy  other  capital  needs,  this  is  appropriate.  For  exam- 
ple, many  agencies  are  replacing  vehicles  with  alternative  fuel  buses.  In  this  case, 
FTA  permits  operators  to  temporarily  exceed  the  spare  ratio  guideline,  to  allow 
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operational,  maintenance,  and  personnel  training  issues  with  alternative  fuel  buses 
to  be  resolved  without  disrupting  service. 

The  IG  called  for  increased  attention  to  rail  spare  ratios  and  has  recommended 
increasing  the  required  useftil  Ufe  for  rail  cars  from  25  to  30  years.  FTA  is  already 
managing  these  issues  appropriately.  There  is  little  to  be  gained  from  any  change 
in  current  policy  of  requiring  vehicles  to  reach  25  years  of  service  prior  to  allowing 
Federal  funds  to  be  used  for  their  replacement  and  requiring  a  reasonable  spare 
ratio. 

While  FTA  permits  operators  to  replace  rail  cars  after  25  years,  most  operators 
wait  much  longer.  The  average  fleet  age  for  rail  cars  today  is  17.8  years,  implying 
an  average  replacement  age  of  over  35  years.  Thus,  there  would  be  little  savings 
if  the  useful  life  requirement  was  changed.  Fixed  Guideway  Modernization  funds 
are  allocated  by  formula  and  their  use  is  up  to  local  decisionmakers.  If  local  officials 
prefer  to  use  their  Fixed  Guideway  Modernization  funds  for  vehicle  replacements, 
rather  than  to  satisfy  other  capital  needs,  this  is  appropriate. 

Because  there  is  substantial  variation  from  operator  to  operator,  FTA  has  not  set 
a  national  rail  spare  ratio  guideline.  However,  FTA  has  asked  that  new  purchases 
involve  only  a  reasonable  number  of  spares.  As  a  result,  there  is  a  national  average 
rail  vehicle  spare  ratio  of  about  25  percent  today.  While  these  are  some  fleets  with 
much  higher  spare  ratios,  there  are  usually  mitigating  reasons.  The  procvirement  of 
rail  cars  is  a  three  to  five  year  process.  Because  of  long  lead  times,  transit  agencies 
have  to  consider  rail  car  needs  five  to  10  years  into  the  future.  For  example,  while 
Washington  METRO  had  about  100  more  vehicles  than  needed  for  immediate  serv- 
ice requirements  in  1993,  it  had  acquired  vehicles  as  part  of  large  orders  in  antici- 
pation of  the  service  expansions  required  as  new  lines  opened.  Because  of  the  large 
engineering  and  design  costs,  it  is  not  cost-effective  to  buy  smaller  numbers  of  rail 
cars.  In  other  cases,  there  may  be  excessive  spares  at  any  particular  time  if  an  oper- 
ator is  in  the  process  of  replacing  vehicles  and  has  not  yet  retired  the  older  ones. 
BART  in  San  Francisco  had  about  100  more  vehicles  than  needed  for  immediate 
service  requirements  in  1993,  both  because  it  was  replacing  vehicles  and  because 
it  was  in  the  process  of  building  new  lines. 

Another  important  factor  in  this  issue  is  the  Americans  with  Disabilities  Act.  Rail 
operators  are  required  to  have  at  least  one  fully-accessible  car  per  train.  This  has 
required  transit  operators  to  acquire  new  cars  faster  than  would  have  otherwise 
been  necessary,  and  as  a  result,  to  have  more  spares. 

In  sum,  the  IG's  estimate  of  nearly  1,000  excess  spare  rail  vehicles  is  over-esti- 
mated. The  true  number  of  closer  to  400,  most  of  which  have  been  purchased  for 
clear  operational  needs  and  purchase  efficiency  reasons. 

Federal  operating  assistance  is  now  a  very  small  share  of  local  transit  operating 
budgets  in  the  larger  urbanized  areas,  and  thus  is  unlikely  to  have  any  effect,  one 
way  or  the  other,  on  the  efficiency  of  transit  service.  Since  1984,  transit  operating 
efficiency  has  stabilized,  reversing  a  longer  trend  of  declining  efficiency  (in  terms 
of  operating  costs  per  revenue  vehicle  hour).  In  the  smallest  areas,  which  rely  on 
Federal  funds  for  the  largest  part  of  their  operating  budget,  operating  costs  per  rev- 
enue vehicle  hour  are  much  lower  than  in  the  largest  areas.  In  essence,  this  means 
that  transit  operating  efficiency  is  more  a  function  of  local  conditions  than  it  is  re- 
lated to  the  amount  of  Federal  operating  assistance  used. 

In  any  case,  reljdng  solely  on  internal  economic  measures  as  a  way  of  gauging 
transit  performance  is  misleading.  Transit  is  called  on  to  perform  a  variety  of  public 
policy  functions,  which  are  sometimes  in  conflict.  To  varying  degrees  in  each  area 
it  serves,  transit  provides  basic  mobility  to  low  income  persons,  helps  relieve  conges- 
tion by  providing  peak  period  service  to  commuters,  and  assures  livable  metropoli- 
tan areas  by  providing  convenient  service  for  a  variety  of  trip  purposes  for  urban 
area  residents.  Each  of  these  functions  produce  different  benefits,  and  it  is  up  to 
local  decisionmakers  to  balance  between  them.  Counting  ridership  as  a  single  meas- 
ure of  the  worthiness  of  transit  service  is  thus  misleading,  because  local  officials 
may  well  have  chosen  to  emphasize  providing  service,  which  while  costing  more  per 
ride,  produces  more  of  the  kinds  of  benefits  they  feel  are  most  important.  For  exam- 
ple, demand-response  service  for  disabled  persons  costs  about  five  times  as  much 
per  ride  as  regular  fixed  route  service. 

The  IG  claimed  that  both  the  FHWA  and  FTA  staff's  could  be  reduced  substan- 
tially by  limiting  the  Federal  role  in  overseeing  the  use  of  grant  funds.  Yet,  over 
the  last  several  years,  the  IG  has  recommended  that  FTA  improve,  not  decrease, 
its  oversight  by  expanding  its  triennial  review  process  and  enhancing  its  monitoring 
of  grantee  activities.  Further,  the  IG  testified  that  such  a  reduction  in  FTA  over- 
sight would  empower  states  and  transit  authorities  to  decide  how  best  to  use  the 
grant  funds  and  give  them  the  incentives  to  use  the  fiinds  effectively  and  efficiently. 
One  cannot  levy  additional  requirements  at  the  same  time  one  argues  that  less 
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oversight  is  appropriate  and  that  states  and  transit  authorities  be  allowed  to  deter- 
mined how  to  best  utilize  Federal  assistance. 

RSPA  ISSUES 

The  IG  claimed  that  the  aviation  data  collected  and  maintained  by  RSPA  was  not 
useful  and  did  not  serve  safety  purposes.  We  disagree.  The  aviation  data  includes 
detailed  financial  information,  origin  and  destination  traffic  information,  and  inter- 
national passengers.  The  data  is  used  by  airlines  and  policy  makers  to  further  com- 
petition. For  example,  the  information  is  used  by  the  Office  of  the  Assistant  Sec- 
retary for  Aviation  and  International  Affairs  for  airline  negotiations  with  foreign 
countries,  and  for  review  of  merger  and  new  entrant  applications. 

The  IG  suggested  that  the  Volpe  National  Transportation  Systems  Center  (Cen- 
ter) be  privatized.  This  federal  R&D  Center  operates  on  a  cost-reimbursable  basis 
and  is  funded  by  DOT  and  other  sponsors  who  have  an  interest  in  transportation. 
These  sponsors  rely  on  the  Center  and  its  wide  expertise  in  transportation  tech- 
nology because  of  the  considerable  value  they  receive  for  their  dollar.  The  Center 
enjoys  many  of  the  strengths  of  the  best  private  firms,  but  its  employees  and  capa- 
bilities remain  a  Federal  entity.  This  is  a  desirable  structure,  as  Volpe  staff  shape 
Federal  programs  and  poUcies,  and  can  quickly  and  routinely  enlist  competitive  con- 
tractors and  universities  to  serve  on  project  teams  in  ways  unavailable  to  them  as 
a  private  entity.  This  is  because  of  the  considerable  Federal  procurement,  integrity 
and  conflict  of  interest  regulations  that  hold  Center  staff"  to  a  high  standard. 

RESEARCH  AND  DEVELOPMENT— ITS 

Both  GAO  and  the  OIG  suggested  that  the  ITS  program  should  be  looked  at  for 
funding  reduction,  that  there  was  no  urgency  for  investment  in  this  area.  We  take 
strong  issue.  Intelligent  transportation  systems  technology  can  be  used  to  improve 
productivity — for  example  by  facilitating  toll  collections  and  eliminating  the  need  for 
truck  weigh  stations,  both  of  which  cause  delays — and  to  reduce  congestion. 

It  has  also  become  clear  that  some  systems,  such  as  electronic  toll  collection,  will 
go  forward  with  little  need  for  public  intervention.  However,  many  user  services  de- 
pend on  the  development  of  both  an  information  and  communications  infrastructure 
in  metropolitan  areas  or  across  a  state  (in  the  case  of  a  rural  application).  Without 
these  building  blocks,  there  will  be  insufficient  information  to  create  a  private  mar- 
ket for  various  products,  such  as  in-vehicle  navigation  or  customized  travel  informa- 
tion. There  will  also  be  insufficient  information  to  provide  the  public  services  of  ad- 
vanced traffic  control,  electronic  clearance  for  commercial  vehicles,  congestion  pric- 
ing or  enhanced  emergency  management.  More  importantly,  without  a  commitment 
that  this  infrastructure  will  be  in  place,  it  is  clear  that  vehicle  manufacturers  will 
not  take  the  risk  of  developing  collision  avoidance  or  on-board  detection  features 
that  depend  on  such  external  infrastructure.  If  the  United  States  is  to  be  competi- 
tive in  a  global  market,  we  must  invest  in  these  cutting  edge  technologies. 

Mr.  Packard.  I  don't  want  to  put  you  on  the  spot  more  on  that 
issue,  but  if  this  Committee,  and  we  won't,  I  don't  believe,  but  if 
we  said  to  you  we  want  to  rescind  from  the  1995  budget  $500  mil- 
hon,  do  you  have  in  mind  some  places  that  you  would  go  to  to  say 
we  can  conform  to  your  request? 

Ms.  Stoll.  I  suppose  we  might  start  with  highway  demonstra- 
tion projects. 

HIGHWAY  DEMONSTUATION  PROJECTS 

Mr.  Packard.  How  would  you  identify  which  ones  should  be  cut 
and  which  ones  wouldn't  be  without  getting  into  the  political  mo- 
rass? 

Ms.  Stoll.  I  think  that  is  the  problem.  I  should  think  if  you 
wanted  to  cut  $500  million  and  you  established  it  as  a  target,  that 
we  could  come  back  from  the  administration  with  a  proposal  to 
meet  that. 
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IMPACT  OF  DOWNSIZING  DEPARTMENT 

Mr.  Packard.  I  believe  I  understood  from  your  answers  to  pre- 
vious questions,  that  in  your  restructuring  proposals  of  the  Depart- 
ment, that  you  have  taken  into  consideration  the  FTE  reductions 
that  you  elaborated  on.  I  don't  remember  the  figure,  but  it  was 

Ms.  Stoll.  It  is  about  11,000  people — ^both  military  and  civil- 
ian— over  a  five-year  period  and  that  was  as  a  consequence  of  the 
downsizing  initiated  by  the  Vice  President's  program. 

Mr.  Packard.  What  kind  of  budget  reduction  will  that  have? 

Ms.  Stoll.  We  have  estimated  that  we  have  saved  about  $250 
million  at  this  point,  and  that  is  based  on  a  reduction  of  4,000  peo- 
ple that  has  already  taken  place. 

RESCISSION  OPTIONS 

Mr.  Packard.  In  the  testimony  this  morning,  it  mentioned,  I  be- 
lieve, that  there  were  10  contracts  that  were  not  awarded  as  yet 
regarding  acquisitions.  What  I  am  asking  you  for  is  what  your  rec- 
ommendations would  be  in  terms  of  this  committee  coming  up  with 
a  substantial  amount  of  rescissions?  I  think  we  are  under  some  ob- 
ligation to  look  at  every  department  in  terms  of  what  kind  of  re- 
scissions can  we  put  together  in  the  next  few  weeks. 

Ms.  Stoll.  With  respect  to  the  10  contracts  that  were  identified 
this  morning,  there  are  plans  to  award  many  of  them  within  the 
next  few  weeks,  within  the  next  month. 

With  respect  to  how  we  can  move  forward  on  rescissions,  the 
President's  budget  is  coming  out  about  a  month.  It  will  give  you 
the  administration's  views  on  downsizing.  We  obviously  can't  dis- 
cuss what  the  1996  budget  is  going  to  be.  We  are  not  going  to  get 
out  ahead  of  the  President's  budget  at  this  hearing  today. 

You  know  that  this  Department  has  been  asked  over  a  five-year 
period  to  reduce  outlays  by  close  to  $7  billion.  As  I  said,  we  were 
one  of  the  five  departments  that  had  the  fortune — good  or  bad — to 
be  selected  to  come  up  with  a  way  of  dealing  with  this.  In  fact,  we 
have  proposed  to  0MB — and  are  in  the  process  of  a  give  and  take 
now  over  that — a  program  that  would  reduce  this  Department's 
budget  by  close  to  $7  billion  in  outlays  over  a  five-year  period. 

Mr.  Packard.  That  deals  with  next  year's  budget.  Will  his  budg- 
et proposal  address  this  year's  rescission  process? 

Ms.  Stoll.  It  is  possible  that  a  rescission  proposal  will  come  up 
with  it. 

Mr.  Packard.  I  guess  what  I  am  saying  is,  and  I  hope  I  reflect 
the  feelings  of  the  Members  of  the  committee,  that  it  would  be 
much  more  preferable  for  us  to  not  have  to  tell  the  Department 
where  we  want  to  cut  what  we  want  to  include  in  a  rescission  bill 
from  Transportation,  but  rather  have  Transportation  tell  us  what 
they  think  they  can  contribute  to  the  rescission  bill.  I  don't  think 
we  want  to  be  in  a  position  of  micromanaging  the  Department  to 
the  point  where  we  say,  this  is  where  you  got  to  cut,  you  got  to  cut 
here  and  there.  Obviously  that  is  the  purpose  of  these  hearings  is 
to  try  to  see  what  some  recommendations  are. 

We  have  got  a  substantial  amount  of  them  this  morning  and  this 
afternoon.  And  what  I  am  trying  to  suggest  is  the  Department 
ought  to  know  that  we  are  looking  for  ways  to  cut  back  the  1995 
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budget  through  the  rescission  bill.  We  would  like  your  help  in 
doing  that. 
Ms.  Stoll.  We  understand. 

FHWA  STAFF  LEVELS 

Mr.  Packard.  And  I  didn't  see  in  your  statement,  your  written 
statement,  that  there  is  a  great  deal  of  unobligated  funds  available. 
I  think  that  came  up  loud  and  clear  in  your  statement. 

Let  me  re-ask  the  question,  one  of  the  questions  I  asked  earlier, 
and  that  is  relative  to  FHWA  and  their  staff  or  their  FTEs.  Their 
mission  and  function  has  been,  I  think,  greatly  reduced  over  the 
years  by  virtue  of  transferring  the  money  to  the  States  and  it  has 
passed  back  money  that  the  States  then  simply — there  is  a  mon- 
itoring function,  and  of  course  the  safety  issue  is  very  important, 
but  I  understand  that  you  have  somewhere  in  the  area  of,  what, 
close  to  4,000  employees  in  this  agency? 

Ms.  Stoll.  Right. 

Mr.  Packard.  And  my  question  I  guess  is,  are  they  essential  to 
the  safety  issue  and  to  the  monitoring  issue  when  the  States  are 
doing  much  of  the  work  on  formula  distribution  money  with  very 
little  discretionary  money? 

Ms.  Stoll.  About  2,500  of  those  people  are  what  we  call  "in  the 
field"  I  would  like  to  ask  Mr.  Basso  from  the  Federal  Highway  Ad- 
ministration just  to  comment  briefly  on  what  it  is  these  people  do 
with  respect  to  safety  and  monitoring. 

Mr.  Basso.  Yes,  sir.  First,  Mr.  Packard,  let  me  just  comment,  we 
have  about  3,850  employees.  Of  that,  almost  700  are  motor  carrier 
safety  inspection  and  enforcement  personnel.  Another  600  or  so  are 
in  our  direct  Federal  operations  actually  building  roads  on  Federal 
lands.  There  are  about  1,500  employees  who  are  actually  engaged 
in  Federal-aid  work  in  the  field.  Contrary  to  what  may  appear  to 
be  the  case,  the  monitoring  requirements,  even  in  ISTEA,  haven't 
changed  except  for  one  area  significantly.  Project  approvals  are  still 
required  for  most  projects  and  we  handle  about  $20  billion  in  obli- 
gations a  year  that  relate  to  those  project  approvals. 

There  have  been  other  technical  requirements  that  have  been  im- 
posed in  the  area  of  clean  air,  technology  transfer  and  so  forth. 

The  other  number  that  I  think  you  would  be  interested  in  know- 
ing, though,  is  that  looking  back  to  1980,  there  were  5,300  employ- 
ees and  a  smaller  program.  There  are  3,850  today  and  our  motor 
carrier  area  has  increased  from  almost  200  employees  to  almost 
700.  There  have  been  pretty  significant  reductions  in  the  grant  pro- 
gram areas. 

Mr.  Packard.  How  many  regional  field  offices  do  you  have? 

Mr.  Basso.  We  have  52  division  offices,  as  mentioned  this  morn- 
ing sir,  and  9  regional  offices. 

Mr.  Packard.  Is  a  good  deal  of  the  safety  and  monitoring  activi- 
ties done  through  your  State  agencies  as  they  receive  the  funds  and 
actually  do  the  construction? 

Mr.  Basso.  Yes,  sir.  In  fact,  I  would  say  that  safety  activities,  the 
actual  design  and  construction  of  roads  are  clearly  done  by  the 
States.  Oversight  and  monitoring,  project  approvals,  special  areas 
of  engineering  are  areas  where  we  have  a  specific  role.  For  exam- 
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pie,  in  the  bridge  program,  we  have  personnel  supplying  technical 
expertise  to  the  States. 

Mr.  Packard.  I  think  that  will  be  an  area  that  we  will  look  at 
closely,  and  hopefully  you  will  also,  in  terms  of  are  the  52  offices 
and  another  9  all  essential.  Can  there  be  some  consolidation  there? 
And  also  reduction  of  staff,  in  that  area.  I  think  that  is  the  whole 
line  of  this  questioning,  is  to  see  if  there  are  ways  to  pare  down 
that  process  and  the  FTEs  in  that  agency. 

TRANSIT  OPERATING  ASSISTANCE 

On  transit,  Ms.  Stoll,  what  are  the — what  is  the  Secretary's 
plans  in  regard  to  transit  operating  assistance?  Is  it  going  to  be 
business  as  usual  on  that? 

Ms.  Stoll.  This  year  transit  operating  assistance  is  at  $710  mil- 
lion. As  you  know,  that  is  a  reduction  from  previous  years  when 
it  was  about  $800  million.  For  the  first  time  in  a  long  time,  there 
was  a  reduction.  Obviously,  this  is  a  subject  that  has  had  a  lot  of 
conversation.  We  are  in  the  process  of  working  on  next  year's  budg- 
et. If  we  can  all  be  patient  until  that  unveiling,  we  will  have  a  pro- 
posal to  deal  with  this. 

FARE  BOX  RECOVERY 

Mr.  Packard.  Has  the  current  system  of — or  transit  systems 
throughout  the  country  met  the  expected  or  the  anticipated  fare 
box  recovery  goals  as  they  were  established  when  the  transit  sys- 
tems were  in  planning? 

Ms.  Stoll.  Perhaps  Ms.  Sadik-Khan  can  answer  that. 

Ms.  Sadik-Khan.  Our  fare  box  recoveries  are  very  similar  to  sys- 
tems around  the  world.  If  you  look  at  the  fare  box  recovery  ratios 
for  areas  over  one  million  population,  you  have  about  a  44  percent 
recovery  ratio.  Those  numbers  go  down  as  you  hit  smaller  systems. 

Mr.  Packard.  Are  we  averaging  about  44  percent  recovery  in  this 
country? 

Ms.  Sadik-Khan.  That  is  for  total.  For  areas  over  one  million  in 
population,  that  is  what  it  is.  It  varies.  In  New  York  City,  for  ex- 
ample, the  fare  box  recovery  ratio  is  well  into  60  percent,  and  it 
varies  according  to  any  particular  area  that  you  might  be  inter- 
ested in  looking  at. 

Mr.  Packard.  When  the  systems  are  designed  and  in  the  plan- 
ning stages,  I  suspect  that  there  are  often  inflated  figures.  Do  you 
have  any  history  as  to  how — what  their  projections  are  during  the 
design  phase  versus  how  they  perform  after  they  are  built  and  op- 
erating? 

Ms.  Sadik-Khan.  Again,  it  is  a  variable  question  and  to  the  ex- 
tent that  there  is  a  particular  system  that  you  would  be  interested 
in,  we  can  provide  that  information  to  you,  Mr.  Packard. 

NEW  transit  systems 

Mr.  Packard.  Do  we  have  any  new  transit  systems — well,  go 
ahead  and  finish.  Do  we  have  any  new  transit  systems  that  are 
being  processed  now,  new  starts? 

Ms.  Stoll.  We  do  have  new  starts  that  have  opened  up.  The 
Guadalupe  corridor  in  Santa  Clara  County  has  opened  and  also 
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sections  of  the  St.  Louis  system.  Sometimes  it  is  not  possible  to  as- 
sess in  the  first  months  after  a  new  transit  system  opens,  espe- 
cially if  only  a  segment  of  it  has  opened,  how  it  will  settle  down 
in  terms  of  the  fare  box  recovery.  Parts  of  Los  Angeles  metro  are 
now  open. 

We  are,  on  a  continuing  basis,  opening  up  segments  of  the  new 
rail  starts  at  this  point.  Some  are  exceeding  expectation  for  rider- 
ship  in  the  first  months  and  some  are  not.  I  think  you  have  to  let 
them  settle  out  a  little  bit. 

[Additional  information  follows:] 

In  1989,  FTA  (then  UMTA)  published  a  report  titled  "Urban  Rail  Transit  Projects: 
Forecast  Versus  Actual  Ridership  and  Costs",  by  the  Volpe  National  Transportation 
System  Center  (VNTSC).  We  requested  this  study  to  improve  the  planing  process 
for  major  transit  investments  by  examining  the  accuracy  of  planning  estimates  of 
ridership  and  costs  available  at  the  time  major  investment  decisions  are  made. 
While  this  information  is  produced  at  several  points  in  time  before  a  project  is  con- 
structed, the  report  examined  ridership  and  cost  estimates  which  appeared  in  draft 
environmental  impact  statements  (DEIS).  The  DEIS  ridership  and  cost  forecasts  are 
important  because,  under  the  former  FTA  planning  procedures,  they  were  the  ones 
available  to  local  decisionmakers  when  they  selected  the  "locally  preferred  alter- 
native" to  take  into  engineering  and  construction. 

The  report  found  that  for  many  of  the  projects  the  planning  estimates  of  costs 
were  underestimated  and  ridership  estimates  were  overestimated  when  compared  to 
what  actually  occurred.  Several  recommendations  were  made  to  improve  planning 
estimates.  These  included  the  apphcation  of  reasonableness  checks  to  compare  plan- 
ning estimates  with  current  experience,  the  use  of  expert  review  panels,  a  more  ex- 
plicit acknowledgment  of  the  uncertainties  inherent  in  forecasts,  and  more  detailed 
engineering  and  higher  capital  cost  contingencies  during  planning. 

Since  the  report  was  published,  FTA  has  emphasized  these  recommendations  in 
its  guidance  on  major  investment  planning  studies.  For  example,  virtually  every 
major  transit  study  now  includes  an  expert  ridership  forecasting  review  panel.  In 
addition  to  the  report's  recommendations,  FTA  has  initiated  research  to  improve  the 
ridership  and  cost  estimation  process.  This  includes  an  analysis  of  the  change  in 
capital  cost  estimates  during  the  project  development  process,  creation  of  a  joint 
FTA/FHWA  research  and  development  program  to  improve  travel  demand  models, 
studies  with  local  agencies  on  better  ways  to  predict  parking  costs  and  the  effect 
of  transfers  on  one's  propensity  to  use  transit,  an  analysis  of  the  effects  of  urban 
design  on  transit  access  and  usage,  and  an  analysis  of  the  factors  which  influence 
operating  and  maintenance  costs.  FTA  and  FHWA  have  also  greatly  expanded  their 
efforts  to  train  State  and  local  planners  in  the  technical  and  procedural  aspects  of 
the  planning  process. 

In  the  Fall  of  1993,  FTA  and  FHWA  issued  new  metropolitan  planning  regula- 
tions which  merged  the  planning  procedures  for  major  highway  and  transit  projects. 
Key  requirements  include  closer  involvement  of  many  more  agencies  (i.e.,  MPO  and 
State  dot's)  in  transit  planning,  and  evaluation  of  a  broad  range  of  alternatives 
for  all  kinds  of  major  investments  irrespective  of  mode.  The  planning  process  is  to 
be  more  open  so  that  various  public  interest  and  citizen  groups  can  have  early  and 
meaningfiil  input.  Also,  with  demand  for  new  start  funds  at  an  all-time  high,  transit 
officials  are  increasingly  seeking  flexible  funding  for  new  start  projects.  The  com- 
petition for  these  funds  is  intense,  and  this  tension  has  also  led  to  more  scrutiny 
of  the  planning  process  by  other  potential  flexible  fund  recipients. 

These  changes,  along  with  others  in  the  new  regulation,  wiU  improve  the  planning 
process  and  lead  to  more  reliable  forecasts. 

PROJECTED  TRANSIT  RIDERSHIP 

Mr.  Packard.  Often  the  approval  process  is  based  upon  their  cal- 
culations and  their  projections  of  ridership,  and  I  would  be  inter- 
ested in  knowing  if  some  of  the  more  recent  systems  that  are  under 
construction  are  meeting  or  averaging  or  coming  close  to  their  pro- 
jected ridership. 

Ms.  Stoll.  Most  of  these  new  starts,  if  not  all  of  them,  are  obvi- 
ously projects  that  have  had  a  great  deal  of  support  here  in  Con- 
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gress.  The  new  start  money  is  discretionary  grant  money  and  it  is 
earmarked  for  these  projects. 

The  analysis  that  goes  behind  the  department's  selection  is  a 
fairly  rigorous  cost-benefit  analysis  that  does  take  into  account 
what  ridership  is  likely  to  be  and  what  the  cost  per  new  rider  is 
going  to  be.  There  are  a  variety  of  models  that  are  used  and  we 
are  held  to  a  fairly  rigorous  standard  by  0MB,  and  then  again,  the 
rigorous  standard  here  in  Congress  of  the  support  for  them. 

Mr.  Packard.  It  may  be  too  much  to  ask,  but  for  any  new 
projects  that  are  in  transit  that  are  projected,  I  would — it  would  be 
nice  if  we  could,  in  our  selection  process,  select  those  that  are  going 
to  be  the  most  cost  effective  and  not  necessarily  deal  with  it  from 
a  political  point  of  view,  which  we  often  do,  but  that  may  be  too 
much  to  ask  from  the  Congress. 

Ms.  Stoll.  The  3-J  report  which  comes  up  here  annually  gives 
that  kind  of  information  about  every  potential  project,  and  that  in- 
formation is  available.  It  is  shared  with  your  staffs.  It  is  very  inter- 
esting information. 

Mr.  Packard.  I  appreciate  that.  I  have  not  been  on  the  commit- 
tee and  thus  I  have  not  seen  it  but 

Ms.  Stoll.  Right.  It  is  a  useful  report.  We  agonize  a  great  deal 
over  it. 

Mr.  Packard.  We  are  going  to  have  to  look  at  transit,  mass  tran- 
sit across  the  country  because  of  the  huge  cost  to  the  taxpayers, 
and  I  have  been  on  transit  boards  at  the  local  level  and  I  am  aware 
of  the  problems,  I  am  aware  of  the  process,  but  the  fact  remains 
is  that  new  starts  are  going  to  obviously  become  more  hard  to  come 
by  simply  because  the  cost-effectiveness  is  one  that  we  may  not  be 
able  to  absorb,  but  at  any  rate,  Mr.  Chairman,  I  have  no  further 
questions  at  the  present  time.  Thank  you. 

REGIONAL  OFFICES 

Mr.  Wolf.  Thank  you,  Mr.  Packard. 

On  the  FTA  and  the  Federal  Highway  offices,  the  regional  of- 
fices, are  they  together? 

Ms.  Stoll.  In  some  cases  they  are,  and  in  some  cases  they  are 
not. 

Mr.  Wolf.  Out  of  the  nine,  how  many  are  together  and  out  of 
the 

Ms.  Stoll.  San  Francisco,  I  know,  shares  because  I  utilized  that 
often  in  my  prior  life. 

Mr.  Wolf.  Would  that  mean  eight  are  not? 

Ms.  Stoll.  That  is  what  I  think,  that  eight  are  not  and  one  is 
at  this  point. 

[Additional  information  follows:] 

FHWA  has  nine  regional  offices  and  FTA  has  10  regional  offices.  Three  are 
colocated:  Atlanta,  GA;  Kansas  City,  MO;  and  San  Franciso,  CA. 

Mr.  Wolf.  I  think  it  would  make  sense  to  put  them  together,  one 
telephone  number.  I  think  for  Virginia,  if  you  are  going  to  go  to  At- 
lanta, I  guess  that  is  where  Virginia  would  go,  that  you  go  and  find 
that  the  FTA  and  the  Federal  Highway  are  together.  And  I  think 
if  the  Secretary  thinks  about  that — I  purposely  avoided  getting  into 
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the  future,  next  year,  and  asking  you  that  but  I  really  think  that 
kind  of  makes  a  lot  of  sense. 

Ms.  Stoll.  The  activity  that  is  now  going  on  in  the  Department, 
a  serious  reorganization,  has  high  on  its  agenda  to  look  at  the  con- 
sohdation  of  field  offices.  It  is  an  obvious  thing  to  look  at  and  we 
are  doing  that  now. 

Mr.  Wolf.  I  think  they  should. 

Per  dollar  savings,  how  many  jobs  does  that  equate  out  to?  And 
I  know  there  are  different  GS  levels  from  18  down,  but  roughly  on 
a  basis  of  your  average  salary,  if  you  save  a  million  dollars,  how 
many  jobs  do  you  save? 

Ms.  Stoll.  About  12  people. 

AMTRAK  ROUTE  CLOSING  COMMISSION 

Mr.  Wolf.  Do  you  have  any  thoughts  about  the  base  closing  com- 
mission concept  on  Amtrak?  And  if  you  don't  want  to  answer  it,  I 
will  respect  that.  On  Amtrak,  just  to  look  at  it,  because  I  think  it 
is  a  difficult  issue. 

I  have  been  a  supporter  of  Amtrak.  I  think,  though,  that  it  is 
very  difficult  for  the  committee  to  make  a  decision — it  should  stop 
here  and  it  shouldn't  stop  there.  I  think  there  are  a  lot  of  factors, 
and  I  think  Mr.  Coleman  raised  a  lot  of  factors  that  you  have  to 
look  into.  I  thought  if  you  have  11  individuals,  probably  a  Governor 
should  be  on  that  too,  who  have  some  understanding  of  this  to  look 
and  say,  okay,  if  you  are  talking  about  this  subsidy  level,  here  is 
what  you  can  have,  or  to  reverse  it  the  other  way,  if  it  is  what  you 
want,  here  is  what  it  is  going  to  cost  you.  If  you  are  not  prepared 
to  do  this  first,  you  can  only  go  this  far,  here  is  what  you  can  get. 

Again,  I  know  this  is  not  necessarily  your  area  and  if  you  would 
rather  not,  but  do  you  have  any  idea  about  that?  I  had  a  base 
closed,  Vint  Hill.  I  accepted  the  process.  I  was  part  of  the  process. 
We  made  our  pitch  and  I  never  screamed.  It  was  fine.  But  I  felt 
that  the  Army  and  the  Defense  Department  had  looked  at  it  in  a 
clear  way.  Do  you  have  any  thoughts  about  it? 

Ms.  Stoll.  I  think  that  the  base  closing  process  did  have  the  ef- 
fect that  you  all  hoped  it  would  have.  That  is,  that  even  if  some- 
thing was  stubbing  your  own  toe  in  your  own  district,  because  you 
respected  the  fairness  of  the  process,  you  were  able  to  live  with  the 
overall  results.  I  think  that  processes  like  that  do  have  their  place 
when  you  have  to  make  cutbacks. 

Amtrak  is  very  diligently,  I  am  sure  you  know  as  well  as  I,  work- 
ing to  put  itself  on  a  businesslike  footing.  They  have  talked  pub- 
licly about  cutbacks  in  routes.  They  have  talked  publicly  about  the 
problems  they  have  to  deal  with  on  current  labor  regulations.  They 
have  their  hands  full  trying  to  put  the  agency  onto  a  businesslike 
footing  because  there  are  many  interests  and  many  reasons  why 
any  one  route  stays  or  doesn't  stay. 

Mr.  Wolf.  Some  because  of  certain  Members  of  Congress, 
though. 

Ms.  Stoll.  To  the  extent  that  a  base  closing  commission  concept 
has  value,  and  obviously  it  would  have  to  be  tailored  for  any  situa- 
tion in  which  it  was  used 

Mr.  Wolf.  Public  hearings  and  everything  else  like  that. 

Ms.  Stoll.  It  could  be  a  useful  device. 
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Mr.  Wolf.  Since  I  had  a  base  closed  and  went  through  the  proc- 
ess, I  thought  at  the  end  of  it  it  was  a  legitimate  process,  an  honest 
process.  Although  maybe  I  didn't  agree  with  it,  I  thought  it  was 
fair  and  I  thought  that  is  all  you  can  ask  for  because,  again,  we 
are  trying  to  reduce. 

FAA  PAY  DEMONSTRATION 

On  the  pay  demonstration  project,  I  don't  know  that  we  can  re- 
scind anything.  Do  you  still  feel  the  same  way?  You  were  opposed 
to  that  last  year. 

Ms.  Stoll.  The  pay  demonstration  project  is  used  in  difficult-to- 
staff  locations.  Only  controllers  and  some  field  safety  maintenance 
people  receive  the  extra  pay.  It  functions  in  approximately  15  loca- 
tions at  this  point.  It  began  in  1989  as  a  pay  incentive  program 
and  it  received  a  temporary  extension  in  the  reauthorization  that 
just  occurred. 

Mr.  Wolf.  So  you  support  the  continuation  of  the  program? 

Ms.  Stoll.  Well,  we  are  implementing  the  continuation  of  the 
program. 

Ms.  Collins.  Sir,  we  did  not  propose  the  extension. 

Mr.  Wolf.  Do  you  support  it? 

Ms.  Collins.  Now  that  it  is  enacted,  we  are  budgeting  for  the 
act  which  has  a  phase  down  of  the  cost. 

ATC  corporation  AND  HEALTH  BENEFITS 

Mr.  Wolf.  Under  the  new  ATC  corporation,  would  they  continue 
to  have  a  pay  demonstration? 

Ms.  Stoll.  That  would  be  up  to  the  board  of  directors  of  the  Air 
Traffic  Control  Corporation. 

Mr.  Wolf.  What  Federal  employees  health  benefits  program — 
what  health  insurance  program  would  they  have? 

Ms.  Stoll.  I  can't  answer  that.  I  don't  know  the  answer  to  that. 

Mr.  Wolf.  Has  anyone  looked  at  that? 

Ms.  Stoll.  There  is  a  committee  in  the  Department  that  is  work- 
ing out  details  for  an  air  traffic  control  proposal.  I  can't  honestly 
answer  whether  or  not  they  have  looked  at  that  particular  ques- 
tion. There  is  a  whole  range  of  issues  regarding  what  happens  to 
any  employee. 

Mr.  Wolf.  That  was  really  important,  though.  That  was  a  major 
debate  in  the  country  last  year  on  FEHBP  and  on  the  Clinton 
health  care  plan  and  a  national  plan.  And  if  you  have  a  child  who 
is  a  juvenile  diabetic  and  has  preexisting  conditions,  that  is  really 
where  the  rubber  hits  the  road. 

That  is  probably  one  of  the  more  fundamental  issues  you  are 
going  to  have  to  deal  with  in  life.  I  think  before  you  send  some- 
thing up,  don't  send  a  package  up  that  doesn't  deal  with  the 
FEHBP.  Deal  with  those  issues,  because  that  would  really  be,  I 
think,  avoiding  the  issue,  and  I  think  you  are  going  to  have  to  be 
careful  too.  Very  few  people  fly  in  Germany.  Germany  is  the  size 
of  Oregon,  and  we  are  the  supreme,  if  you  will,  and  so  I  think  your 
people  are  going  to  have  to  make  it  clear  to  the  air  traffic  control- 
lers. Far  be  it  for  me  to  be  a  spokesman  for  the  air  traffic  control- 
lers here,  but  you  are  going  to  take  them  out  of  the  Federal  retire- 
ment after  three  years.  Is  that  accurate? 
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Mr.  CONTI.  I  don't  know  the  specific  answer  to  the  question,  Mr. 
Chairman.  You  know,  we  do  have  a  group  at  the  Department  that 
is  putting  together  the  proposal.  There  was  a  study  done  last  year, 
that  was  issued  and  these  issues  were  looked  at  and  dealt  with. 

Mr.  Wolf.  Maybe  somebody  could  come  on  up.  I  understand  they 
were  only  guaranteed  for  three  years.  There  is  no  understanding 
of  what  the  FEHBP  will  be  and  preexisting  conditions  and  all  these 
other  things. 

And  the  pay  demonstration  thing,  I  just  don't  know — I  think  be- 
fore you  send  it  up,  and  I  may  support  it,  but  I  don't  think  so  based 
on  what  I  know  now.  I  don't  want  to  get  into  what  do  you  think 
about  the  other  stuff,  but  I  think  you  really  have  to  be  careful 
about  that. 

Mr.  CONTI.  We  appreciate  your  concerns.  We  will  communicate 
them  to  our  colleagues  at  the  Department. 

Mr.  Wolf.  When  are  you  planning  on  sending  that  up? 

Mr.  CONTL  It  will  be  part  of  the  1996  budget  proposal. 

Mr.  Wolf.  Be  careful  you  are  not  just  looking  at  a  way  to  show 
big  numbers  in  the  reduction  of  your  agency  and  you  ought  to  be 
able  to  show  where  it  saves  money,  and  if  you  can  show  where  it 
saves  money,  I  guess  my  question  is,  why  can't  you  do  it  now?  And 
if  you  can  do  it,  then,  we  can  come  in  and  pass  laws  to  exempt  out. 
If  we  really  want  to  be  reinventing  government  and  be  creative,  I 
think  we  can  use  this  as  an  opportunity  and  then  we  could  kind 
of  go  on.  But  I  had  said  to  somebody  the  other  day  we  should  carve 
in  stone  the  names  of  people  who  want  to  do  this  so  that  if  in  six 
or  seven  years  from  now  there  are  major  aviation  crashes  and  peo- 
ple die,  that  we  all  know  what  happened  and  why  and  who  and 
what  the  fundamental  purpose  of  it  was. 

I  have  had  a  very  difficult  time  with  the  Postal  Service  for  this 
reason.  I  have  been  asking  for  months  for  the  Postal  Service  to  ap- 
point one  person  to  be  in  charge  of  Washington,  Maryland,  and  Vir- 
ginia. Mr.  Hoyer,  who  I  work  closely  with  also,  and  finally  today, 
but  after  just  days  and  months  and  they  are  not  having  much  suc- 
cess on  moving  personnel  around.  We  just  had  people  talking  about 
Amtrak,  which  was  another  corporation,  so  the  two  that  I  can 
think  of  and  I  did  my  term  paper  in  law  school  on  Comsat,  the  two 
that  are  actively  out  there,  boy,  just  don't  have  a  real  good  track 
record  and  I  think  you  are  going  to  have  to  be  really  careful.  Be- 
cause if  we  find  out  seven  or  eight,  nine  years  from  now  you  are 
talking  about  Mr.  Mead  did  the  separations  and  things  like  this, 
I  think  it  is  going  to  be  something  so  we  have  really  have  to  be 
careful. 

Ms.  Stoll.  Thank  you  for  your  concerns  and  we  will  forward 
those  concerns  back  to  the  committee  at  the  department  that  is 
working  on  this. 

Mr.  Wolf.  Maybe  whoever  is  doing  it  could  just  come  on  up  and 
see  me. 

I  don't  want  to  keep  you  much  longer.  Let  me  go  through  a  few — 
if  you  can  just  consider,  and  we  will  get  them  to  you  because  your 
memory  may  not  be — to  know  every  question.  The  questions  that 
we  asked  of  Mr.  Mead  and  Mrs.  Schiavo,  if  you  can  sort  of  take 
them  and  look  at  them  too,  kind  of  treat  them  as  a  question  for 
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you,  I  would  appreciate  it.  That  would  save  us  from  going  through 
them. 

COAST  GUARD  BOAT  STATIONS 

Let  me  ask  you  the  Coast  Guard  one,  which  I  think  is  important. 
Last  year's  budget  request  assumed  the  closure  of  14  low  workload, 
low  public  service  small  boat  stations.  The  Coast  Guard  believed 
that  at  least  this  many  stations  could  be  closed  with  little  or  no  im- 
pact, but  these  were  not  sent  up  to  Congress  by  DOT.  Do  you  sup- 
port the  Coast  Guard's  efforts  on  this?  Are  you  looking  at  it  again 
or  what  are  you  doing? 

Ms.  Stoll.  Yes.  We  still  think  it  is  an  area  that  is  worth  pursu- 
ing and  we  are  continuing  to  look  at  it. 

Mr.  Wolf.  I  hope  when  you  send  the  budget  up  you  will  have 
that  in  there  because  I  think  you  all  know  better  than  we  do  with 
regard  to — or  the  Coast  Guard  does  with  regard  to  helicopter  time 
out  at  one  station,  air  station  to  another  place,  and  time  the  boat 
can  get  to  somebody,  and  everything  has  to  be  factored  into  safety, 
so  I  think  it  would  be  helpful  if,  when  you  do  send  that  up,  that 
was  a  recommendation  and  you  actually  had  specific  sites. 

That  doesn't  necessarily  mean  that  Congress  is  going  to  like 
them,  because  you  may  want  to  close  Yorktown  and  I  am  sure  the 
people  of  Virginia  won't  like  it.  But  I  am  more  inclined  to  kind  of 
go  with  your  own,  as  Mr.  Packard,  and  I  think  Mr.  Coleman  said, 
your  feelings  about  it  so  that  you  could — if  we  get  a  certain  number 
that  you  feel  more  comfortable  to  kind  of  work  it  around  your  way. 
So  if  you  could  put  that  in  your  recommendations  when  they  come 
up,  I  think  it  would  be  helpful. 

Ms.  Stoll.  That  is  what  we  did  last  year. 

Mr.  Wolf.  I  don't  think  that  came  up  last  year. 

Ms.  Stoll.  The  closure  of  14  small  boat  units  was  in  the  1995 
President's  budget  that  came  up  and  every  one  of  them  was  re- 
stored. 

Mr.  Wolf.  Every  single  one? 

Ms.  Stoll.  But  as  I  said,  we  still  think  it  is  an  area  worth  pur- 
suing and  we  will  continue  to. 

Mr.  Wolf.  Maybe  15  is  the  number  they  were  looking  for. 

Mr.  Packard.  Maybe  your  idea,  Mr.  Chairman — Mr.  Chairman, 
maybe  your  idea  of  a  base  closing  process  is  not  a  bad  one. 

Mr.  Wolf.  I  even  thought  about  that.  What  I  thought  about, 
Ron,  is  to  do  a  base  closing  commission  in  the  Coast  Guard  and  get 
several  former  commandants  of  the  Coast  Guard  and  other  people 
who  have  a  history  of  working  with  the  Coast  Guard  and  let  them 
look  at  the  role.  This  is  not  the  place  to  get  into  that.  The  staff  said 
DOT  never  told  us  what  the  14  stations  were.  Were  they  listed  in 
the  report  or  were  they  not  listed? 

Ms.  Stoll.  It  may  have  been  that  they  were  not  listed.  That  is 
possible. 

COAST  GUARD  DRUG  INTERDICTION 

Mr.  Wolf.  That  is  the  key.  Maybe  if  we  had  known.  I  don't  think 
that  would  have  helped,  in  fairness  to  you.  But  to  set  that  up,  Ron, 
whereby  you  could  do  that  and  get  some  people  who  are  users,  I 
think  there  is  a  real  question  that  the  Coast  Guard  is  going  to  have 
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to  answer  on  the  drug  interdiction.  We  are  putting  a  lot  of  money 
into  drug  interdiction.  Some  people  feel  it  is  very,  very  successful. 
Others  feel  it  is  really  not.  The  Coast  Guard  has  been  given  a  re- 
sponsibility in  so  many  other  areas,  but  I  think  that  is  going  to 
have  to  go  on. 

The  high  static  balloons  down  on  the  border,  they  are  down  half 
the  time.  What  is  the  relationship  with  regard  to  Customs  on  some 
of  those  things,  but  I  think  that  is  going  to  have  to  be  kind  of 
looked  at. 

AID  TO  FOREIGN  COUNTRIES 

We  did  the  regional  offices.  You  don't  know  of  any  funds,  and  you 
know  everything  at  the  Department  so  if  you  don't  know — with  re- 
gard to  foreign  governments  and  international  highway-oriented 
groups  or  foundations  that  are  getting  them — taxpayer,  foreign 
groups,  foreign  countries  with  regard  to  highways. 

Ms.  Collins.  To  the  extent  that  we  do  work  for  other  countries, 
we  get  reimbursements.  The  Department  has  had  a  longstanding 
program  of  reimbursements  from  Saudi  Arabia.  We  also  have  tech- 
nical assistance  programs  that  are  not  big  dollars  and  we  also 
think  that  that  is  a  benefit 

Mr.  Wolf.  We  give  technical  assistance  to — for  instance? 

Ms.  Collins.  For  example,  for  Russia  or  for  developing  countries. 
We  think  that  that  is  actually  an  opportunity  for  U.S.  industry  be- 
cause of  the  exposure  it  gives  to  our  companies  in  the  transpor- 
tation area. 

Mr.  Wolf.  But  I  think  Ms.  Schiavo  raised  really  a  good  point 
today  on  the  promotion  of  aviation  and  the  regulation  and  safety 
of  aviation.  I  can  understand  promoting  aviation  and  nobody  wants 
to  see  an  American  plane  purchased  more  than  I  do,  but  perhaps 
that  ought  to  be  pushed  into  the  Secretary's  office  or  something 
like  that  so  you  don't  have  promotion  and  regulation  together. 

Ms.  Stoll.  The  technical  assistance  is  primarily  in  the  area  of 
highways. 

Mr.  Wolf.  To  what  countries,  for  instance? 

Ms.  Stoll.  To  Russia.  That  is  the  one  I  know  about.  Jack. 

Mr.  Basso.  Principally  Russia,  Mr.  Chairman.  It  is  a  small 
amount  the  Committee  provided  last  year,  about  $400,000.  It  was 
part  of  the  initiative  to  bring  up  the  level  of  transportation  infra- 
structure outside  of  Moscow,  which  was  a  critical  problem  to  move- 
ment within  the  country,  and  part  of  a  World  Bank  initiative,  I 
might  add,  which  is  much  larger. 

Mr.  Wolf.  Any  other  countries? 

Mr.  Basso.  There  are  some  small  technical  assistance  initiatives. 
Saudi  Arabia  is  principally  reimbursable.  Most  of  the  things  are  re- 
imbursements where  we  are  reimbursed  dollar  for  dollar. 

Mr.  Wolf.  Could  you  let  us  see  the  ones  that  aren't  reimbursed? 
I  think  reimbursement  is  fair  and  a  good  idea. 

LOS  ANGELES  METRO  PROJECT 

We  were  led  to  believe  that  last  fall  the  FTA  suspended  work  on 
the  Los  Angeles  project  for  which  the  Committee  provided  $165 
million  in  fiscal  year  1995.  What  is  the  status  of  that  project  and 
will  the  delay  affect  the  obligation  plan  for  the  year? 
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Ms.  Stoll.  In  the  fall  of  last  year,  FTA  did  suspend  work  on  the 
LA  Metro  project.  The  work  was  suspended  on  one  portion  of  the 
project  only  and  that  was  a  piece  of  Hollywood  Boulevard  that  was 
having  tunneling  trouble  at  that  time. 

In  short  order,  within  about  two  weeks  of  the  closure,  the  MTA 
in  Los  Angeles  came  up  with  a  plan  which  our  Federal  Transit  Ad- 
ministration approved  to  continue  the  tunneling  in  a  safe  and  or- 
derly fashion.  In  fact  the  tunneling  resumed  just  a  few  days  ago 
on  January  6,  1995. 

FTA  had  not  halted  work  on  any  other  portion  of  the  project,  just 
the  section  that  had  the  troubled  tunnel.  The  Committee  earmark 
for  1995  of  $165  million  is  for  the  segment  of  the  project  that  is 
going  through  the  Holljrwood  Hills.  That  is  beyond  where  the  tun- 
neling episode  was.  It  is  not  connected  with  it,  and  work  on  this 
has  been  proceeding.  Major  tunneling  contracts  have  been  awarded 
for  MOS-3,  which  is  what  the  1995  allotment  is  for.  We  are  wait- 
ing on  an  apphcation  for  the  earmark  of  the  $165  million  now. 

PENN  STATION  REDEVELOPMENT 

Mr.  Wolf.  We  will  also  submit  a  number  of  other  questions  that 
we  have  and  we  are  also — I  see  Mr.  Mead  and  Ms.  Schiavo,  we  will 
also  submit  them  to  you,  too. 

The  last  question  that  I  am  going  to  ask  you  is  what  about  the 
money  on  the  Pennsylvania  station  redevelopment?  Has  it  been  ob- 
ligated? 

Ms.  Stoll.  $10  million  from  last  year's  appropriation  was  obli- 
gated. 

Mr.  Wolf.  Not  last  year. 

Ms.  Stoll.  That  is  for  1994. 

Mr.  Wolf.  But  you  weren't  able  to  do  any  for  1995  because 
we 

Ms.  Collins.  It  was  appropriated  contingent  on  authorization. 

FISCAL  YEAR  1995  FUNDS 

Ms.  Stoll.  And  the  authorization  has  not  yet  occurred. 

Mr.  Wolf.  So  if  that  is  rescinded,  it  would  not  be  a  problem  inso- 
far as  it  has  not  been  authorized? 

Ms.  Collins.  It  would  be  a  problem  in  terms  of  the  progression 
of  the  project. 

Mr.  Wolf.  How  would  it,  though,  because  if  it  has  not  been  au- 
thorized. The  thing  that  troubles  me,  I  do  think  they  need  a  new 
station.  Let  me  say  that  for  the  record,  but  who  is  going  to  pay? 
We  just  talked  about  the  burden  that  Amtrak  has.  Have  they 
signed  the  agreements  with  Amtrak?  What  will  the  total  cost  of  the 
project  be? 

Ms.  Collins.  Over  $300  million  is  the  total  cost  of  the  project. 

Mr.  Wolf.  And  how  much  will  Amtrak  pay  of  that? 

Ms.  Collins.  We  will  pay  $100  million  and  then  the  combination 
of  the  State  and  Amtrak  will  pay  the  difference. 

Mr.  Wolf.  But  how  much  has  Amtrak  agreed  to  pay  and  how 
much  has  New  York  City  agreed  to  pay?  How  much  has  the  State 
agreed?  All  three  are  having  a  difficult  time.  New  York  City  is  hav- 
ing a  difficult  time.  The  State  is  having  a  difficult  time  and  Am- 
trak. 
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Ms.  Stoll.  It  is  approximately  $100  million  each,  and  to  my 
knowledge,  the  agreements  have  not  yet  been  finalized.  Is  that  cor- 
rect, Janette? 

Ms.  Sadik-Khan.  An  MOU  was  signed  by  the  City  of  New  York 
and  the  State  of  New  York  through  the  MTA,  Amtrak  and  the  Fed- 
eral Railroad  Administrator. 

Mr.  Wolf.  Has  the  new  mayor  signed  it? 

Ms.  Sadik-Khan.  He  is  party  to  the  contract,  yes,  sir. 

Mr.  Wolf.  How  about  the  new  governor,  Pataki. 

Ms.  Sadik-Khan.  It  was  signed  under  the  old  governor. 

Mr.  Wolf.  What  is  the  status  of  that  MOU?  Is  that  a  legal  sta- 
tus? 

Ms.  Sadik-Khan.  Yes,  sir,  legal  commitment  by  the  parties. 

Mr.  Wolf.  Amtrak  said  they  would  pay  what?  How  much  did 
Amtrak  say  they  would  pay? 

Ms.  Sadik-Khan.  I  think  it  was  a  third  of  the  cost. 

[Additional  information  follows:] 

An  MOU  was  signed  in  1994  with  Amtrak,  FRA,  New  York  State  and  New  York 
Citv.  New  York  City  would  fund  $25  million  and  New  York  State  $75  million.  Am- 
trak intends  to  raise  approximately  $65  million  in  a  bond  offering  backed  by  the 
marginal  retail  revenue  generated  by  the  project,  and  $20  million  from  historic  tax 
credits.  The  Federal  Government  would  provide  $100  million. 

Mr.  Packard.  Mr.  Chairman,  may  I  piggyback  onto  that  point 
and  ask,  are  there  very  many  projects  in  the  1995  budget  that  are 
being  funded  that  are  not  authorized? 

Ms.  Collins.  Several  of  our  accounts  never  received  authoriza- 
tions, such  as  the  Coast  Guard  programs,  the  maritime  programs, 
the  Amtrak  funds,  but  those  appropriations  were  not  made  contin- 
gent on  the  authorization.  We  treat  the  appropriation  as  the  au- 
thorization in  those  cases. 

LOCAL  rail  freight 

Mr.  Packard.  Thank  you,  Mr.  Chairman. 

One  other  question  if  I  may.  I  wasn't  aware  that  we  are  subsidiz- 
ing rail  freight.  Apparently  we  are. 

Ms.  Stoll.  $17  million  was  appropriated  for  this  in  1995. 

Mr.  Packard.  And  for  my 

Ms.  Stoll.  We  requested  that  it  not  be  funded.  In  the  President's 
budget  that  came  up  for  1995,  we  did  not  request  funding  for  the 
Local  Rail  Freight  program. 

Mr.  Packard.  I  was  going  to  ask,  for  my  education,  what  is  the 
rationale  for  funding.  Apparently  you  don't  have  a  good  rationale. 
Thank  you. 

PENN  STATION 

Mr.  Wolf.  I  think  on  the  station,  which  they  do  need  and  if 
there  is  anybody  from  New  York  listening,  but  I  really  believe  until 
the  thing  is  authorized,  I  think  this  is  a  candidate  for  rescission  I 
really  think  that  the  new  governor  is  really  going  to  have  to  be  in- 
volved in  it.  You  are  going  to  have  to  come  up  and  tell  us  on  Am- 
trak. I  want  to  make  sure  we  are  not  putting  such  a  burden  on  Am- 
trak because,  you  know,  it  could  be — so  I  think  this  would  probably 
be  a  candidate. 

Mr.  Coleman.  If  I  might. 
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Mr.  Wolf.  Yes. 

Ms.  Stoll.  Until  it  is  authorized,  we  obviously  aren't  going  to  be 
obligating  those  funds. 

Mr.  Wolf.  No,  but  I  think  then  we  could  have  a  rescission.  Ex- 
cuse me,  Ron.  Go  ahead. 

AMTRAK 

Mr.  Coleman.  We  have  read  a  lot  of  news  about  the  $200  million 
effort  at  cutting  costs  at  Amtrak  recently,  and  I  understand  there 
is  another  board  meeting  in  March  that  has  been  called,  at  which 
they  are  going  to  consider  additional  service  reductions. 

Amtrak  has  drawn  down  about  $492  million  of  the  $772  million 
in  operating  and  capital  subsidies  that  were  appropriated  by  the 
Congress  for  fiscal  year  1995.  If  that  is  the  case,  that  doesn't  leave 
as  much  money  for  rescission  as  some  might  think.  What  impact 
a  rescission  would  have  on  Amtrak  if  Congress  were  to  rescind 
some  portion  of  the  unobligated  balance. 

Ms.  Stoll.  It  would  be  devastating  because  of  the  way  in  which 
Amtrak  gets  its  money  from  us.  The  Amtrak  funds  are  not  obli- 
gated by  the  Federal  Government  until  Amtrak  needs  to  draw 
down  to  pay  its  bills. 

Mr.  Coleman.  Yes,  until  they  actually  get  billed. 

Ms.  Stoll.  That  is  right.  So  commitments  are  there.  Contracts 
are  signed  by  Amtrak  for  services,  and  only  at  the  time  that  the 
money  is  actually  due  is  that  technical  step  taken. 

Mr.  Coleman.  The  appropriation  that  Congress  made  for  the  im- 
provement of  the  northeastern  corridor,  as  I  recall  was  about  a 
$200  million  appropriation  for  fiscal  year  1995.  Will  Amtrak  have 
the  ability  to  sufficiently  utilize  those  funds  given  their  other  eco- 
nomic difficulties,  the  electrification  of  the  Boston  to  New  York  cor- 
ridor and  purchase  of  additional  high  speed  train  sets  may  be  off 
the  table.  Are  those  kinds  of  things  are  being  considered  or  not? 

Ms.  Stoll.  I  think  it  is  not  off  the  table  at  this  point.  It  is  under 
discussion.  The  current  unobligated  balance  for  the  Northeast  Cor- 
ridor is  a  little  over  $213  million.  Amtrak  is  right  now  in  the  proc- 
ess of  evaluating  competitive  proposals  for  high  speed  train  sets 
and  has  reported — we  checked  that  out  just  today — that  their  cur- 
rent schedule  is  on  track. 

Mr.  Coleman.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Mr.  Wolf.  One  last  question.  Under  the  Memorandum  of  Under- 
standing, if — which  I  hope  doesn't  happen  and  I  don't  think  will 
happen,  but  hypothetically,  if  Amtrak  were  to — if  the  people  here 
in  Congress,  of  which  I  am  not  one,  would  like  to  zero  out  Amtrak, 
if  there  were  a  vote  and  they  were  successful  and  so  Amtrak  went, 
who  would  then  assume  the  Amtrak  responsibility,  liability  for 
their  portion?  Would  it  be  the  Federal  Government  or  would  it  be 
New  York  City  or  New  York  State? 

Ms.  Stoll.  We  would  have  to  consult  with  our  attorneys  about 
that.  I  think  that  is  not  a  question  we  can  answer  today. 

Mr.  Wolf.  Because  you  know,  as  you — assuming  everything  goes 
fine  though,  as  you  add  that  burden — ^Amtrak  is  running  in  the  red 
now,  so  as  you  add  that  burden  on,  that  is  just  another  burden  that 
the  American  taxpayer  has  to  subsidize,  and  I  think  until  the  thing 
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with  regard  to  Amtrak  is  resolved,  I  really  think  it  is  one  that — 
you  know,  I  just  think  you  ought  to  be  careful. 

Anyway,  in  closing,  let  me  thank  you  very  much  and  all  of  you 
for  coming.  I  appreciate  it  very,  very  much  and  if  we  could  get  the 
answers  by  next  Friday,  I  really  would  appreciate  it.  We  are  going 
to  have  additional  questions  any  Member  may  submit. 

Ms.  Stoll.  We  will  do  that,  sir,  and  thank  you  very  much. 

TRANSIT  SUBSIDY  BENEFIT 

Mr.  Wolf.  Ms.  Stoll,  in  past  years  this  Committee  has  expressed 
some  concerns  about  the  need  for  the  transit  subsidy  benefit  pro- 
gram, where  DOT  employees  are  given  a  subsidy  to  take  transit  to 
work.  In  the  new  budgetary  environment,  I  am  not  certain  whether 
we  can  continue  paying  employees  to  take  a  particular  form  of 
transportation  to  work. 

Can  you  tell  us  what  this  program  is  costing  the  Department  this 
year,  and  how  many  automobiles  it  is  removing  from  the  highways? 

[The  information  follows:] 

The  total  cost  (for  fare  media  only)  of  the  Transit  Benefit  Program  in  fiscal  yesir 
1994  was  $4,238,977  consisting  of  $2,902,791  in  Headquarters  (4,924  participating 
employees)  and  $1,336,186  in  the  regions  (2,692  participating  employees).  Since  pro- 
gram inception,  in  HQ,  1,235  employees  withdrew  from  the  parking  system  and  300 
turned  in  parking  permits.  Almost  fifty  percent  of  Headquarters  employees  partici- 

[)ate  in  the  program.  In  total,  headquarters  employees  receive  parking  benefits  total- 
ing $6,252,539  representing  pajonents  to  GSA  for  the  parking  facilities. 

Mr.  Wolf.  Is  it  true  that  some  people  have  left  their  car  pools 
and  van  pools  to  receive  the  transit  subsidy  benefit? 
[The  information  follows:] 

Yes,  since  the  programs  inception,  in  the  Department  of  Transportation  1,235 
headquarters  employees  withdrew  from  the  parking  system  and  300  employees 
turned  in  parking  permits.  The  number  of  carpools  and  vanpools  has  dropped  10 
percent  since  December  1991,  although  the  vehicle  occupancy  ratio  has  remained 
stable  at  3  people  per  vehicle. 

ESSENTIAL  AIR  SERVICE 

Mr.  Wolf.  Please  update  the  committee  on  the  current  unobli- 
gated balance  in  the  payments  to  air  carriers  program.  For  the 
record,  provide  estimated  obligations  by  month  for  the  rest  of  the 
year. 

[The  information  follows:] 

The  unobligated  balances  total  $11.6  million  as  indicated  below  by  source  of 
funds: 
Unobligated  FY  1994  Contract  Authority  (available  within  obUga- 

tion  limit)  $1,603,856 

Unobligated  FY  1995  Contract  Authority 4,924,768 

Unobligated  FY  1995  CA,  in  excess  of  obUgation  limitation 1,177,000 

Total  CA 7,705,624 

Unobligated  General  Funds  3,930,014 

Total  CA/GF  11,635,638 

The  projected  obligations  by  month  for  the  balance  of  the  year  are  estimated 
as  follows: 

March $1,190,000 

April  270,000 

May  250,000 

June  

July  60,000 
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August 220,000 

September 60,000 

Total 2,050,000 

EMERGENCY  FUNDS 

Mr.  Wolf.  In  P.L.  103-75,  the  emergency  supplemental  bill  for 
Midwest  flood  relief,  Congress  appropriated  $10  million  for  operat- 
ing assistance  for  the  Coast  Guard,  $175  million  for  FHWA's  emer- 
gency relief  program,  and  $21  million  for  local  rail  freight  assist- 
ance. 

What  are  the  current  unobligated  balances  of  these  programs? 
What  are  the  Department's  plans  to  obligate  these  balances? 

[The  information  follows:] 

The  Coast  Guard  was  appropriated  $10  million  in  Public  Law  (P.L.)  103-75  for 
operating  assistance  associated  with  the  Midwest  Flood  relief.  Those  funds  were  due 
to  expire  March  31,  1994.  However,  P.L.  103-211  reappropriated  $4  million  to  be 
transferred  to  the  acquisition,  construction,  and  improvements  account  for  costs  as- 
sociated with  the  flood.  Of  the  total  emergency  assistance  funding  provided  for  the 
Midwest  flood  relief  by  P.L.  103-75  and  other  laws,  $9.8  million  remained  available 
on  December  31,  1994.  As  directed  by  the  House  and  Senate  reports  accompanjdng 
the  fiscal  year  1995  Department  of  Transportation  and  Related  Agencies  Appropria- 
tions Bill,  the  Coast  Guard  plans  to  obligate  the  entire  $9.8  million  to  rebuild  Coast 
Guard  Base  St.  Louis,  MO,  which  was  damaged  beyond  economical  repair  by  the 
flood. 

The  Federal  Highway  Administration  has  obligated  all  but  $19.6  million  of  its 
flood  relief  funds,  and  plans  to  obligate  all  of  this  balance  by  the  end  of  fiscal  year 
1995. 

The  Federail  Railroad  Administration  obligated  all  of  its  flood  relief  funds  by  the 
end  of  fiscal  year  1994. 

Mr.  Wolf.  The  periods  of  availability  for  the  CG's  operating  as- 
sistance and  local  rail  freight  assistance  programs  were  to  expire 
during  calendar  year  1994.  Have  these  balances  lapsed? 

[The  information  follows:] 

The  Coast  Guard  lapsed  $275,000  of  emergency  funds  made  available  for  Midwest 
flood  relief  Coast  Guard  plans  to  use  the  remaining  unobligated  balance  of  Midwest 
flood  funds  which  did  not  lapse  ($9.8  million)  to  rebxiild  the  flood  damaged  Base  St. 
Louis. 

The  FRA  did  not  lapse  any  of  the  Local  Rail  Freight  Assistance  funds  it  received 
in  emergency  appropriations. 

EMERGENCY  APPROPRIATIONS  AVAILABLE 

Mr.  Wolf.  Is  the  Department  aware  of  any  additional  emergency 
appropriations  that  remain  available  for  obligation?  If  so,  what  are 
the  programs  and  amounts  of  each,  as  well  as  the  Department's 
plans  to  obligate  these  remaining  balances? 

[The  information  follows:] 

The  Federal  Highway  Administration  currently  has  $508  milUon  in  unobligated 
balances  of  emergency  appropriations  which  were  appropriated  in  response  to  spe- 
cific disasters.  A  total  of  $381  million  of  this  balance  are  fiands  that  were  made 
available  for  response  to  the  Northridge  Earthquake.  It  is  anticipated  that  an  addi- 
tional $30  million  will  be  obligated  for  this  earthquake,  which  brings  the  total  obli- 
fation  figure  for  the  Northridge  earthquake  to  $324  million.  All  other  unobligated 
alances  are  still  needed  for  requirements  related  to  the  Midwest  Floods  and  Lomo 
Prieta. 

The  regular  annual  emergency  relief  funding  of  $100  million  has  an  unobligated 
balance  of  $28  million  as  of  mid  January.  This  balance  reflects  a  recent  allocation 
of  $20  million  for  the  flood  damage  in  California  that  occurred  in  early  January.  It 
is  expected  that  future  requests  for  funding  during  the  balance  of  the  year  will  fully 
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utilize  the  remaining  $28  million  and  could  require  drawing  funds  from  that  amount 
authorized  for  Northridge. 

UNAUTHORIZED  APPROPRIATIONS 

Mr.  Wolf.  Please  provide  for  the  Committee  a  listing  of  pro- 
grams that  were  funded  in  fiscal  year  1995  but  were  not  authorized 
for  appropriations  for  that  year.  Include  in  your  answer  any  appro- 
priations that  were  made  contingent  upon  authorization. 

[The  information  follows:] 

Coast  Guard  and  related  activities — 

1.  Operation  and  Maintenance 

2.  Acquisition,  Construction,  and  Improvement 

3.  Research,  Development,  Test  and  Evaluation 

4.  Alteration  of  Bridges  (unless  solved  via  FHWA) 

5.  Environmental  Compliance  and  Restoration 

6.  End-of-Year  Strength  for  Active  Duty  Personnel 

7.  Average  Military  Training  Student  Loads 

8.  Per  Barrel  tax  on  petroleum  that  funds  Oil  Spill  Liability  Trust  Fund 

9.  Authorization  of  Appropriations  from  OSTLF  to  Coast  Guard  for  annual  ex- 
penses 

10.  Funding  for  operation  of  Boat  Safety  Account 
Amtrak — 

1.  Capital  improvements 

2.  Operating  assistance 

3.  Mandatory  pajTnents 
Northeast  Corridor  Improvements — 

Penn  Station/Foley  Post  Office  Bldg  (appropriation  contingent  on  authoriza- 
tion) 

Federal  Railroad  Safety  Act  (FY  1995-98  authorizations  subsequently  enacted 
as  HR  4867) 

Commercial  Space  Launch  Act  (expired  9/30/92) 

PAY  RAISE  AMOUNTS 

Mr.  Wolf.  For  the  record,  please  list  the  amount  of  the  absorbed 
Federal  pay  raise  for  fiscal  year  1995,  by  mode  and  by  appropria- 
tion account. 

[The  information  follows:] 


150 


The  table  below  lists  the  amount  of  the  January  1995  pay  raise  -  including  locality  pay  -  that  is 
being  absorbed  within  amounts  already  appropriated  to  the  Department  of  Transportation. 


DEPARTMENT  OF  TRANSPORTATION 
AMOUNTS  ABSORBED  DUE  TO  THE 
JANUARY  1995  PAY  RAISE 
(in  thousands  of  dollars) 


M(?d9/Apc(?unt 

FHWA  -  Limitation  on  GOE  3,027 

-  Fed.  aid  Highways  184 

subtotal  3,211 

NHTSA  -  Operations  &  Research  600 

FRA  -  Office  of  Administrator  138 


-  Railroad  Safety 

-  Railroad  Res.  &  Devel. 

-  Next  Generation  High  Speed  Rail, 
subtotal 

345 

21 

a 

507 

FTA  -  Administrative  Expenses 

305 

FAA  -  Operations 

-  Facilities  &  Equipment 

-  Res.  Engin.  &  Devel. 
subtotal 

31.200 
1.500 

33.670 

USCG  -  Operating  Expenses 

-  Acq.  Constr.  &  Impr. 

-  Environ.  Comp.  &  Rest. 

-  Reserve  Training 

-  Res.  Devel.  Test  &  Eval. 
subtotal        1/ 

1.855 
114 
24 
36 
32 

2.061 

SLSDC  -  Operations  &  Maintenance 

28 

RSPA  -  Research  &  Special  Programs 

-  Pipeline  Safety 

-  Emerg.  Prep.  Grants 
subtotal 

178 
75 

258 

OIG  -  Salaries  &  Expenses 

242 

OST  -  Salaries  &  Expenses 

-  Operations  &  Research,  OCST 

-  Trans.  Planning.  Research  &  Devel. 

-  Wori<ing  Capital  Fund 
subtotal 

449 

21 

29 

214 

713 

TOTAL,  DOT  (excluding  Maritime  Administration)  41 ,595 

1/  Civilian  only  -  $1 1 .2  million  transfen-ed  from  DOD  for  USCG  military  personnel  in 
accordance  with  Section  81 1 5A  of  P.  L.  1 03-335  (DOD  Appropriations  Act,  1 995) 
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OFFSETTING  COLLECTIONS 


Mr.  Wolf.  Please  provide  a  table  comparing  current  estimated 
offsetting  collections  for  fiscal  year  1995  to  the  1995  President's 
budget  estimate,  by  appropriation.  For  those  appropriations  with 
greater  than  a  one-year  obligation  availability,  please  list  any  ap- 
propriations which  received  greater  offsetting  collections  in  fiscal 
year  1994  than  was  assumed  in  the  fiscal  year  1994  President's 
budget. 

[The  information  follows:] 
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DEPARTMENT  OF  TRANSPORTATION 

ESTIMATED  OFFSETTING  COLLECTIONS  BY  ACCOUNT 

In  thousands  of  dollars 


NHTSA 
FRA 


SLSDC 
RSPA 


Federal -Aid  Highways 
Right-of  -way  Revolving  fund 

SUBTOTAL 

Operations  &  Research 

Office  of  the  Administrator 
Railroad  Research  and  Development 
SUBTOTAL 

Administrative  Expenses 
Formula  Grants 

SUBTOTAL 

Operations 

Aviation  insurance  Revolving  Fund 
Fadiities  &  Equipment 
Research,  Engineering  and  Development 
SUBTOTAL 

Operating  Expenses 

Acquisition,  Construction,  and  Improvements 
Reserve  Training 

Research,  Development,  Test,  and  evaluation 
Coast  Guard  Supply  Fund 
Coast  Guard  Yard  Fund 
Miscellaneous  Trust  Revolving  Fund 
SUBTOTAL 

Saint  Lawrence  Seaway  Development  Corporation 

Research  &  Spedal  Programs 

Pipeline  Safety 

Wori<ing  Capital  Fund  -  Voipe 

SUBTOTAL 

Salaries  &  Expenses 

Rental  Payments 

Transportation,  Planning,  Research  and  Development 

Working  Capital  Fund 

SUBTOTAL 

TOTAL  DOT 


FY  1995 

PRESIDENTS 

BUDGET 

FY  1995 
REVISED 
ESTIMATE           DIFFER_ENCE 

41,000 
42.520  2/ 
83,500 

75,000  1/ 
43.679  2/ 
118,678 

34,000 
L128 
35,178 

54,250  3/ 

68,687  3/ 

14,437 

270 
L750 
2,020 

765 
2.450 
3,215 

495 

zee 

1,195 

0 
1.150.000  4/ 
1.150.000 

200 
1,150.000  4/ 
1.150,200 

200 

0 

200 

2,438,800  3/ 
3,795  2/ 
121,176 
1549 

2,565,320 

2,508,350  3/ 
4,015  2/ 
121,176 
L549 

2,635,090 

69,550 

220 

0 

Q 

69,770 

104,378  3/ 
47,500  3/ 
80 
4,108  3/ 
70,702  2/ 
41,482  U 
L658  2/ 
275,908 

125,500  3/ 
37,500  3/ 
80 
3,745  3/ 
70,702  2/ 
31,836  2/ 
L225  2Z 
276,588 

21,122 

-10,000 

0 

-363 

0 

-9,646 

r433 

680 

11,671  U 

11,129  2/ 

-542 

37,104  5Z 
2,710 

271,814 

87.950  5/ 

2.710 
190.000  2/ 
280.660 

50,846 

0 

-42.000 

8.846 

11.516 

66,047  3/ 

0 
107,359  2/ 
184.922 

19.514 
64.460  ZL 

1.800 
92.953  2/ 
178.727 

7,998 
-1,587 
1,800 
-14,406 
-6,195 

4,599,405 

4.722,974 

123,569 

NOTE:  The  majority  of  these  offsetting  collections  represent  the  expenditure  of  Tmst  Fund  accounts  and  other  accounts 

by  there  General  Fund  counterparts.  These  funds  do  not  in  anyway  provide  any  additional  resources  to  these  accounts. 

1/  Higher  estimate  of  reimbursement  for  Federal  Lands  program  from  the  States. 

2/   Account  is  totally  funded  as  a  revolving  fund. 

3/   Part  of  the  reimbursement  is  from  a  trust  fund  account 

4/  The  reimbursement  reflects  a  tmst  fund  transfer. 

5/   The  $50  million  increase  reflects  a  new  reimbursable  agreement  with  Advanced  Research  Projects  Agency,  (DOD). 
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DEPARTMENT  OF  TRANSPORTATION  ESTIMATED  VERSUS  ACTUAL  OFFSETTING  COLLECTIONS  BY  ACCOUNT 

[In  thousands  of  dollars] 

PY  1994 
"""s  Account  President's  ^J^^^  Oifferena 


budget 


FRA  

Office  of  the  Administrator 

138 

0 

250 

368 

3 

604 

230 

3 

354 

Railroad  Safety  

Railroad  Research  and  Development  

Subtotal 

388 
25 
0 

975 

2,454 

581 

587 

2,429 

581 

RSPA 

Pipeline  Safety 

OST  

Transportation,  Planning,  Research  and  Development  

Total  



413 

4,010 

3,597 

PERSONNEL  REDUCTIONS 

Mr.  Wolf.  Other  than  the  already  planned  personnel  reductions 
resulting  from  the  National  Performance  Review,  how  many  em- 
ployees will  be  lost  as  a  result  of  reduction  in  force  actions? 

[The  information  follows:] 

The  Federal  Aviation  Administration  has  conducted  a  reduction  in  force  in  which 
approximately  80  air  traffic  assistants  were  separated  on  January  6,  1995.  At  this 
time,  the  Department  has  no  other  specific  plans  to  reduce  personnel  through  reduc- 
tions in  force.  EiTorts  are  underway  to  restructure  the  Department  into  a  leaner 
more  efficient  organization.  To  do  this,  we  plan  to  transform  the  air  traffic  services 
into  a  government  corporation  and  transfer  the  40,000  air  traffic  control  personnel 
to  the  corporation.  We  also  will  reduce  another  7,000  civihan  and  military  personnel 
through  FY  1999  related  to  the  National  Performance  Review.  We  are  making  excel- 
lent progress  in  achieving  these  reductions  through  a  combination  of  offering 
buyouts  to  targeted  functions,  normal  attrition  and  hiring  restrictions. 

STAFFING  SHORTAGES 

Mr.  Wolf.  Is  the  Department  now  hiring  new  employees?  If  so, 
how  many  do  you  expect  to  hire  in  fiscal  year  1995,  and  where  do 
critical  shortages  in  staffing  exist,  if  at  all? 

[The  information  follows:] 

Since  safety  related  positions  are  excluded  from  any  reductions,  we  will  hire  to 
fill  existing  vacancies  or  vacancies  that  will  occur  due  to  turnover  in  those  pro- 
grams. In  addition,  we  plan  to  backfill  less  than  ten  percent  of  the  almost  4,000  em- 
ployees who  have  been  approved  for  Voluntary  Separation  Incentive  Pay  through 
December  31,  1994,  to  fijQ  critical  positions.  With  regard  to  critical  staffing  short- 
ages, we  are  always  concerned  about  the  adequacy  of  safety  staffing— especially  in- 
spectors. 

CONTROLLER  PAY  BONUS 

Mr.  Wolf.  Soon  after  the  1981  air  traffic  controllers  strike,  con- 
troller pay  was  raised  by  5  percent  in  a  program  known  as  the  "dif- 
ferential pay  bonus".  The  Committee  has  long  believed  that  this 
pay  was  essentially  a  reward  for  those  air  traffic  controllers  who 
did  not  strike.  However,  since  most  of  the  personnel  currently  re- 
ceiving these  payments  were  not  employed  by  the  FAA  at  the  time 
of  the  strike,  it  is  questionable  whether  the  bonus  is  still  necessary 
to  meet  its  original  objective. 

As  you  may  know,  this  Subcommittee  recommended  the  termi- 
nation of  this  bonus  in  fiscal  year  1992,  but  we  were  overruled  by 
the  Senate  in  conference.  Could  you  give  us  your  opinion  on  wheth- 
er the  bonus  pay  should  be  continued? 

[The  information  follows:] 
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The  five  percent  operational  responsibility  differential  was  authorized  by  the  Air 
Traffic  Revitalization  Act  of  1982,  and  was  intended  to  recognize  the  unique  respon- 
sibilities of  the  operational  air  traffic  controllers,  airway  facilities  specialists,  flight 
inspection  crew  members,  and  Academy  instructors  that  receive  the  differential.  Ap- 
proximately 29,000  FAA  employees  in  these  job  categories  receive  the  pay  differen- 
tial. 

Elimination  of  the  differential  would  be  perceived  as  a  pay  cut  by  employees,  and 
could  create  discontent  and  morale  problems.  We  would  expect  strong  union  opposi- 
tion tc  any  efforts  to  end  the  differential. 

Mr.  Wolf.  How  much  will  this  category  of  bonus  pay  cost  in  fis- 
cal year  1995? 

[The  information  follows:] 

The  5  percent  differential  will  cost  about  $86  million  in  fiscal  year  1995.  As  of 
December  1994  a  total  of  $2 1  million  has  been  obligated  since  the  differential  is  pro- 
vided as  part  of  the  employees'  pay. 

FAA  PAY  DEMONSTRATION  PROGRAM 

Mr.  Wolf.  For  many  years,  the  Department  has  opposed  funding 
for  the  so-called  "pay  demonstration"  program,  which  is  costing  us 
$17.7  milhon  in  fiscal  year  1995.  This  program  provides  a  pay 
bonus  for  FAA  employees  working  in  "hard  to  staff'  urban  areas. 
Why  does  DOT  not  believe  this  program  has  enough  value  to  be 
continued,  and  is  this  view  supported  by  the  final  0PM  report  on 
the  program? 

[The  information  follows:] 

The  Pay  Demonstration  Program  which  began  in  June  1989,  as  a  pay  incentive 
experiment  had  a  five-year  statutory  limit  with  an  expiration  date  of  June  17,  1994. 
However,  the  Airport  Improvement  .Program  Temporary  Extension  Act  of  1994  con- 
tained a  "grandfather"  provision  which  extended  the  payment  of  retention  allow- 
ances for  employees  covered  by  the  Pay  Demo. 

DOT  does  not  support  continuation  of  the  program  beyond  the  "grandfather  provi- 
sions" primarily  for  the  following  reasons:  implementation  of  new  personnel  authori- 
ties (i.e.,  geographic  pay  differentials);  the  substantial  cost  of  over  $100  million  over 
the  course  of  the  5-year  project;  and  the  substantial  discontent  among  non-covered 
employees. 

The  Pay  Demo  was  implemented  to  attract  personnel  in  hard-to-staff  facilities.  To- 
day's staffing  is  markedly  different  from  when  the  project  was  implemented.  Gov- 
ernment-wide attrition  is  sigmficantly  down  and  FAA  has  few  recruitment  and  re- 
tention problems.  Given  the  high  cost  and  the  changes  in  the  personnel  profile,  DOT 
cannot  fund  value  in  continuing  such  a  program  beyond  the  current  authorization. 

The  final  0PM  report  is  being  prepared  and  should  be  published  within  the  next 
few  months. 

Mr.  Wolf.  Last  year,  the  authorization  committee  enacted  a  pro- 
vision which  makes  this  payment  mandatory.  However,  if  Congress 
refused  to  continue  funding  the  pay  demo  program,  would  that  be 
supported  by  the  Department? 

[The  information  follows:] 

The  Pay  Demonstration  Project  began  in  June  1989  as  a  pay  incentive  experiment 
and  had  a  five  year  limit  with  an  expiration  date  of  June  17,  1994.  The  Airport  Im- 
provement Program  Temporary  Extension  Act  of  1994  contained  a  "grandfather  pro- 
vision" which  extended  the  pa5mient  of  retention  allowances  for  employees  covered 
by  the  pay  demo.  The  extension  of  the  project  did  not  provide  funding  indefinitely 
since  the  legislation  contained  restrictive  provisions  for  continuing  the  allowance.  In 
summary  the  provisions  include:  only  those  employees  receiving  retention  allowance 
at  the  end  of  the  project  period  (June,  1994)  continue  to  receive  the  benefits;  the 
allowance  received  by  employees  at  the  end  of  the  project  (3rd  quarter  FY  1994)  will 
be  reduced  by  an  increase  in  the  employee's  annual  rate  of  base  pay  (national  and 
locality  pay  increases,  within-grade  increase,  promotions);  and  employee's  entitle- 
ment to  pay  demo  allowance  ends  when  amount  of  allowance  is  reduced  to  zero  or 
when  employee  moves  to  a  position  which  was  not  covered  by  the  project. 
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Pajrments  have  already  been  reduced  for  all  employees  due  to  the  1995  Federal 
pay  increases,  and  pajmients  have  ended  for  approximately  20  percent  of  the  cov- 
ered employees  due  to  other  pay  increases,  attrition,  and  closure  of  two  of  the  facili- 
ties. We  expect  that  all  payments  will  be  phased  out  within  four  years. 

The  Department  does  not  support  discontinuance  of  funding  for  the  pay  demo  pro- 
gram since  the  FAA  would  still  be  required  to  provide  pay  demo  allowances  unless 
the  authorization  language  is  changed. 

AIR  TRAFFIC  CONTROLLERS 

Mr.  Wolf.  For  fiscal  year  1995,  Congress  added  $9.5  million  for 
additional  permanent  change  of  station  moves  for  FAA  personnel 
and  $3.5  million  for  additional  air  traffic  stafTmg.  Is  the  FAA  still 
planning  to  use  all  of  these  funds  for  those  purposes?  If  not,  why 
not? 

[The  information  follows:] 

The  addition  of  $9.5  million  provided  for  a  total  of  $17.5  million  in  permanent 
change  of  station  (PCS)  moves  for  the  air  traffic  program  in  FY  1995.  This  total 
funding  level  was  also  mandated  under  the  Department's  1995  appropriation  act 
(P.L.  103-331).  The  funding  will  allow  for  approximately  388  moves.  Over  the  past 
few  years,  Air  Traffic  has  experienced  staffing  imbalances  which  were  compounded 
by  the  1994  buyouts  in  addition  to  normal  attrition.  The  PCS  move  money  will  im- 
prove this  situation. 

The  $3.5  miUion  for  Air  Traffic  staffing  wall  enable  the  FAA  to  hire  approximately 
100  air  traffic  controllers  in  fiscal  year  1995.  To  date,  39  are  already  on-board. 

FACILITIES  AND  EQUIPMENT  UNOBLIGATED  BALANCES 

Mr.  Wolf.  According  to  your  September  30,  1994,  obligation  re- 
port, you  still  had  $189  million  unobligated  in  fiscal  year  1991 
funds.  These  funds  were  made  available  for  obligation  back  in  No- 
vember 1990,  and  were  still  unobligated  four  years  later.  If  we  ask 
you  about  some  specific  programs  on  this  list,  could  you  tell  us 
what  has  been  the  problem  in  getting  those  funds  obligated? 

The  list  follows:  ILS,  two  programs,  $20.6  million;  runway  visual 
range,  $5.4  million;  flight  service  station  automation,  $9.0  million; 
VOR/DME/TACAN  antennas,  $9.0  million. 

[The  information  follows:] 

It  is  normal  to  have  a  funding  increment  left  in  the  final  year  of  a  multi-year  cap- 
ital appropriation.  The  balance  does  not  reflect  wastefulness  or  excess  on  the  part 
of  the  FAA.  The  FY  1991  balance  provides  the  resources  to  complete  the  project — 
the  cost  to  install  or  implement  the  project. 

The  FY  1991  funding  is  the  last  appropriation  with  5  year  availability.  Prior  to 
FY  1992,  the  FAA  budgeted  for  F&E  using  a  full  funding  concept — i.e.,  budgeting 
for  the  entire  cost  of  the  project  from  start  to  finish.  Since  FY  1992,  FAA  has  moved 
to  an  incremental  approach  and  three-year  availability,  which  has  significantly  re- 
duced the  unobligated  balance. 

While  it  is  normal  to  have  carryover  in  a  multi-year  account,  there  are  other  con- 
tributing factors  to  unobligated  balances  of  prior  year  funding.  These  include  site 
selection  and  environmental  impact  problems,  community  opposition  to  particular 
sites,  problems  during  the  testing  phase,  and  complicated  software  design. 

As  of  December  1994,  the  unobligated  balance  of  the  FY  1991  appropriation  was 
$173  million.  All  of  the  programs  identified  in  the  question  will  obhgate  the  major 

Eortion  of  their  balances  by  the  end  of  March,  with  the  exception  of  ILS,  which  will 
e  obligated  toward  the  end  of  the  fiscal  year,consistent  with  the  equipment  delivery 
schedule.  Status  of  each  program  follows: 


The  ILS  program  was  originally  established  using  the  standard  acquisition  proce- 
dure to  attain  new  ILS  contracts.  A  decision  was  made  to  cancel  the  pending  RFPs 
and  utilize  an  existing  Wilcox  contract  for  new  locations.  Production  on  the  Wilcox 
contract  was  approved  in  November  of  1994.  Deliveries  will  begin  in  January  1995. 
Installations  associated  with  these  deliveries  are  currently  being  obligated  on  con- 
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struction  and  installation  contracts  in  the  field.  The  installation  phase  was  always 
planned  for  the  last  year  of  available  funding. 


Changes  were  made  to  the  system  following  the  operational  test  and  evaluation 

{>hase.  The  development  and  incorporation  of  changes  to  the  production  model  de- 
ayed  installation.  Unobligated  balance  is  $1  million  as  of  December  31;  down  from 
$5.5  million  at  the  end  of  PT  1994.  The  remaining  funds  will  be  obligated  by  March. 

FSS  AUTOMATION 

There  were  2  statutory  moratoriums  on  the  FSS  consolidation  program  in  1992 
and  1993.  During  this  time  the  FAA  had  to  redefine  the  program  and  provide  a  plan 
to  Congress  before  funds  could  be  spent.  At  this  time  we  expect  to  obligate  all  funds 
in  the  second  and  third  quarters. 

vorAdme/tacan 

Delays  were  caused  by  contractual  problems.  Wilcox  failed  to  complete  timely  de- 
sign testing  for  the  DME  portion  of  the  contract.  Contract  schedule  has  been  re- 
baselined.  Equipment  deliveries  to  the  field  have  started.  Regions  are  beginning  site 
prep  and  installation  activities.  The  unobligated  balance  of  $8  million  will  allow  for 
continuing  the  delivery  schedule.  All  funds  will  be  obligated  by  the  end  of  the  fiscal 
year. 

ADVANCED  AUTOMATION  SYSTEM 

Mr.  Wolf.  For  fiscal  year  1995,  a  total  of  $418.3  million  was  ap- 
propriated for  the  advanced  automation  system  (AAS)  program. 
Given  the  slowdown  in  this  program,  what  can  you  say  to  convince 
us  that  the  full  amount  will  be  needed  for  obligation  this  year? 

[The  information  follows:] 

The  $418.3  million  appropriated  is  the  reduced  amount  required  to  fund  the  re- 
vised AAS  program.  The  original  AAS  program  budget  request  was  $509.9  million, 
which  represented  a  continuance  of  the  original  AAS  program,  including  the  initial 
sector  suite  system,  area  control  computer  complex,  automated  en  route  ATC 
(AERA),  terminal  advanced  automation  system,  and  tower  control  computer  complex 
(TCCC).  The  revised  program  includes  the  display  computer  complex  replacement 
(DCCR),  displays  system  replacement  (DSR),  AERA,  stand-alone  TRACON  replace- 
ment system,  and  TCC,  and  stretching  the  delivery  of  some  of  the  planned  enhance- 
ments. 

The  full  amount  of  the  appropriation  and  the  planned  amounts  in  subsequent 
years  are  still  required  to  fiind  the  revised  AAS  program. 

TOWER  REPLACEMENT  PROGRAM 

Mr.  Wolf.  For  the  record,  please  update  the  data  on  funding  and 
construction  status  for  the  tower  replacement  program  as  found  on 
pages  879  through  889  of  last  year's  hearing  record. 

[The  information  follows:] 
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Fiscal  Year  1987 

Albuquerque,  NM 
Fiscal  Year  1987     $6,657,800 
Fiscal  Year  1988    $    538,900 
Status:    Commissioned  July  1,  1994. 

Buffalo,  NY 

Fiscal  Year  1987  $5,894,900 
Fiscal  Year  1988  $  477,100 
Status:   Commissioned  9/18/94. 

Norfolk,  VA 

Fiscal  Year  1987     $7,377,700 

Fiscal  Year  1988     $     597,200 

Status:  Construction  complete.   Electronic  installation  underway. 

Schedule:   Commissioning  January  1995. 

Remarks:   Construction  Funds  ObUgated. 

Monroe,  LA 

Fiscal  Year  1987  $3,223,000 
Fiscal  Year  1988  $  286,800 
Status:  Commissioned  November  1994. 


Fiscal  Year  1988 

Atlanta  Fulton  County,  GA   $4,297,000 
Status:   Commissioned  April  27,  1994. 

St.  Petersburg,  FL     $4,243,000 
Status:    Commissioned  October  19,  1994. 

New  Orleans,  LA    $6,697,000 

Status:   Construction  complete. 

Schedule:   Commissioning  May  1995. 

Construction  Funds  Obligated.   Waiting  for  delivery  of  ICSS  equipment. 

Sioux  City,  lA     $3,935,000 

Status:   Complete. 

Schedule:    Commissioned  January  1992. 
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Moses  Lake,  WA    $765,000 

Remarks:    Project  canceled.   This  project  was  to  increase  the  height  and  size  of  the  existing 
tower  rather  than  to  build  a  completely  new  structure.   This  procedure  has  been  found 
infeasible  and  the  project  was  submitted  and  approved  for  construction  of  a  complete  new 
ATCT  in  the  FY-93  budget.  Status  is  listed  in  fiscal  year  1993  portion. 

Chine,  CA    $3,929,000 

Status:  Commissioned  June  27,  1994 


Houston  Intercontinental,  TX    $10,000,000 
Status:   Construction  underway. 
Schedule:  Commissioning  July  1996. 
Remarks:   Construction  Funds  Obligated. 


Fiscal  Year  1989 

AUentown,  PA     $6,363,000 
Status:  Construction  underway. 
Schedule:  Commissioning  December  1995. 
Remarks:  Construction  Funds  Obligated. 

Windsor  Locks,  CT    $7,643,200 

Status:  Site  has  been  selected.   Architect/Engineer  contractor  has  completed  site  adaption 

engineering. 

Schedule:  Bids  were  opened  7/7/93. 

Remarks:   Project  is  on  hold  at  Congressional  direction. 

Detroit  Metro,  MI    $12,714,600 

Status:  Complete 

Schedule:  Commissioned  August  1992. 

Fort  Smith,  AR     $2,339,900  (Partial  Funding) 

Status:   Site  has  been  selected.   Design  is  in  progress. 

Schedule: Construction  award  April  1995.    Commissioning  February  1998. 

Orlando  Executive,  FL    $3,766,300 
Status:  Commissioned  September  29,1994. 

San  Jose  Municipal,  CA    $4,673,000 
Status:  Commissioned  June  12,  1994 
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Fiscal  Year  1990 

St.  Louis,  MO 

Fiscal  Year  1990    $2,300,000 

Fiscal  Year  1991     $9,954,200 

Status:     Construction  bids  opened  November  1,  1994. 

Schedule:     Construction  award  January  1995.   Commissioning  November  1997. 

La  Guardia,  NY 

Fiscal  Year  1990    $10,049,000 

Fiscal  Year  1988    $       114,600 

Status:  Site  selection  study  is  underway. 

Schedule:  Construction  award  January  1997.    Commissioning  January  1999. 

Newark,  NJ 

Fiscal  Year  1990    $2,200,000 

Fiscal  Year  1991     $9,103,200 

Status:  Site  selection  is  underway. 

Schedule:  Construction  award  March  1997.   Commissioning  5/99. 

Chicago  O'Hare,  IL 

Fiscal  Year  1990     $   2,200,000 
Fiscal  Year  1991     $15,493,000 
Status:  Construction  is  underway. 
Schedule:   Commissioning  October  1996. 
Remarks:     Construction  Funds  Obligated. 

Helena,  MT 

Fiscal  Year  1990     $    351,000 
Fiscal  Year  1991      $1,738,700 
Status:  Construction  is  underway. 
Schedule:   Commissioning  June  1995. 
Remarks:     Construction  Funds  Obligated. 

Montgomery,  AL 

Fiscal  Year  1990    $    900,000 
Fiscal  Year  1991     $4,344,100 
Status:Construction  is  underway. 
Schedule:   Commissioning  November  1995. 
Remarks:     Construction  Funds  Obligated. 

Roswell,  NM 

Fiscal  Year  1990      $    800,000 

Fiscal  Year  1991      $3,866,700 

Status:     Engineering  is  underway. 

Schedule:     Construction  award  April  1995.   Commissioning  November  1997. 
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Fiscal  Year  1991 

Los  Angeles,  CA      $21,000,000 
Status:     Construction  is  underway. 
Schedule:     Commissioning  March  1996. 
Remarks:     Construction  Funds  Obligated. 

San  Diego  Lindbergh,  CA 

Fiscal  Year  1991     $  1,500,000 

Fiscal  Year  1992    $  4,500,000 

Status:     Construction  underway. 

Schedule:     Commissioning  September  1996. 

Remarks:     Construction  Funds  Obligated. 

Chicago  Midway,  IL 

Fiscal  Year  1991     $     1,500,000 

Fiscal  year  1992      $11,900,000 

Status:     Construction  underway. 

Schedule:     Commissioning  November  1996. 

Remarks:     Construction  Funds  ObUeated. 

Kansas  City  International,  MO 

Fiscal  Year  1991     $    2,000,000 

Fiscal  Year  1992     $  11,500,000   ($10,000,000  reprogrammed  at  Congressional  direction.) 

Status:     Construction  underway. 

Schedule:     Construction  funds  obligated.    Commissioning  November  1996. 

Pontiac,  MI 

Fiscal  Year  1991     $1,600,000 

Fiscal  Year  1992    $  3,890,000 

Status:     Construction  underway. 

Schedule:     Commissioning  November  1996. 

Remarks:     Construction  Funds  Obligated. 

Minneapolis,  MN 

Fiscal  Year  1991     $3,151,000 

Fiscal  Year  1992    $9,115,000 

Status:     Construction  underway. 

Schedule:     Commissioning  September  1997. 

Remarks:     Construction  Funds  Obligated. 


161 


CoTington,  KY 

Fiscal  Year  1991     $1,713,000 

Fiscal  Year  1992    $7,123,000 

Fiscal  Year  1993    $1,877,000 

Status:     Construction  contract  for  tower  only  (without  base  building)  is  underway. 

Schedule:     Base  building  contract  award  February  1995.    Commissioning  of  tower  and 

TRACON  October  1996. 

Syracuse,  NY 

Fiscal  Year  1991     $1,900,000 

Fiscal  Year  1992    $7,600,000 

Status:     Site  has  been  selected.   Environmental  assessment  is  complete.   Negotiations  to 

obtain  a  site  adaption  engineering  contract  are  underway. 

Schedule:   Construction  award  June  1996.   Commissioning  July  1998. 

Houston  Hobby,  TX 

Fiscal  Year  1991      $2,600,000 

Fiscal  Year  1992      $6,600,000 

Status:     Site  has  been  selected.   Engineering  is  underway. 

Schedule:     Construction  award  June  1995.   Commissioning  March  1998. 

San  Juan,  PR 

Fiscal  Year  1991     $4,000,000 
Fiscal  Year  1992    $7,728,000 
Status:     Construction  underway. 
Schedule:     Commissioning  October  1995. 
Remarks:   Construction  Funds  Obligated. 

Beaumont,  TX 

Fiscal  Year  1991  $5,000,000 
Fiscal  Year  1992  $3,196,000 
Status:  Site  has  been  selected. 
Schedule:     Construction  award  July  1995.   Commissioning  March  1998. 


Fiscal  Year  1992 


Santa  Barbara,  CA 

Fiscal  Year  1992      $1,913,000 
Fiscal  Year  1993      $4,725,000 
Status:     Construction  underway. 
Schedule:     Commissioning  October  1996. 
Remarks:     Construction  Funds  Obligated. 
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LouisvUle,  KY 

Fiscal  Year  1992      $3,000,000 

Fiscal  Year  1993      $7,437,000 

Status:     A  contract  was  signed  with  the  airport  sponsor  to  construct  the  control  tower  and 

TRACON.   After  the  contract  was  signed,  the  sponsor  stated  that  the  site  must  be  moved. 

Engineering  is  underway  for  the  tower  at  the  new  site. 

Schedule:     Construction  start  January  1995.    Commissioning  December  1996. 

Remarks:       Construction  Funds  Obligated. 

Klamath  Falls,  OR 

Fiscal  Year  1992    $    908,000 

Fiscal  Year  1995      $1,944,100 

Status:    The  site  has  been  selected. 

Schedule:     Construction  award  September  1995.   Commissioning  March  1997. 

Portland,  OR 

Fiscal  Year  1992      $1,000,000 

Fiscal  Year  1995      $7,724,000 

Status:     A  site  has  been  selected.   Engineering  is  underway. 

Schedule:     Construction  award  July  1995.   Commissioning  February  1998. 

Kissimmee,  FL 

Fiscal  Year  1992      $100,000 

Remarks:     Funds  were  obligated  to  the  airport  sponsor  as  a  grant  on  5/12/94. 

Wenatchee,  WA 

Fiscal  Year  1992    $1,000,000 

Remarks:     Funds  were  intended  to  be  issued  to  the  sponsor  as  a  grant.   The  sponsor  rejected 
the  funds  because  they  did  not  have  the  additional  funds  that  would  be  necessary  to  complete 
and  staff  a  ATCT.  The  FAA  installed  a  communications  channel  in  lieu  of  making  the  grant 
in  accordance  with  an  agreement  with  the  airport  manager. 

Jackson,  TN 

Fiscal  Year  1992    $427,000 

Remarks:     Funds  were  obligated  to  the  airport  sponsor  as  a  grant  on  05/12/94. 

Mobile  Brookley,  AL 

Fiscal  Year  1992  $1,000,000 

Status:    Engineering  underway. 

Schedule:     Construction  award  June  1995.   Commissioning  July  1997. 

Remarks:      Additional  funding  required. 
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Stewart 

Fiscal  Year  1992      $3,000,000 

Fiscal  Year  1993      $1,700,000  (FY-93  funding  under  ATCT  Establish) 

Status:     Site  selection  is  underway. 

Schedule:   Construction  award  January  1997.   Commissioning  November  1998. 

Kenosha,  WI 

Fiscal  Year  1992    $1,000,000 

Remarks:     Funds  used  to  furnish  and  install  equipment  in  sponsor  constructed  tower. 

Commissioned  as  a  contract  tower  in  December  1994. 


Fiscal  Year  1993 

Topeka,  KS 

Fiscal  Year  1993      $    974,000 

Fiscal  Year  1995      $2,497,300 

Status:    Site  selection  is  underway. 

Schedule:     Construction  award  November  1995.   Commissioning  November  1997. 

St.  Paul,  MN 

Fiscal  Year  1993      $1,585,000 

Fiscal  Year  1995      $3,476,200 

Status:     Site  selection  is  underway. 

Schedule:    Construction  award  September  1995.   Commissioning  May  1997. 

Worcester,  MA 

Fiscal  Year  1993     $1,408,000 

Fiscal  year  1995       $  706,900 

Status:     Site  adaption  engineering  is  complete. 

Schedule:     Construction  award  February  1995.   Commissioning  October  1996. 

Salt  Lake  City,  UT 

Fiscal  Year  1993      $2,187,000 

Fiscal  Year  1995      $7,677,200 

Status:     Site  selection  and  design  are  completed. 

Schedule:     Construction  award  March  1995.   Commissioning  January  1997. 

Little  Rock,  AR 

Fiscal  Year  1993      $1,601,000 

Fiscal  Year  1995      $5,980,100 

Status:     Site  selection  completed  and  design  is  underway. 

Schedule:     Construction  award  October  1995.   Commissioning  August  1998. 
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IsUp,  NY 

Fiscal  Year  1993      $1,993,000 

Fiscal  Year  1995      $4,577,400 

Status:    Site  selection  is  underway. 

Schedule:     Construction  award  October  1997.   Commissioning  July  1999. 

Palwaukee,  IL 

Fiscal  Year  1993      $1,305,000 

Fiscal  Year  1995      $3,777,700 

Status:     Site  selection  is  complete. 

Schedule:     Construction  award  July  1995.   Commissioning  November  1996. 

Bangor,  ME 

Fiscal  Year  1993      $1,579,000 

Fiscal  Year  1995      $2,734,400 

Status:     Site  adaption  engineering  is  completed. 

Schedule:     Construction  award  March  1995.   Commissioning  August  1996. 

Dallas  Addison,  TX 

Fiscal  Year  1993      $1,324,000 

Fiscal  Year  1995      $3,693,700 

Status:     Site  selection  is  underway. 

Schedule:     Construction  award  August  1995.   Commissioning  January  1998. 

Moses  Lake,  WA 

Fiscal  Year  1993      $1,038,000 

Fiscal  Year  1995      $2,738,000 

Status:     Site  selection  is  complete. 

Schedule:    Construction  award  May  1995.   Commissioning  December  1996. 


Fiscal  Year  1995 


MerriU,  AK 

Fiscal  Year  1995  $    384,600 
Additional  Cost  to  complete    $  5,936,500 

Salina,  KS 

Fiscal  Year  1995    $     182,900 
Additional  Cost  to  complete     $  3,556,600 

Newport  News,  VA 

Fiscal  Year  1995    $     196,000 

Additional  Cost  to  complete    $  3,249,800 
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Roanoke,  VA 

Fiscal  Year  1995      $     350,000 
Additional  Cost  to  complete  $  6,527,000 

Columbus,  OH 

Fiscal  Year  1995      $     711,800 
Additional  Cost  to  complete  $11,542,400 

Manchester,  NH 

Fiscal  Year  1995      $    283,500 
Additional  Cost  to  complete     $  4,583,200 

Everett,  WA 

Fiscal  Year  1995      $    287,400 
Additional  Cost  to  complete  $  4,622,700 

Ft.  Lauderdale  Exec.  FL 

Fiscal  Year  1995      $    235,800 
Additional  Cost  to  complete  $  4,836,000 

San  Angelo,  TX 

Fiscal  Year  1995       $    204,800 
Additional  Cost  to  complete  $  4,601,800 

Oakland,  CA 

Fiscal  Year  1995       $    595,000 
Additional  Cost  to  complete  $10,127,700 

Birmingham,  AL 

Fiscal  Year  1995       $    688,000 
Additional  Cost  to  complete  $10,098,000 

Salt  Lake  City,  UT  (TRACON) 

Fiscal  Year  1995      $    900,000 
Additional  Cost  to  complete  $10,950,000 

St.  Louis,  MO  (TRACON) 

Fiscal  Year  1995      $    712,000 
Additional  Cost  to  complete  $21,791,500 

Windsor  Locks  (Bradley),  CT 

Fiscal  Year  1995       $    500,000 
Additional  Cost  to  complete  $  7,500,000 
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1993  ATC  TOWER  ESTABLISMENT  SITES 

Mr.  Wolf.  Please  update  the  information  on  the  status  of  the 
four  air  traffic  control  tower  establishment  sites  funded  in  fiscal 
year  1993,  as  found  on  page  890  of  last  year's  hearing  record. 

[The  information  follows:] 

NEWBURGH  (STEWART),  NY 

The  site  has  been  selected  by  FAA,  environmental  studies  have  been  accom- 
plished. The  estimated  schedule  is  as  follows: 
Construction  Start:  Februeiry  1997 
Construction  Complete:  June  1998 
Commissioning:  November  1998 

REDMOND,  OR 

Site  selection  has  been  completed  and  approved.  Site  adaption  of  a  standard  FAA 
control  tower  design  is  underway.  The  estimated  schedule  is  as  follows: 
Construction  Start:  April  1995 
Construction  Complete:  March  1996 


»mp. 
No 


Commissioning:  November  1996 

PULLMAN  MOSCOW,  WA/ID 

There  is  currently  a  hold  on  the  Pullman-Moscow  project  while  the  FAA  evaluates 
less  expensive  alternatives. 

BELLINGHAM,  WA 

The  FAA  awarded  the  construction  contract  for  the  Bellingham  control  tower  in 
July  1994  and  construction  is  currently  underway.  The  estimated  schedule  is  as  fol- 
lows: 

Construction  Start:  August  1994 

Construction  Complete:  July  1995 

Commissioning:  March  1996 

ENVIRONMENTAL  COMPLIANCE,  OSHA  AND  ENERGY  CONSERVATION 

Mr.  Wolf,  In  fiscal  year  1995,  $31.3  million  was  appropriated  in 
F&E  for  mitigation  of  OSHA  and  environmental  problems  in  con- 
trol towers  and  other  FAA  facilities.  What  kinds  of  projects  are 
being  accomplished  with  these  funds,  and  when  will  the  funds  be 
obligated? 

[The  information  follows:] 
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The  $31.3  million  will  be  used  to  implement  agency-wide 
programs  in  environmental  compliance,  occupational  safety  and 
health,  and  energy  conservation  in  accordance  with  numerous 
federal,  state,  local  and  labor  mandates. 
Major  activities  under  this  program: 

1.  Mitigation  of  the  Fire  Life  Safety  hazards  identified  in 
Airport  Traffic  Control  Towers  (ATCT)  is  one  of  FAA's 
highest  priorities: 

•  In  1992,  FAA  was  cited  for  406  violations  at  47 

towers. 

•  OSHA  is  conducting  quarterly  tracking  of  FAA's 

abatement  of  the  ATCT  hazards. 

•  All  towers  will  be  in  compliance  by  December,  1995. 

$14. 3M  will  be  obligated  during  the  2nd  quarter  of 
FY  1995  as  follows: 

TSSC/Raytheon        $8.8M 

RMCI  2 .  5M 

Sverdrup  3 . OM 

2.  Environmental  compliance,  employee  safety,  energy 
conservation.   FAA  is  not  in  full  compliance  with  the 
requirements  in  this  area  which  include: 

•  Executive  Orders  require  agency  action  - 
12088  (EPA) ,  12196  (ASHY) ,  12902  (Energy) 

•  OSHA  Federal  requirements  in  29  CFR  Parts  1960,  1910, 
1926 

•  40  CFR  Parts  260-272,  279,280  (RCRA) 

•  40  CFR  Part  300  (CERCLA) 

•  40  CFR  Parts  700-799  subchapter  R  (TSCA) 
FAA  has  received  OSHA  citations,  including  "willful" 

violations,  for  deficiencies  in  various  areas  including  Hazard 
Communication  and  Blood  Borne  Pathogens.   Deficiencies  in  these 
areas  have  resulted  in:    FAA  employee  labor  actions  (grievances 
filed  by  labor  unions  at  the  local,  regional,  and  national  levels 
for  unsafe  working  conditions) ;   facility  evacuations  which  have 
impacted  FAA  operations;  and  refusal  by  employees  to  work  in 
hazardous  conditions  or  workplaces. 

EPA  inspections  have  resulted  in  numerous  regulatory  actions 
for  many  FAA  locations  not  in  compliance  with  regulations: 
-Denver  AFS  was  cited  by  the  State  of  Colorado  for  air 

pollution  violations. 
-Transformers  used  on  site  not  tested  or  certified  for  PCB 

contamination. 
-Inadequate  hazardous  materials  storage  areas. 
-Pesticide  storage  areas  do  not  have  ventilation,  emergency 

eye  washes,  or  personal  protective  equipment. 
-Waste  shipments  not  properly  documented. 
-Storage  cabinets  for  flammable  and  combustible  liquids  do 

not  meet  specific  requirements. 
-Lack  of,  or  inadequate,  spill  prevention  control  plans. 
In  FY  1995,  $17M  will  be  obligated  to  implement  agency-wide 
programs  for  environmental  compliance,  occupational  safety  and 
health,  and  energy  conservation  as  follows: 

-  $4M  (2nd  quarter)  for  Army  Corps  of  Engineers-environmental 

compliance  and  occupational  safety  and  health 
assessments. 

-  $4M  (2nd  quarter)  for  National  Contract  for  Regional 

Program  Implementation  Support.  Abatement  of  identified 
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hazards  in  environment,  occupational  safety  and  health, 
and  energy  conservation  areas  (i.e.,  abating  electrical 
safety  hazards,  correcting  inadequate  hazardous  materials 
storage  and  handling  deficiencies) . 

$2.5M  (2nd  quarter)  for  Environmental  Safety  and  Industrial 
Hygiene  Support  (RMCI) . 

$1.5M  (2nd  quarter)  for  program  management  support. 

$4M  (throughout  FY  1995)  regional  funding  for  mitigation  of 
identified  deficiencies. 
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FACILITIES  AND  EQUIPMENT  UNOBLIGATED  BALANCE 

Mr.  Wolf.  Historically,  you  have  had  a  large  unobligated  balance 
in  the  "facilities  and  equipment"  appropriation.  What  is  that  bal- 
ance today,  over  all  years? 

[The  information  follows:] 

End  of  year  unobligated  balances  grew  from  $1,184.0  million  at  the  end  of  FY 
1987  to  peak  of  $1,980.0  million  at  the  end  of  FY  1993.  The  growth  in  unobligated 
balances  was  primarily  attributable  to  growth  in  appropriations;  over  the  same  time 
period  appropriations  went  from  $796.5  million  in  FY  1987  to  $2,409.0  million  in 
FY  1992.  Since  FY  1992  the  end  of  year  unobligated  balances  have  steadily  de- 
creased and  we  are  currently  projecting  the  FY  1995  end  of  year  position  to  be 
$947.0  million.  As  of  the  accounting  period  ending  December  31,  1994,  the  Facilities 
and  Equipment  appropriation  had  an  unobligated  balance  of  $2,984.3  million  as 
shown  by  appropriation  in  the  following  table. 

[In  millions  of  dollars]  Source  of 

Fiscal  year  amount  funds 

1991 173.2 

1992 10 

1993 344.2 

1994 630.9 

1995 1,836.0 

Total  2,984.3 

»  Expired  September  30,  1994. 

Rescinding  any  of  these  unobligated  balances  would  primarily  impact  the  installa- 
tion and  implementation  phases  of  on-going  projects.  This  would  lead  to 
warehousing  of  equipment,  increased  delays  in  commissioning  much  needed  capabil- 
ity, and  reduced  ability  to  address  infrastructure  requirements.  A  rescission  will 
also  cause  the  FAA  to  rebudget  the  requirements  in  a  future  year,  which  will  drive 
up  the  cost  when  inflation  is  considered. 

Mr.  Wolf.  I  know  you  haven't  had  much  time  to  obligate  the  fis- 
cal year  1995  funds  which  were  only  made  available  on  September 
30,  1994.  But  you  have  had  at  least  a  year  to  obligate  the  other 
funds.  How  much  of  the  total  unobligated  F&E  balance  has  been 
available  for  at  least  a  year? 

[The  information  follows:] 

Of  the  total  Facilities  and  Equipment  appropriation  unobligated  balance  of 
$2,984.3  million,  $1,148.3  million  has  been  available  for  at  least  a  year.  The  Facili- 
ties and  Equipment  appropriation  is  a  multi-year  account  which  means  there  will 
be  carryover  funds.  The  FAA  has  significantly  improved  its  obligation  performance 
by  requesting  funds  that  can  be  obligated  in  the  first  year  of  availability.  The  FAA 
has  increased  the  first  year  obligation  rate  from  45  percent  in  FY  1988  to  over  67 
percent  in  FY  1994  and  plans  to  obhgate  at  least  70  percent  of  the  PT  1995  appro- 
priation in  the  first  year  of  availability. 

LARGEST  F&E  UNOBLIGATED  BALANCES 

Mr.  Wolf.  For  the  record,  please  list  the  programs  with  the  ten 
largest  F&E  unobligated  balances,  combining  funds  for  all  appro- 
priation years.  For  each,  provide  a  brief  explanation  of  why  the 
funds  remain  unobligated  and  an  obligation  plan  for  increments  of 
those  funds. 

[The  information  follows:] 
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The  ten  F&E  programs  having  the  largest  unobligated  balances,  when  all  appropriation 
years  are  combined,  are  as  follows: 


PRIOR 

($000) 
FY  1995 

TOTAL 

YEAR 

UNOBLIGATED 

UNOBLIGATED 

Advanced  Automation 

18,700 

403,700 

422,400 

Voice  Switching  & 
Control  System 

30,230 

179,747 

209,977 

Terminal  Air 

Traffic  Control 

Facilities,  Replacement 

39,576 

40,250 

79,817 

Next  Generation 

Weather  Radar 

8,376 

62,000 

70,376 

Instrument  Landing 
(ILS)  Est/Upgrade 

48,622 

20,100 

68,722 

System  Eng.  and 
Development  Support 

3,321 

65,670 

68,991 

Wide  Area  Augmentation 

System  (WAAS)  GPS  0  66,035  66,035 

ASR  with  ARTS  and 

Brite  Display  Sys 

EstabUsh  40,133  18,000  58,133 

Long  Range  Radar  39,919  14,100  54,019 

Air  Traffic  Control 

Tower  (ATCT)/ 

Tracon  Facs  Improv.  39,379  14,400  53,779 
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Program:  #1    AAS 
Unobligated  balance: 


Prior  Year 
Carryover 


FY  1995 
Unobligated 


Total  Unobligated 
(as  of  12/31/94) 


$18.7M 


$403.7M 


$422.4M 


Explanation: 

Unobligated  carryover  is  a  result  of  delays  in  the  program  and  the  subsequent  restructuring. 
The  restructure  was  completed  in  FY  1994.   To  avoid  impacting  the  program,  the  carryover 
balance  and  the  FY  1995  funds  are  required  to  continue  efforts  during  FY  1995.   The 
majority  of  the  unobligated  balance  is  the  new  FY  1995  funding,  and  logically,  would  not  be 
obUgated  so  early  in  a  fiscal  year.   The  FY  1995  obligation  plan  projects  to  obligate  all  but 
$4M  of  the  unobligated  balance  (both  old  and  new  money).   The  following  provides  a 
breakout  of  the  plan: 


Program 

FY  1995 

FY  199^ 

ISSS 

5.1 

Center  Mod 

14.0 

10.0 

DSR 

247.7 

DCCR 

9.1 

AERA 

10.5 

1.7 

TAAS 

68.6 

STARS 

4.0 

ARTS  HIE 

8.8 

TCCC 

41.0 

FY  1993 


FY  1991 


.6 


1.3 


Total 


403.7 


16.8 


1.3 


Estimated  Obligation  dates: 


ISSS 


Center  Mod 
DSR 


DCCR 


Of  the  $7M  unobligated,  $4.7M  will  be  obligated  by  Feb,  1995; 
$2.3M  will  be  obligated  in  July,  1995.  All  funding  obligated  for 
technical  support  and  regional/Technical  Center  support. 

$24M  was  obligated  for  power  system  upgrades  -  January,  1995 

$99. 5M  with  the  prime  contractor  -  January,  1995 

101. 5M  for  design/development  -  April,  1995 

23.3M  for  ISSS/ACCC  termination  -  May,  1995 

18.5M   for  technical  support  -  8.8M  in  2nd  quarter,  9.7M  in  3d  qtr 

4.9M   for  regional  and  Technical  Center  support  -  Feb  &.  July,  1995 

$6.4M  on  prime  contract  -  March,  1995 
2.7M  for  regional/Technical  Center  support  -  Mar  &  Apr,  1995 
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AERA  $7.7M  for  technical  and  Tech  Center  support  -  Feb  &  Mar,  1995 

4.5M  on  prime  contract  -July,  1995 

TAAS  $68.5M  for  termination  costs  -  May,  1995 

STARS  $4.0M  for  technical  support  -Feb,  1995 

ARTS  niE  $8.8M  -April,  1995 

TCCC  $39.8M  for  design/development  on  prime  contract--Jan  &  Mar,  1995 

.6M  for  technical  support  --  Feb  &  June,  1995 
.6M  for  Technical  Center  support  --  Mar,  1995 


Program:  n  VSCS 
Unobligated  balance: 


Prior  Year 
Carryover 

$30.2M 


FY  1995 
Unobligated 

$179.7M 


Total  Unobligated 
ras  of  12/31/94> 

$209.9M 


Explanation: 

The  carryover  balance  resulted  from  the  cancellation  of  the  ISSS  and  its  subsequent 
replacement,  the  Display  System  Replacement  (DSR)  program.    The  program  is  currently  on 
track  and  plans  are  to  obligate  all  funds  by  year  end. 

Estimated  Obligation  dates: 

Of  the  $30.2M  carryover  balance,  all  but  $1.5M  is  planned  for  obligation  in  January,  1995. 

The  remaining  $1.5M  will  be  obligated  in  the  fourth  quarter. 

The  FY  1995  funds  will  be  obligated  as  follows: 


OIL 

1 
2 
3 
4 


Amount 
$28. 8M 
$50.5M 
$53.4M 
$46. 8M 


Total      $179.5M 
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Program:  #3  Terminal  Air  Traffic  Control  Facilities  -  Replace 

Unobligated  balance: 

Prior  Year        FY  1995  Total  Unobligated 

Carryover         Unobligated  (as  pf  12/31/94) 

$39.6M  $40.2M  $79.8M 

Explanation: 

Examples  of  some  of  the  factors  contributing  to  the  delay  in  obligating  funds  - 

problems  with  site  selection,  environmental  concerns,  architectural  interest,  all  of  which  are 

beyond  the  FAA's  control.    Specifically,  site  selection  was  delayed  at  La  Guardia,  NY  and 

Newark,  NJ  because  of  New  York  Port  Authority  reluctance  to  agree  to  FAA  preferred  sites. 

Delay  valued  at  $24M  in  prior  year  funds.    Chicago  O'Hare  was  delayed  one  year  because  of 

the  City's  Architectural  Review  board  requiring  a  modification  to  the  design  of  the  FAA 

standard  ATCT.    Value  of  the  delay  at  approximately  $15M. 


Estimated  Obligation  Dates: 

The  program  projects  to  obligate  all  but  $13M  this  fiscal  year.   The  following  provides  a 

breakout  by  quarter: 

2nd  Quarter  3d  Quarter  4th  Quarter         1st  Quarter  FY  1996 

$32M  $23.2M  $10.6M  $13.1 

Covington,  KY  Houston  Hobby,  TX       St  Paul,  MN  Topeka,  KS 

Worcester,  MA  Beaumont,  TX  Dallas  (ADS),  TX      Little,  Rock,  AR 

Salt  Lake  City,  UT  Palwaukee,  IL 

Bangor,  ME  Moses  Lake,  WA 


Program:  #4  Next  Generation  Weather  Radar  (NEXRAD) 
Unpbligatgd  ^?i^<^-- 

Prior  Year        FY  1995  Total  Unobligated 

Carryover         Unobligated  (as  of  12/31/94) 

$8.4M  $62M  $70.4M 

Explanatign: 

NEXRAD  is  a  jointly  funded  project  with  the  Dept  of  Commerce.  The  project  is,  for  the 
most  part,  on  schedule  but  congressional  mandates  outside  the  program  profile  of  locations 
has  resulted  in  a  requirement  to  reprioritize  the  program,  thus  delaying  implementation. 

Estimated  Obligation  Dates: 

Approximately  $20M  was  committed  prior  to  end  of  FY  1994.  These  obligations  should  be 
recorded  during  the  2nd  quarter.   $37M  will  be  obligated  on  the  prime  contract,  for  JSPO 
support  and  for  FAA  support  during  the  2nd  quarter.    $13.3M  will  be  obligated  for  site 
implementation  costs  in  Hawaii,  Alaska  and  Puerto  Rico.  The  following  NEXRAD  sites  will 
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be  installed  by  the  end  of  FY  1995: 

Kauai,  HI 

Molokai,  HI 

Anchorage,  AK 

Fairbanks,  AK 

King  Salmon,  AK 

Bethel,  AK 

San  Juan,  PR 


Program:  #5  Instrument  Landing  System  (LLS) 
Unobligated  balange: 

Prior  Year        FY  1995  Total  Unobligated 

Carryover         Unobligated  (as  of  12/31/94) 

$48.6M  $20.  IM  $68.7M 

Explanation: 

The  program  was  established  using  the  standard  acquisition  procedure  to  attain  new  ILS 
contracts.    A  decision  was  made  to  cancel  the  pending  RFP's  and  utilize  an  existing  Wilcox 
contract  for  new  locations.   The  contract  received  production  approval  in  November  1994, 
with  deliveries  scheduled  to  begin  in  January,  1995.    Installation  funds  could  not  be  obligated 
until  a  solid  equipment  delivery  schedule  was  determined.    Installations  will  begin  as  soon  as 
the  equipment  deliveries  begin  (January,  1995).    Rescission  of  these  funds  will  result  in 
inability  to  install  the  equipment,  warehousing  the  equipment  that  is  already  procured  and  a 
potential  adverse  impact  on  system  capacity. 

Estimated  Obligation  Dates: 

FY  1991  funds 

$7.4M  for  Salt  Lake  City  installation  (2/95) 

FY  1993  funds 

$11.1M  for  installations  beginning  late  in  the  second  quarter.    Obligations  will  continue 

through  FY  1995  for  the  following  sites: 

Gaylord,  MI;  Kansas  City,  MO;   St  Louis,  MO;   Teterboro,  NJ;   Spartanburg,  SC; 

Orlando,  FL;   Boeing  Field,  WA;   Charlotte,  NC;   Islip,  NY;   Easton,  MD; 

Detroit  Lakes,  MN;    New  Orleans,  LA. 

FY  1994  funds 

$5.7M,  committed  in  the  1st  quarter,  will  be  obligated  early  in  2nd  quarter. 

$6.5M  will  be  obligated  in  March,  1995  for  MALSR  systems  and  RVR  Retrofit. 

$1.8M  will  be  obligated  in  June,  1995  to  exercise  the  ALSF-2  and  MALSR  options. 

$3M  will  be  obligated  in  August,  1995  for  RVR  pre-planned  product  improvement. 

$8.6M  is  planned  for  obligation  in  March,  1996  (FY  1996)  to  continue  the  installation 

program. 
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FY  1995  fiinds 

Planned  for  additional  procurement  and  installations. 

$9.6M  will  be  obligated  in  June,  1996  to  exercise  ALSF-2  and  MALSR  options. 

The  remaining  FY  1995  funds  will  be  obligated  in  early  FY  1996. 


Program:  #6  System  Engineering  and  Development  Support 
Unobligated  balance: 

Prior  Year       FY  1995  Total  Unobligated 

Carryover        Unobligated      (as  of  12/31/94) 

$3.3M  $65.7M  $69.0M 

Explanation:   The  SETA  contract  awarded  to  TRW  was  protested  by  Martin  Marietta 
($24M).    The  obligation  of  funds  with  MITRE  have  been  delayed  due  to  a  congressional 
mandate  to  reduce  personnel  to  335,  realign  the  contract,  and  obtain  an  FY  1995  cost 
estimate  for  the  new  level  of  effort.    We  used  FY  1995  funds  for  the  1st  quarter  until  we  can 
finalize  the  Product  Based  Work  Proposal,  and  obtain  a  cost  estimate  for  FY  1995. 

Obligation  plan:    We  plan  to  award  the  SETA  funds  ($24M)  as  soon  as  a  decision  is  reached 
on  the  protest-anticipate  January  1995.   We  plan  to  obligate  the  remaining  MITRE  funding 
in  the  2nd  quarter  of  FY  1995.    Funds  for  the  additional  support  functions  will  be  obligated 
also  in  the  2nd  quarter  of  FY  1995. 


Program:  #7  Wide  Area  Augmentation  System  (WAAS)  for  GPS 

ynobiigatgd  baianpg: 

Prior  Year       FY  1995  Total  Unobligated 

Carryover        Unobligated      (as  of  12/31/94) 

-0-  $66.0M  $66.0M 

Explanation:   This  program  was  appropriated  $67.9  million  in  FY  1995.   Therefore,  these 
funds  have  only  been  available  for  obligation  for  three  months.    During  that  time  period  we 
have  obligated  $1.9M. 

Obligation  plan:    Approximately  $45  million  is  the  validated  government  estimate  for  the 
Wide  Area  Augmentation  System  (WAAS)  FY  1995  contract  award  which  is  scheduled  to  be 
awarded  in  April  1995.    Associated  with  that  award  is  the  lease  of  required  ground 
communications  lines  and  equipment  to  support  the  implementation  of  the  WAAS  which  will 
require  approximately  $8  million.    Additionally,  there  are  two  technical  support  contracts 
that  are  critical  to  the  schedule  by  developing  the  necessary  software  algorithms  and 
environmental  simulator  for  testing  and  independent  verification  and  validation  support  that 
will  be  provided  to  the  prime  contractor. 
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Program:  #8  ASR  with  ARTS  and  Brite  Display  System  -  Establish 
Unobligated  balance: 

Prior  Year     FY  1995  Total  UnobUgated 

Carryover       Unobligated     (as  of  12/31/94) 


$40.  IM 


$18.0M 


$58.  IM 


Explanation:   The  ASR  program  unobligated  balances  exist  for  the  following  reasons: 

-  Difficulty  in  site  acquisition  and  construction.    Some  sites  are  not  yet  ready  for  system 

delivery. 

-  The  ASR-9  program  is  responsible  to  procure  Mode-S  systems  for  certain  new 

establish  sites.    This  contract  is  still  being  negotiated  but  will  be 
completed  by  6/95. 

-  The  ASR  "9FAC"  (array  signal  processor)  is  still  in  regression  testing  which  must  be 

completed  before  it  goes  to  production. 

-  ASR-9  logistics  provisioning  -  in  process  of  final  negotiation.   The  ASR-9  consumed 

parts  at  a  higher  rate  than  anticipated,  requiring  the  system  to  be  reprovisioned. 

-  The  program  is  behind  due  to  the  transmitter  reliability/logistics  problems  which  directly 

impacted  the  FAA's  ability  to  commission  systems.    A  transmitter  modification  which 
enhanced  reliability  is  currently  being  installed  and  commissionings  are  being 
accelerated.   This  has  had  a  direct  impact  on  the  ASR  Leapfrog  program,  as  the  ASR 
7/8  cannot  be  leapfrogged  until  an  ASR-9  is  ready  to  be  installed  in  its  place. 


Obligation  plan: 


-  FY  1991  unobligated  balance: 

$9.6M 

-  Mode-S  buy  10  installation 

$1.6M  -  award  2/95 

~  Spare  parts 

$2.6M  -  award  3/95 

-  Site  Implementation 

$3.5M  -  award  8/95 

~  Balance 

$1.9M  -  awarded  $1.0M  1/95,  another  $.2M 

1/95,  $.7M  in  3/95 

-  FY  1993  unobligated  balance: 

$8.4M 

-  ASR9/ModeS  Sensor  Fusior 

1   $2.4M  -  award  2/95 

-  ASR  -9PAC" 

$3.5M  -  award  3/95 

~  Site  Implementation 

$2.5M  -  award  8/95 

-  FY  1994  unobligated  balance: 

$22.2M 

-  ASR9/Mode-S  Sensor  Fusion  $4.6M  -  award  2/95 

~  Mode-S  Buy  10  installation 

$1.4M  -  award  2/95 

-  Technical  Assistance 

Contract 

$1.2M  -  award  6/95 

~  MTT/LL 

$1.9M  -  award  2/95 

~  Leapfrog/ rSSC     . 

$0.9M  -  award  5/95 

-  ASR  "9PAC" 

$1.6M- award  3/95 

~  ASR-9  Contract  Extension 

$1.0M  -  award  3/95 

~  Site  Acquisition  and 

Construction 

$8.5M  -  award  9/95 

~  Balance 

$1.1M  -  award  $.6M  2/95  and  $.5M  3/95 
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FY  1995  unobligated  balance:       $18.0M 


--  MTT/LL 

$1.8M  - 

award  2/95 

-  WEC/Go-back  team 

$2.0M  - 

award  3/95 

-  Spare  parts  peculiar 

$3.9M 

-  award  9/95 

--  Site  Implementation 

$4.7M 

-  award  9/95 

--  Serial  Interface  W/STARS 

$3.4M 

-  award  3/95 

--  Balance 

$2.2M  - 

award  6/95 

Program:  tt9  Long  Range  Radar  (Establish/Replace) 
Unobligated  balance: 

Prior  Year        FY  1995  Total  UnobUgated 

Carryover         Unobligated  (as  of  12/31/94) 

$39.9M  $14.  IM  $54.0M 

ExplanatJQn: 

Site  selection  and  environmental  concerns  are  contributing  factors  to  the  carryover  of 
unobligated  funds.   There  was  also  a  delay  in  awarding  the  prime  contract  which  is  currently 
in  process  and  should  be  awarded  in  the  2nd  quarter.    In  addition,  much  of  the  work 
accomplished  in  this  program  utilizes  the  TSSC  contract.   The  new  TSSC  contract  is 
scheduled  to  be  awarded  early  in  the  third  quarter;  accordingly,  much  of  the  balance  in  this 
program  will  then  be  obligatwl. 

Estimated  Obligation  Dates: 

Long  Range  Radar  --$54. OM  unobligated 

-$26.3M  is  committed  for  equipment,  site  preparation,  logistics 
support  and  ancillary  equipment.  These  funds  will  be  obligated 
in  2nd  and  3rd  quarters: 

$0.9M   FY  1991 

$9.0M   FY  1993 
$11. 3M   FY  1994 

$5.1M   FY  1995 


-$6M  of  FY  1995  funds  is  being  sent  to  regions  for  flight  test  which 
required  for  commissioning  of  all  sites  and  site  implementation. 

-$3M  will  be  obligated  in  FY  1995  for  site  preparation  and  construction  expenses  at 
Caribou,  ME. 

-$4.7M  will  be  obligated  by  3rd  quarter  for  dismantling  and  storage  of  ARSR-3  radars. 
Currently  awaiting  award  of  new  TSSC  contract  (April,  1995).   Removal  of  the  ARSR-3's  is 
required  before  the  ARSR-4  can  be  installed. 
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-Approx  $14M  has  been  issued  to  the  regions  for  site  prep/implementation/installation 
activities,  regionally  procured  ancillary  equipment,  other  regional  support  costs.    Of 
this,  $6.2M  will  be  obligated  by  the  regions  during  the  2d  quarter.    The  remaining  funds 
wil!  be  obligated  throughout  FY  1994  and  FY  1995  to  coincide  with  delivery  schedules. 


Program:  #10  Air  Traffic  Control  Tower  (ATCT)/TRACON  Facilities  -  Improvement 
Unobligated  balance: 


Prior  Year 
Carryover 


FY  1995 
Unobligated 


Total  Unobligated 
(as  of  12/31/94) 


$39.4M 


$14.4M 


$53.8M 


Explanation:    ATCT/TRACON  modernize/sustain  projects  are  accomplished  within  the 
confines  of  manpower  available  from  existing  FAA  F&E  installation  crews  and  the  available 
manpower  from  the  TSSC  contract.   They  are  very  manpower  intensive  projects.    Delays  in 
the  various  projects  listed  below  occurred  because  of  the  FAA  priority  treatment  of  the 
OSHA  Life  Safety  Program  and  the  Fuel  Storage  Tank  Replacement  Program,  which  carry 
stiff  criminal  and  legal  liabilities.   These  environmental  program  diverted  the  manpower 
resources  intended  for  the  projects  listed  below: 

-  51  National  Improve  ATCT/TRACON  projects  such  as: 

—  Construct  Administrative  Base  Building  for  Falmouth,  MA 

—  Construct  Base  Building  and  Renovate  ATCT/TRACON  for  Evansville,  IN 

—  Refurbish  ATCT  to  conform  changes  in  runway  configurations 

~  153  smaller  regional  sustain  ATCT/TRACON  projects  such  as: 

—  Replace  heating  and  air  conditioning  system  in  ATCT/TRACON 

—  Replace  electrical  wiring,  add  electrical  outlets  and  phone  receptacles 

—  Replace  asbestos  ceiling  tiles 

Obligation  plan: 


Equipment,  A&E  engineering  services,  support 
services,  and  construction  contracts  $19.4M 


2nd/95 


-  Construction  and  engineering  $13.8M       3rd/95 

-  Equipment,  construction  and  engineering  $14.7M       4th/95 

-  Construction  and  engineering  $5.8M       lst/96 
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PRECISION  RUNWAY  MONITORS 

Mr.  Wolf.  Congress  added  $15  million  in  fiscal  year  1995  to  pro- 
cure additional  precision  runway  monitors.  When  do  you  anticipate 
obligating  these  funds,  and  which  airports  are  expected  to  receive 
these  radar  systems? 

[The  information  follows:] 

Congress  appropriated  an  additional  $14  million  in  1995  funds  to  procure  a  mini- 
mum of  two  additional  precision  runway  monitor  (PRM)  systems.  The  current  con- 
tract option  to  acquire  additional  systems  expires  in  March  1996.  The  FAA  plans 
to  obligate  the  funds  to  acquire  the  additional  systems  prior  to  expiration  of  this 
option  period.  However,  there  are  currently  no  airports  which  have  suitable  runway 
configurations  to  accept  the  PRM  system.  CostAtenefit  analyses  are  ongoing  to  iden- 
tify suitable  locations. 

AIRPORT  MOVEMENT  AREA  SAFETY  SYSTEMS 

Mr.  Wolf.  Congress  also  added  $10  million  for  additional  airport 
movement  area  safety  systems  (AMASS).  When  will  these  funds  be 
obligated? 

[The  information  follows:] 

The  $10  million  will  be  obligated  by  September  1995.  Contract  award  is  planned 
for  mid- 1995  for  AMASS  full  scale  development,  testing,  and  development  of  tracker 
algorithms.  Specifically,  the  $10  million  is  planned  to  be  used  for  two  additional  con- 
tract awards,  and  one  for  production  of  two  full  scale  development  models  (August 
1995)  and  one  for  7  low  rate  initial  production  models  (September  1995). 

AMASS  is  strongly  supported  by  the  NTSB  as  a  critical  safety  system  and  has 
strong  congressional  committee  support  for  rapid  deployment.  A  fiinding  cut  will 
cause  program  schedule  and  commissioning  delays  and  adversely  impact  airport 
safety. 

AIRWAY  SCIENCE  PROGRAM 

Mr.  Wolf.  As  you  know,  prior  to  fiscal  year  1995,  Congress  ap- 
propriated funds  for  the  airway  science  program  which  provided 
grants  to  colleges  and  universities  for  facilities  construction  related 
to  aviation  programs.  How  much  of  this  funding  is  unobligated 
today  and  what  plan  do  you  have  for  obligating  those  funds? 

[The  information  follows:] 

All  grant  funds  which  Congress  appropriated  to  the  airway  science  program  have 
either  been  obligated  or  rescinded.  There  are  no  funds  that  are  unobligated. 

Mr.  Wolf.  Isn't  it  true  that  some  of  the  schools  that  received 
earmarked  funds  didn't  even  meet  the  statutory  criteria  to  be  eligi- 
ble for  funding?  What  are  the  prospects  today  that  these  schools 
would  be  qualified  to  receive  the  funds  in  the  near  future? 

[The  information  follows:] 

No,  all  grant  funds  awarded  under  the  authority  of  airway  science  legislation 
were  received  by  schools  that  met  all  award  criteria. 

COAST  GUARD  SMALL  BOAT  STATIONS 

Mr.  Wolf.  Last  year's  budget  request  assumed  the  closure  of  14 
low  workload/low  public  service  small  boat  stations.  The  Coast 
Guard  believed  that  at  least  this  many  stations  could  be  closed 
with  little  or  no  impact  on  delivery  of  services  to  the  boating  public. 
However,  these  reductions  were  not  passed  by  Congress  because 
DOT  never  submitted  its  final  list  of  proposed  closures. 
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Ms.  Stoll,  does  the  Department  still  support  the  closure  of  the 
Coast  Guard's  low  workload  small  boat  stations?  If  so,  which  sites 
have  been  suggested  for  closure  by  the  Coast  Guard's  study? 

[The  information  follows:] 

The  Department  still  supports  the  Coast  Guard's  comprehensive  Small  Boat  Unit 
Resource  Management  Plan,  which  proposes  significant  changes  to  small  boat  units 
(staff  adjustments  and  some  facility  closures).  These  changes  will  better  align  gov- 
ernment resources  with  the  public  s  demands  for  services  on  our  waterways,  pre- 
serve system  effectiveness,  improve  system  efficiency,  provide  relief  for  long  stand- 
ing deficiencies  at  remaining  stations,  and  result  in  significant  budgetary  savings. 
For  example,  consolidation  or  closure  of  stations  where  areas  of  responsibility  over- 
lap, achievable  today  because  of  technological  improvements  in  Coast  Guard  assets, 
will  allow  for  better  deployment  of  personnel  and  budgetary  resources. 

We  will  discuss  specific  sites  after  the  President's  Budget  has  been  transmitted. 

COAST  GUARD  MACKINAW 

Mr.  Wolf.  Congress  added  $3.7  million  in  the  fiscal  year  1995 
budget  for  continued  operation  of  the  Coast  Guard  cutter  "Macki- 
naw", which  performs  icebreaking  functions  on  the  Great  Lakes. 
The  Department  opposed  continued  funding  of  the  "Mackinaw".  Is 
that  still  DOT'S  position,  and  if  so,  would  you  explain  why? 

[The  information  follows:] 

Pursuant  to  House  Report  (103-543)  accompanying  the  fiscal  year  1995  Depart- 
ment of  Transportation  and  Related  Agencies  Appropriations  Bill,  the  Coast  Guard 
has  contracted  with  the  Volpe  National  Transportation  Systems  Center  to  conduct 
a  complete  study  of  the  icebreaking  requirements  and  related  economic  benefits  in 
the  Great  Lakes.  This  study  will  be  completed  this  spring.  DOT  supports  this  effort 
to  document  the  economic  benefits  and  government  costs  associated  with  the  Great 
Lakes  icebreaking  mission,  including  the  Mackinaw.  This  study  will  provide  a  com- 
plete review  of  historical  ice  conditions,  capabilities  of  the  various  icebreakers  (in- 
cluding the  JUNIPER  Class  buoy  tenders),  and  the  associated  benefit  to  commerce. 
A  DOT  recommendation  regarding  the  continued  operation  of  the  Mackinaw  will  be 
made  upon  completion  and  review  of  the  icebreaking  requirements  study. 

COAST  GUARD  ORGANIZATIONAL  STUDY 

Mr.  Wolf.  Last  summer,  the  Coast  Guard  initiated  a  comprehen- 
sive, flag-level  review  of  its  organizational  structure.  The  analytical 
phase  of  this  review  was  expected  to  be  completed  by  October  1994. 
Can  you  tell  us  what  efficiencies  were  recommended  by  that  analy- 
sis? 

[The  information  follows:] 

Last  summer  the  Coast  Guard  initiated  two  major  streamlining  studies,  each  led 
by  a  flag  officer,  to  identify  alternatives  that  would  help  the  Coast  Guard  continue 
to  deliver  services  to  the  public,  but  at  a  lower  cost.  One  of  these  studies  focused 
on  Coast  Guard  training  and  the  other  focused  on  the  Coast  Guard's  organizational 
structure. 

The  Coast  Guard's  Organizational  Study  Team  made  its  preliminary  report  to 
Coast  Guard  top  management  in  December  1994.  The  information  provided  was 
used  to  select  alternatives  for  further  study,  but  the  detailed  financial  information 
needed  to  make  sound  business  decisions  had  not  been  fuUy  developed.  The  Study 
Teams  are  completing  their  work  and  the  Coast  Guard  expects  to  forward  rec- 
ommendations to  the  Secretary  of  Transportation  in  the  Spring. 

COAST  GUARD  TRAINING  FACILITIES 

Mr.  Wolf.  It  has  been  widely  reported  that  one  of  the  three 
Coast  Guard  training  facilities  will  be  recommended  for  closure. 
These  facilities  are  in  Yorktown,  Virginia;  Petaluma,  California; 
and  Cape  May,  New  Jersey.  Is  this  accurate? 

[The  information  follows:] 
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The  Coast  Guard  has  made  no  decisions  regarding  the  closure  of  any  of  its  train- 
ing centers. 

Last  summer  the  Coast  Guard  initiated  two  maior  streamlining  studies,  each  led 
by  a  flag  officer,  to  identify  alternatives  that  would  help  the  Coast  Guard  continue 
to  deliver  services  to  the  public,  but  at  a  lower  cost.  One  of  these  studies  focused 
on  Coast  Guard  training. 

Both  teams  made  a  preliminary  report  to  Coast  Guard  top  management  in  Decem- 
ber 1994.  The  information  provided  was  used  to  select  alternatives  for  further  study, 
but  the  detailed  financial  information  needed  to  make  sound  business  decisions  had 
not  been  fiilly  developed.  The  Study  Teams  are  completing  their  work  and  the  Coast 
Guard  expects  to  forward  recommendations  to  the  Secretary  of  Transportation  in 
the  Spring. 

COAST  GUARD  R&D  CENTER 

Mr.  Wolf.  The  study  team  was  also  expected  to  review  the  need 
for  the  Coast  Guard  to  maintain  its  own  R&D  Center.  The  current 
center  is  located  in  Groton,  Connecticut.  Much  of  the  Coast  Guard's 
R&D  budget  today  is  used  for  the  "care  and  feeding"  of  this  center, 
instead  of  conducting  research.  Have  any  findings  been  reached  re- 
garding the  need  to  continue  Coast  Guard  funding  of  its  own  R&D 
center? 

[The  information  follows:] 

The  Coast  Guard  recently  reviewed  the  necessity  to  operate  its  own  R&D  Center 
and  concluded  that  the  Coast  Guard  needed  to  maintain  the  R&D  Center  to  have 
an  effective  R&D  program.  The  Coast  Guard  already  contracts  out  most  of  its  R&D 
to  develop  R&D  project  specifications,  oversee  project  development  and  help  ensure 
final  products  reflects  applications  useful  to  the  Coast  Guard.  The  R&D  Center  also 
combines  the  technical  skill  and  Coast  Guard  expertise  needed  to  modify  DOD  or 
commercial  R&D  efforts  for  Coast  Guard  use.  Further,  there  are  some  niches  of 
R&D  (such  as  navigational  aides,  and  some  aspects  of  search  and  rescue,  marine 
safety,  and  environmental  protection)  that  are  Coast  Guard-unique,  and  are  either 
cost  prohibitive  for  industry  to  pursue  or  not  of  primary  interest  to  DOD  or  other 
government  agencies. 

COAST  GUARD  OIL  SPILL  STRIKE  TEAMS 

Mr.  Wolf.  The  Coast  Guard  has  three  oil  spill  "strike  teams" 
around  the  country,  which  were  established  after  the  Exxon  Valdez 
accident.  According  to  Coast  Guard  data,  less  than  one-quarter  of 
the  man-hours  on  these  strike  teams  is  spent  responding  to  emer- 
gencies. By  contrast,  over  40  percent  of  the  time  is  classified  as 
"overhead",  and  another  16  percent  is  for  training.  How  can  we  jus- 
tify the  continuation  of  "standing  armies"  around  the  U.S.,  when 
so  little  of  their  time  is  actually  spent  responding  to  oil  spills? 

[The  information  follows:] 

Three  Strike  Teams  and  one  National  Strike  Force  Coordination  Center  (NSFCC) 
comprise  the  national  Strike  Force  (NSF).  The  NSF,  originally  established  in  1972, 
was  expanded  to  include  the  NSFCC  and  a  third  Strike  Team  in  response  to  the 
OU  Pollution  Act  of  1990  (OPA  90). 

The  Strike  Teams  are  specialized  Coast  Guard  units  that  provide  highly  trained 
personnel  and  capabilities  to  Federal  On-Scene  Coordinators,  both  Coast  Guard  and 
U.S.  Environmental  Protection  Agency  (EPA),  in  response  to  environmental  disas- 
ters involving  both  hazardous  materials  spills.  These  activities  can  best  be  described 
as  analogous  to  professional  firefighters.  Extensive  training  is  required  to  maintain 
safety  and  proficiency  in  a  high  risk  occupation.  In  addition  to  responding  to  pollu- 
tion events  throughout  the  United  States  and  its  territories,  the  NSF  provides  train- 
ing to  Coast  Guard  field  units,  other  federal  agencies  and  state/local  organizations 
including  fire  departments.  This  includes  direct  and  extensive  involvement  in  the 
greatly  expanded  exercise  requirements  of  OPA  90.  The  NSF  is  recognized,  inter- 
nationally, as  the  premier  environmental  response  experts. 

Focusing  on  a  particular  fiscal  quarter  skews  the  data.  During  third  quarter  fiscal 
year  1994  the  Atlantic  Strike  Team  (AST)  physically  moved  its  location  due  to  con- 


182 

gressionally  mandated  base  closure.  Time  spent  moving  was  accounted  in  staff 
hours  as  "overhead"  giving  the  AST  69  percent  "overhead"  for  that  quarter  and 
skewing  the  entire  NSF  "overhead"  totals.  Average  NSF  "overhead"  for  fiscal  1994, 
discounting  that  high  quarter  is  approximately  38  -percent.  When  looking  at  re- 
sponse, the  NSFCC,  which  is  treated  as  a  staff  unit,  should  be  included  as  an  oper- 
ational component  due  to  their  involvement  in  the  mandated  OPA  90  exercise  pro- 
gram. Response  average  for  the  three  teams  runs  approximately  30  percent.  "Over- 
head" hours  are  high  also  because  NSF  accounts  for  hours  spent  "resting"  at  a  re- 
sponse as  liberty  (and  therefore  "overhead")  rather  than  response  hours.  If  you  were 
to  account  for  tiiese  hours  as  response  (i.e.,  while  deployed  on  response  24  hours 
a  day  equals  response  hours),  the  response  hours  could  go  up  on  the  average  of  an- 
other 25-30  percent  to  an  average  of  nearly  40  percent.  Concurrently,  overhead 
hours  would  be  reduced  by  an  equal  amount. 

MILITARY  VS.  CIVILIAN  POSITIONS 

Mr.  Wolf.  In  a  recent  review  in  the  Department  of  Defense,  the 
GAO  found  that,  on  average,  each  civilian  support  employee  costs 
about  $15,000  less  per  year  than  a  comparably  graded  military  po- 
sition, and  that  the  military  services  typically  assign  military  per- 
sonnel to  support  functions — such  as  data  processing  and  personnel 
management — that  do  not  require  skills  gained  from  military  expe- 
rience. 

The  GAO  believes  that  significant  savings  could  be  achieved  by 
converting  some  of  these  military  positions  to  civilian.  Since  about 
85  percent  of  the  Coast  Guard  workforce  is  military,  is  it  possible 
that  similar  savings  might  be  achievable  by  the  Coast  Guard? 

[The  information  follows:] 

The  Coast  Guard  has  not  had  the  opportunity  to  review  and  validate  the  civilian 
cost  figures  cited  by  GAO  in  their  recent  report  on  the  DOD  workforce. 

However,  the  Coast  Guard  recognizes  the  potential  benefits  of  maximizing  the 
number  of  civilian  employees  in  selected  staff  functions.  Prior  to  the  Administra- 
tion's downsizing  targets  to  reduce  civilian  FTE,  the  Coast  Guard  had  increased  ci- 
vilian positions  by  over  12  percent  between  1990  and  1993.  This  increased  the  per- 
centage of  civilians  in  the  Coast  Guard  workforce  from  13  percent  to  14  percent, 
which  is  not  inconsistent  with  the  other  sea  services.  Currently,  civilians  make  up 
33  percent  and  9  percent  of  the  Navy  and  Marine  Corps  workforces  respectively. 
Most  of  the  civilians  in  the  Navy  work  in  Central  Logistics  Support  functions.  The 
percentage  of  civilians  in  the  Coast  Guard  is  lower  than  Navy  because  Coast  Guard 
uses  the  Navy,  other  DOD  services,  and  commercial  contractors  for  most  of  its 
logistical  support;  hence,  it  has  fewer  jobs  which  can  be  appropriately  filled  by  civil- 
ians. The  core  logistic  facilities  the  Coast  Guard  does  operate,  the  Coast  Guard  Yard 
and  the  Aircraft  Repair  and  Supply  Center,  are  staffed  mostly  by  civilians. 

While  civilian  employees  may  cost  less  than  military,  the  primary  considerations 
in  determining  the  appropriate  mix  of  civilians  and  military  employees  are  the  orga- 
nizational needs,  essential  military  functions,  and  flexibility  required  to  accomplish 
the  Coast  Guard  missions. 

The  proper  mix  ensures  that  mission  requirements  are  met  and  a  military  surge 
capability  exists  to  respond  to  natural  disasters  and  meet  national  security  needs, 
including  major  contingency  operations  such  as  the  recent  operations  in  Haiti  and 
Cuba.  In  addition,  this  mix  must  address  an  adequate  sea/shore  rotation  for  military 
personnel,  provide  command  and  control  experience,  and  provide  a  broad  base  of  ex- 
perience to  groom  military  personnel  for  top  leadership  positions. 

The  Federal  Workforce  Restructuring  Act  of  1994  mandates  reductions  in  the 
Coast  Guard's  civihan  workforce  and  severely  constrains  the  ability  of  the  Coast 
Guard  to  increase  the  representation  of  civilians  in  the  organization.  Nevertheless, 
Coast  Guard  workforce  reductions  in  fiscal  years  1994  and  1995  have  reduced  about 
the  same  percentages  of  Coast  Guard  civilian  and  mihtary  personnel.  It  is  important 
to  note  that  the  Coast  Guard  has  been  downsizing  its  workforce  for  two  years.  For 
fiscal  year  1994  and  1995,  1575  military  and  264  civihan  positions  have  been  re- 
duced. Given  the  difficulty  of  any  downsizing,  the  Coast  Guard  has  made  significant 
progress  in  increasing  its  civilian  workforce  to  14  percent. 
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OPSTAGE  ALLOTMENT  FUND 

Mr.  Wolf.  What  is  the  current  fiscal  year  1995  balance  under 
OPSTAGE  allotment  fund  code  40,  "chief  of  staff,  administrative", 
and  for  what  will  those  funds  be  used? 

[The  information  follows:] 

This  account  escrows  funding  for  congressionally  earmarked  programs  and 
projects  (funded  and  unfunded)  anticipated  to  begin  in  the  current  fiscal  year.  Gen- 
eradly,  these  funds  are  not  released  until  detailed  implementation  plans,  including 
administrative  and  fiscal  control  mechanisms,  are  prepared,  approved,  and  in  place. 
Additionally,  this  account  is  used  to  fund  one-time  funding  needs  not  anticipated  at 
the  time  the  budget  was  developed,  including  protot5T)e  activities  designed  to  in- 
crease productivity  or  reduce  costs,  unplanned  operational  costs,  and  extraordinary 
support  progTEim  cost  increases. 

At  fiscal  year  1995  OPSTAGE,  this  account  opened  with  a  balance  of  $11  million. 
The  current  unobligated  balance  is  $1.75  million.  These  funds  have  either  been  dis- 
tributed to  meet  planned  programmatic  needs  or  will  be  released  when  implementa- 
tion plans  are  complete. 

RESERVE  TRAINING 

Mr.  Wolf.  Ms.  Stoll,  some  people  believe  that  budgetary  savings 
could  be  realized  in  the  Coast  Guard  if  we  were  to  more  fully  uti- 
lize the  Coast  Guard  Reserves  to  augment  active  duty  missions, 
and  reduce  the  budget  for  active  duty  personnel  accordingly.  To 
what  extent  do  Coast  Guard  or  departmental  studies  support  this 
view? 

[The  information  follows:] 

The  Coast  Guard  has  long  recognized  the  benefits  of  augmenting  active  duty 
forces  with  Reservists  to  meet  operational  mission  requirements  and  reduce  costs. 
Most  savings  accrue  when  Reservists  can  be  used  to  provide  surge  capacity  at  sea- 
sonal units,  on  busy  weekends,  or  other  short  periods  of  time  such  as  America's  Cup 
Races  (300  Reservists),  and  then  return  to  their  normal  occupations.  Coast  Guard 
Reservists  mobilized  for  national  defense  such  as  Desert  Storm  (973)  and  Uphold 
Democracy  in  Haiti  (231),  and  non-defense  operations  for  domestic  emergencies  and 
natural  disaster  support  including  the  Midwest  Floods  (505),  Texas  Flood  (74),  San 
Juan  Oil  Spill  (16),  and  AMTRAK  train  wreck  (13). 

The  recurring  theme  of  effective  Coast  Guard  Reserve  use  is  surge  capacity,  for 
once  on  duty.  Reservists  are  paid  at  the  same  rate  as  active  duty  personnel  and 
there  are  no  savings.  There  may  even  be  a  cost  increase  because  of  the  job  training 
investment  required  to  perform  many  Coast  Guard  jobs.  If  the  Reservist  does  not 
perform  the  job  routinely  or  does  not  perform  it  for  a  long  period  of  time,  there  may 
not  be  a  positive  return  on  the  investment. 

The  Coast  Guard  has  and  will  continue  to  look  for  opportunities  to  use  Reserves 
in  a  way  that  may  permit  some  reduction  of  the  active  duty  force.  For  example,  the 
"Team  Coast  Guard"  initiative,  launched  last  summer,  will  realize  a  50  person  sav- 
ings in  fiscal  year  1995  to  the  Reserve  Training  and  Operating  Expenses  Appropria- 
tions by  integrating  active  and  Reserve  administrative  overhead.  This  follows  an  88 
person  reduction  in  fiscal  year  1994.  The  Coast  Guard  seasonally  operates  three 
multi-mission  small  boat  stations  on  the  Great  Lakes  using  mostly  reserve  person- 
nel, and  has  seasonal  full-time  reservist  augmentation  at  seven  others.  This  staffing 
concept,  known  as  "Operation  Summersock,"  allows  minimal  active  duty  personnel 
to  staff  the  stations  when  operations  are  reduced  due  to  winter  ice,  and  Reservists 
provide  the  surge  capacity  to  meet  the  summer  workload.  The  "Operation 
Summerstock"  concept  is  being  studied  for  its  potential  use  in  other  multi-mission 
station  venues,  but  the  Coast  Guard's  24  hour  a  day,  365  days  a  year  response  re- 
quirements for  search  and  rescue,  marine  environmental  protection,  and  other  mis- 
sions will  Umit  widespread  application  of  this  concept. 

STREAMLINING  FHWA'S  ADMINISTRATIVE  FUNCTIONS 

Mr.  Wolf.  As  part  of  the  Department's  restructuring,  is  the  De- 
partment considering  streamlining  FHWA's  field  and  regional  office 
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structure?  If  so,  what  cost  savings  may  be  attributed  by  reducing 
the  number  of,  or  collocating,  your  field  and  regional  offices? 
[The  information  follows:] 

The  FHWA  is  actively  participating  in  the  Secretary's  restructuring  initiative, 
which  presently  is  considering  a  consolidation  of  the  existing  10  operating  adminis- 
trations into  3  under  2  alternative  configurations.  These  configurations  are:  (1)  sur- 
face, maritime,  and  aviation  administrations  and  (2)  an  infrastructure  administra- 
tion, a  safety  administration,  and  the  U.S.  Coast  Guard.  We  are  assessing  how  the 
FHWA's  field  structure  would  look  under  these  options  and  the  costs  of  any  changes 
that  may  be  required  in  a  way  that  preserves  our  high  standards  of  quality  and  cus- 
tomer service  at  the  lowest  cost  and  serves  the  purpose  of  the  new  organizational 
structure. 

APPLIED  RESEARCH  AND  TECHNOLOGY  PROGRAMS 

Mr.  Wolf.  Section  6005  of  the  Intermodal  Surface  Transpor- 
tation and  Efficiency  Act  makes  available  $41  million  annually  for 
FHWA's  applied  research  and  technology  programs.  Up  until  last 
fiscal  year,  this  amount  had  not  been  subject  to  an  obligation  limi- 
tation and  has  remained  available  until  expended. 

Since  fiscal  year  1992  and  for  each  subsequent  year,  how  much 
has  been  expended  annually  and  how  much  has  been  carried  for- 
ward each  year?  What  is  the  current  unobligated  balance  in 
FHWA's  applied  research  and  technology  account? 

[The  information  follows:] 
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APPLIED  RESEARCH  AND  TECHNOLOGY  PROGRAMS 

Mr.  Wolf.  For  the  record,  please  describe  the  research  and  de- 
velopment activities  funded  through  this  program,  and  identify 
whether  these  activities  support  ongoing  or  emerging  technologies? 

[The  information  follows:] 
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INTRODUCTION 

ISTEA  Section  6005  defines  the  purpose  of  this  program  to 
include  accelerating  the  testing,  evaluation  and  implementation 
of  technologies  to  which  are  designed  to  improve  the  durability, 
efficiency,  environmental  impact,  productivity,  and  safety  of 
transportation  systems.   The  Act  provides  specific  detail  on  the 
kinds  of  activities  to  be  funded.  An  update  on  the  progress  and 
research  findings  for  the  Applied  Research  and  Technolocjy  Program 
funded  with  ISTEA  Section  6005  funds  will  be  provided  to  Congress 
in  the  upcoming  FY  1994  annual  report. 

In  this  response  we  are  defining  emerging  technologies  to  mean 
those  that  have  not  been  fully  utilized  in  the  highway  industry. 
Ongoing  technologies  are  those  that  may  have  been  used  elsewhere, 
but  need  to  be  adapted  for  full  utilization.   Even  with  this 
definition,  there  is  considerable  overlap  in  the  definitions  and 
in  the  types  of  activities  funded. 

Ongoing  Technologies  Examples  Funded  Under  Section  6005 

International  Scanning  Program  to  inform  the  domestic 
highway  community  about  highway  technologies  and  practices 
that  are  used  abroad.  This  project  is  being  carried  out 
cooperatively  with  AASHTO,  TRB  and  private  sector. 

Scanning  review  of  Winter  Road  Maintenance  Practices 
found  many  useful  technologies.  A  Test  Bed  Project  to 
evaluate  the  technologies  has  been  proposed.   This  project 
which  test  snow  removal  equipment,  anti-icing  and  deicing 
materials,  and  weather  monitoring  systems  could  save 
millions  of  dollars. 

-  Technologies  found  in  the  Pedestrian/Bicycle  Safety  Study 
Tour  will  be  included  in  Minnesota's  Hutchinson  Project,  now 
being  designed.   Workshops  and  seminars  were  held  to 
disseminate  the  Tour's  findings  and  recommendations. 

Emerging  Technologies  Examples 

The  Advanced  Research  Program  probes  beyond  the  conventional 
research  to  identify  new  materials,  processes,  or  procedures  that 
might  offer  dramatic  improvements  in  performance,  safety,  economy 
or  efficiency. 

Projects  in  this  area  include: 

High  Performance  Concrete  (HPC)  is  an  ideal  material  to 
deal  with  the  widespread  problem  of  deteriorating  bridges. 
The  Louetta  Road  Overpass,  under  construction  in  Houston, 
Texas  is  the  first  bridge  in  the  US  using  HPC. 

-  A  bridge  in  Connecticut  is  being  instrumented  to  monitor 
the  safety  aspects  of  performance  and  to  warn  of  impending 
collapse.   The  system  will  provide  a  proving  ground  for 
different  types  of  electronic  monitoring  equipment  and 
sensors. 

-  An  Advanced  Research  Grant  Program  of  discretionary 
grants  has  been  developed  to  foster  innovative  research  in 
emerging  and  advanced  highway  technologies.   Priority  topics 
include  decision  analysis,  energy  and  conservation-related 
technologies,  high-performance  materials;  self -monitoring 
systems,  robotics,  and  computer-driven  technologies.   Eight 
grants  were  awarded  in  FY  94. 
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-  To  assist  in  the  delivery  of  New  Technologies,  training 
was  conducted  at  Turner-Fairbank  Highway  Research  Center 
(TFHRC)  on  the  mathematics,  architectures,  and  engineering 
applications  of  neural  networks.   A  course  on  expert  systems 
was  developed  and  offered  at  TFHRC.   The  course  is  now  being 
offered  through  the  National  Highway  Institute. 
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RESEARCH  AND  TECHNOLOGY  CARRYOVER  BALANCES 

Mr.  Wolf.  For  the  record,  please  delineate  the  fiscal  year  1993 
and  1994  carryover  balances  for  each  of  the  subcomponents  of  the 
Research  and  Technology  program.  In  your  answer,  please  be  cer- 
tain to  note  specific  sections  of  ISTEA  funding,  such  as  Section 
6005,  and  breakdown  different  segments  of  GOE  funding. 

[The  information  follows:] 


190 


FY  1993 
Carryover 
Balance 


FY  1994 
Carryover 
Balance 


ISTEA  FUNDING 


University  Transportation  Centers  (Sec.  6023) 

University  Research  Institutes  (Sec.  6024) 

Intelligent  Transportation  Systems  (Sec.6058  (a),(b),(c) 

State  Planning  and  Research  (Sec.  6001 -HPR) 

Natl.  Center  for  Adv.  Transp.  Tech.  (Sec.  6023(b)(10)( 

SHRP  Implementation  (Sec.  6001) 

Eisenhower  Transp.  Fellowship  Program 

Seismic  Research  &  Development  Program  (Sec.6005) 

Fundamental  Properties  of  Asphalts  (Sec.  6016) 

Howard  Transp.  Info.  Center  (Sec.  6023(b)(8)(B)(iii)) 

Applied  Research  and  Technology  (Sec.  6005) 


$0 

$229 

0 

0 

77,250,575 

34,909,994 

20,278.547 

25,959,728 

0 

■  30.000 

1.744,009 

22,662 

268.892 

0 

2.000.000 

0 

2.377.500 

1,522,828 

0 

0 

29,669.631 

31,059,338 

$133,589,153 

$93,504,779 

FY  1993 

FY  1994 

Canyover 

Carryover 

Balance 

Balance 

GOE  FUNDING 


Highway  Research  and  Development 
Intelligent  Transportation  Systems 
Congested  Corridors 
Long-Tenn  Pavement  Performance 
Technology  Assessment  and  Deployment 
Local  Technical  Assistance  Program 
National  Highway  Institute 


$10,499,227 

$8,598,557 

4,672,818 

5,283,950 

53.881.718 

14,409.068 

0 

2,134 

1.570.503 

1.897.742 

783.882 

585.246 

101.051 

71.711 

$71,509,198 

$30,848,408 
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FEDERAL-AID  HIGHWAYS 

Mr.  Wolf.  What  is  the  unobhgated  balance  for  Federal-aid  high- 
ways? Of  that  amount,  how  much  is  not  available  due  to  the  an- 
nual obligation  limitation? 

[The  information  follows:] 

The  unobligated  balance  for  federal-aid  highways  as  of  9/30/94  was  $8.5  billion. 
Fiscal  year  contract  authority  available  to  the  states  for  obligation  in  fiscal  1995  is 
$17.2  bilUon.  The  obUgation  Umitation  for  fiscal  1995  available  to  the  states  (after 
drawdown  for  Federal  lands  and  Administration)  for  programs  subject  to  the  limita- 
tion is  $16.13  biUion.  We  estimate  that  the  obUgation  limitation  will  be  fully  utilized 
and  that  the  unobligated  balance  at  the  end  of  fiscal  1995  will  be  $9.5  billion.  This 
unobligated  balance  reflects  the  effects  of  reduced  obligation  limitations  and  to  a 
lesser  degree  the  fovir-year  availability  of  apportioned  funds. 

Mr.  Wolf.  What  is  the  balance  from  the  drawdown  from  Federal- 
aid,  including  balances  from  prior  years?  What  plans  exist  for  the 
obligation  of  these  outstanding  balances? 

[The  information  follows:] 

The  balance  for  the  drawndown  from  federal-aid  at  the  close  of  fiscal  1994  from 
section  310(c)(3)  was  $204.8  milhon. 

We  plan  to  utilize  as  much  of  the  unobligated  balance  of  this  funding  as  current 
obligation  limitations  will  permit. 

FHWA  INTERNATIONAL  PROGRAMS 

Mr.  Wolf.  Please  describe  for  the  Committee  amounts  made 
available  in  fiscal  year  1994  and  planned  for  fiscal  year  1995  for 
international  programs  funded  by  the  FHWA.  What  funds  are  you 
providing  to  foreign  governments  or  international  highway-oriented 
groups  or  foundations?  For  what  purposes  are  these  funds  pro- 
vided? 

[The  information  follows:] 


88-496  95-7 
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The  goals  of  all  FHWA  expenditures  for  international 
initiatives  are:   1,  Import  foreign  technology  when  it  is  unique 
and  can  make  inunediate,  cost  effective  contributions  to  the  U.S. 
road  system;   2.  Export  U.S.  technology;  and  3.  Support  U.S. 
private  sector  interests.   These  purposes  are  served  in  all  of 
the  following  activities. 

A.  International  Organizations 

i.    International  Road  Federation  (IRF) 
Membership  dues  are: 
FY94  -  $6,000 
FY95  -  $6,000 
ii.   Permanent  International  Association  of  Road  Congresses 
(PIARC) 

Membership  dues  are: 
FY94  -  $26,000 
Fy95  -  $26,000 

FHWA  has  also  supported  two  important  PIARC  activities. 

They  are: 

INTERCHANGE,  a  global  computer  communication  network 
for  highway  professionals.   FHWA  is  one  of  several 
contributors. 

FY94  -  $11,000 
PIARC  Strategic  Plan  that  will  facilitate  how  PIARC 
will  meet  the  needs  of  the  U.S.  and  world  highway 
community  in  the  future.   The  strategic  plan  is 
currently  underway.  It  will  make  PIARC  a  more  effective 
and  responsive  organization.   The  U.S.  will  benefit 
from  this  by  having  more  ready  access  to  useful  and 
pertinent  information  from  the  world  road  community. 
The  total  cost  of  the  plan  ($185,000)  is  being  financed 
by  PIARC  member  Governments. 
FY94  -  $14,500 

B.  Technology  Exchange/ Assistance 

i.    Organization  for  Economic  Cooperation  and  Development — 
The  FHWA  supported  the  presentation  of  an  OECD 
conference  in  Hungary  that  addressed  transportation 
bottlenecks  and  possible  intermodal  planning  solutions 
for  the  Black  Sea  region.   Aside  from  contributing 
about  30%  of  the  conference  organizing  funds,  the  FHWA 
provided  a  keynote  speaker  and  participated  in  policy 
discussion  sessions.   The  benefits  to  the  U.S.  are 
manifold:  U.S.  businesses  that  contribute  to  the 
solutions  are  in  a  more  competitive  position;  exposure 
to  U.S.  concepts  and  technology  can  potentially  make 
countries  in  the  area  predisposed  to  using  U.S. 
businesses;  the  proposed  solutions  will  benefit  U.S. 
carriers  and  shippers  doing  business  in  the  region  by 
improving  system  efficiency. 
FY94  -  $25,000 

ii.   The  Government  of  Finland  (GOF) — 

The  FHWA  and  the  GOF  are  cooperatively  providing 
technical  assistance  to  the  emerging  Baltic  Nations. 
The  assistance  is  primarily  composed  of  training  and 
other  forms  of  technology  sharing.   The  goal  of  FHWA 
participation  is  to  get  in  on  the  ground  floor  of  the 
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creation  of  a  road  industry  in  the  Baltics  so  that  U.S. 
business  is  in  a  more  competitive  position.   FHWA 
currently  has  a  partnership  with  the  American 
Consulting  Engineers  Council  in  this  project. 

FY94  -  $90,000 

FY95  -  $90,000 
iii.  The  Government  of  South  Africa  (GOSA) — 

The  FHWA  has  committed  to  work  with  the  GOSA  to  create 
technology  transfer  centers  and  provide  other  training 
and  demonstration  programs  in  order  to  transfer 
technology,  promote  U.S.  industry,  and  support  the 
transition  out  of  the  apartheid  system.   A  positive 
outcome  of  the  program  will  be  new  relationships 
between  historically  black  colleges  and  universities  in 
the  U.S.  with  counterpart  historically  black  colleges 
and  universities  in  South  Africa  to  promote  educational 
and  training  opportunities  in  transportation. 

FY95  -  $500,000 

Cooperative  Research — 

The  FHWA  is  working  with  Cornell  University  and  the  Army 
Corps  of  Engineers  on  a  research  project  with  the 
Governments  of  Denmark  and  Finland  related  to  climatological 
effects  on  road  structures.   The  project  utilizes  unique 
research  and  testing  facilities  in  both  the  United  States 
and  Denmark. 

FY94  -  $100,000 

FY95  -  $300,000 
Contracts — 

The  FHWA  has  a  contract  with  the  International  Road 
Federation  for  a  jointly  funded  project  that  will  produce  a 
series  of  40  technical  training  videotapes.  The  videotapes 
will  be  distributed  widely  at  no  charge  to  State  Departments 
of  Transportation,  Local  Technical  Assistance  Program 
Centers,  and  other  interested  professionals.   FHWA  will  also 
retain  some  international  distribution  rights.   The 
objective  of  the  effort  is  to  provide  training  and  promote 
the  U.S.  private  sector  abroad. 

FY94  -  $300,000 

FY95  -  $300,000 
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Mr.  Wolf.  In  view  of  the  availability  of  numerous  U.S.  tech- 
nologies that  have  not  yet  been  fully  exploited,  why  is  it  critical 
that  we  continue  to  scan  for  foreign  technologies  to  use  on  the  U.S. 
highway  infrastructure? 

[The  information  follows:] 

Established  in  1992,  the  FHWA  International  Scanning  Program  does  not  in  any 
way  deter  or  detract  from  the  dissemination  of  information  about  technologies  that 
are  available  in  the  United  States.  The  FHWA  has  significant  programs  in  the  Of- 
fice of  Technology  Applications  and  in  individual  technical  areas  such  as  Intelligence 
Transportation  Systems  to  ensure  that  available  U.S.  technologies  are  given  the 
highest  priority  for  deployment  throughout  the  U.S. 

On  a  much  smaller  scale,  the  International  Scanning  Program  supplements  re- 
search and  development  programs  at  all  levels  of  Grovemment  and  in  the  private 
sector  by  preventing  the  expenditure  of  funds  for  the  domestic  development  of  tech- 
nologies that  already  exist  in  other  countries.  In  addition,  many  of  the  technologies 
that  are  found  in  other  countries  can  be  applied  easily  in  the  U.S.  and  provide  im- 
mediate and  significant  savings. 

Finally,  all  international  scanning  activities  include  representatives  from  U.S.  in- 
dustry in  order  to  ensure  that  practitioners  are  aware  of  the  latest  cost-saving  tech- 
nologic£il  developments  and  to  improve  the  international  competitive  position  of  U.S. 
firms. 

EISENHOWER  FELLOWSHIP  PROGRAM 

Mr.  Wolf.  Please  describe  for  the  committee  the  Department's 
Eisenhower  Fellowship  program.  What  evidence  can  the  Depart- 
ment cite  to  suggest  that  there  is  a  critical  shortage  of  transpor- 
tation engineers  currently  or  in  the  foreseeable  future?  What  would 
be  the  impact  if  this  committee  were  to  eliminate  funding  for  the 
Eisenhower  Fellowship  Program? 

[The  information  follows:] 

The  Dwight  David  Eisenhower  Fellowship  Program  is  a  Department  of  Transpor- 
tation (DOT)  wide  program  mandated  by  the  Intermodal  Surface  Transportation  Ef- 
ficiency Act  of  1991.  The  Program  is  managed  by  the  National  Highway  Institute 
which  is  part  of  the  Federal  Highway  Administration.  The  objectives  of  the  program 
are  to  attract  the  Nation's  brightest  minds  to  fields  of  transportation,  to  enhance 
the  careers  of  transportation  professionals  by  encouraging  them  to  seek  advance  de- 
grees, and  to  retain  top  talent  in  the  transportation  community  of  the  United 
States.  The  Eisenhower  Program  offers  over  100  fellowships  per  year  and  is  com- 
prised of  six  award  categories:  Graduate  Fellowships,  Grants  for  Research  Fellow- 
ships (GRF),  Historically  Black  Colleges  and  Universities  (HBCU)  Fellowships,  His- 
panic Serving  Institutions  (HSI)  Fellowships,  Post  Doctorate  Fellowships,  and  Fac- 
ulty Fellowships. 

There  is  a  critical  shortage  of  transportation  engineers  currently  and  in  the  fore- 
seeable future  as  evidenced  by  the  retirement  and  staff  shortages  in  transportation 
agencies.  The  shortages  are  described  in  several  recent  publications  including  the 
Transportation  Professional:  Future  Needs  and  Opportunities,  Special  Report  207 
(National  Research  Council)  published  in  1985  and  The  ASHTO  Guide  to  Recruit- 
ment and  Retention  of  Civil  Engineers  (American  Association  of  State  Highway  and 
Transportation  Officials)  published  in  1990. 

If  the  committee  were  to  eliminate  fiinding  for  the  Eisenhower  Program,  this 
would  reduce  education  opportunities  for  transportation  students  and  reduce  the  in- 
centive for  persuading  talented  students  to  pursue  transportation  careers.  Ulti- 
mately, the  loss  of  the  Eisenhower  Program  would  impair  the  ability  of  transpor- 
tation agencies  to  effectively  maintain  the  Nation's  transportation  system. 

The  /^erican  Society  of  Civil  Engineers  (ASCE)  reports  that  the  supply  of  civil 
engineers  graduating  with  bachelor's  degrees  decreased  from  10,547  in  1981  to 
7,688  in  1989,  a  25.7%  reduction.  The  Office  of  Personnel  and  Training  (0PM)  ac- 
knowledges the  shortage  of  transportation  engineers  through  the  speciid  pay  rate 
for  engineers  that  still  exists.  Whenever  the  President  finds  that  government  re- 
cruitment or  retention  efforts  of  one  or  more  occupations  in  one  or  more  areas  or 
locations  are,  or  are  likely  to  become,  significantly  handicapped,  he  may  establish 
for  the  areas  or  location  involved,  higher  minimum  rates  of  basic  pay  for  occupa- 
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tional  groups.  There  is  also  a  direct  hire  authority  to  agencies  for  engineers  by  0PM 
regulation  on  when  there  is  a  shortage. 

INTELLIGENT  TRANSPORTATION  SYSTEM  PROGRAM 

Mr.  Wolf.  As  you  know,  the  Department's  budget  for  FVHS  ac- 
tivities has  grown  significantly  since  its  inception  in  fiscal  year 
1990  to  a  level  of  $310  million  in  fiscal  year  1995.  What  are  the 
current  unobligated  balances  in  the  FVHS  program  and  what  plans 
does  the  Department  have  for  the  obligation  of  these  amounts? 

[The  information  follows:] 

Just  over  $245  million  was  made  available  in  fiscal  year  95  for  the  Department's 
ITS  program.  This  includes  fiinds  authorized  in  ISTEA  and  funds  appropriated  in 
FY  95  for  the  program.  It  also  includes  funds  appropriated  for  ITS  projects  in  the 
FTA  and  NHTSA  research  and  technology  budgets. 

In  addition,  approximately  $56  million  of  unobligated  funds  remain  from  previous 
fiscal  years.  Just  over  $41  million  of  this  is  for  earmarked  projects.  We  will  continue 
to  work  with  the  appropriate  parties  to  obligate  these  funds.  Of  the  remaining  $15 
million,  approximately  $5.8  million  will  be  obligated  for  operational  tests  that  are 
already  underway  or  were  selected  in  FY  94,  and  $3.7  million  will  be  obligated  for 
early  deployment  planning  projects  recently  selected.  The  remaining  funds  will  be 
used  to  support  other  priority  showcase  projects,  including  the  Atlanta  Olympics. 

Mr.  Wolf.  What  would  be  the  impact  if  this  committee  were  to 
reduce  the  program  by  15  percent? 
[The  information  follows:] 

Reducing  the  program  by  15  percent  would  send  a  potentially  very  damaging  sig- 
nal at  a  time  when  a  fledgling  ITS  industry  is  very  actively  responding  to  the  Fed- 
eral research  and  technology  investment.  That  Federal  investment  is  perhaps  an 
order  of  magnitude  smaller  than  the  investment  industry  is  making,  but  is  consid- 
ered very  valuable  by  industry  since  it  is  stimulating  State  and  local  government 
planning  and  early  deployments  that  is  creating  markets  for  the  products  that  in- 
dustry is  developing.  Reducing  the  program  would  also  send  a  very  damaging  signal 
internationally  where  European  and  Japanese  governments  continue  to  invest  very 
aggressively  in  comparable  programs  and  support  their  industries'  abilities  to  com- 
pete effectively  in  the  international  marketplace. 

The  impact  would  also  be  a  function  of  where  the  cut  is  made.  Cutting  those  parts 
of  the  program  that  wovild  hamper  oiu-  ability  to  support  near-term  deployment  of 
traveler  information  and  electronic  clearance  systems  will  noticeably  retard  progress 
in  building  the  necessary  institutional  arrangements  and  partnerships  to  deliver 
these  services,  and  our  ability  to  demonstrate  successes  through  model  or  trailblazer 
demonstrations.  Cutting  longer-term  activities  may  also  have  noticeable  short-term 
impacts.  For  example,  cutting  funding  at  this  stage  for  the  development  of  the  auto- 
mated highway  system  will  mean  we  will  not  be  able  to  achieve  the  Congressional 
goal  of  demonstrating  a  prototype  by  the  end  of  the  1997. 

ITS  PROJECTS 

Mr.  Wolf.  For  the  record,  please  prepare  a  detailed  chart  show- 
ing all  of  the  ITS  earmarked  projects  for  which  unobligated  funds, 
i.e.,  funds  that  have  not  been  committed  in  a  signed  cooperative 
agreement  or  other  binding  contract,  remain. 

[The  information  follows:] 


^ 
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Project 

Funds 
(Millions) 

Fiscal 

Year 

Earmarked 

Southern  State  Parkway 

$13,950 
$14,000 

1992 
1993 

Gary  Corridor,  IN 

$0,750 

1993 

Chicago  Corridor 

$0,420 

1993 

Milwaukee  Corridor 

$0,420 

1993 

Bronx/N.  Manhattan  ATMS 

$2,400 
$2,250 

1994 
1995 

Gary-Chicago-Milwaukee  Corridor 

$2,500 

1994 

George  Mason  University,  VA 

$2,000 

1994 

San  Diego,  CA 

$5,000 

1994 

Minnesota  (GuideStar) 

$6,825 

1995 

Oakland  County,  MI  (Fast-Trac) 

$15,000 

1995 

Charlotte,  NC  (CARAT) 

$4,500 

1995 

Houston,  Texas 

$2,250 

1995 

Lower  Hudson  Valley,  NY 

$1,500 

1995 

1-95  Corridor 

$7,500 

1995 

University  of  North  Dakota 

$0,750 

1995 

Hazardous  material  trans,  safety 

$1,500 

1995 

Detroit,  Michigan  (SMART) 

$7,500 

1995 

Santa  Teresa,  NM  crossing 

$1,680 

1995 

Johnson  City,  TN 

$3,750 

1995 

TRANSCOM,  NY/NJ 

$2,625 

1995 

Syracuse,  NY  congestion  management 

$1,500 

1995 

Brooklyn/Bronx/Queens  signalization 

$3,750 

1995 

National  Trans.  Center,  Oakdale,  NY 

$1,870 

1995 

Advanced  railroad/highway  crossings 

$2,625 

1995 

New  Jersey  Turnpike 

$2,625 

1995 

Green  light  CVO  project,  OR 

$6,000 

1995 
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SOUTHERN  STATE  PARKWAY  ITS  PROJECT 

Mr.  Wolf.  For  the  record,  please  describe  for  the  committee 
what  the  Department  has  done  to  ensure  the  successful  completion 
of  the  Southern  State  Parkway  ITS  project?  Of  the  funds  ear- 
marked for  this  project,  how  much  remains  to  be  provided  in  coop- 
erative agreements? 

[The  information  follows:] 

We  have  worked  with  the  New  York  State  Department  of  Transportation 
(NYSDOT)  to  advance  various  ITS  projects  in  the  Long  Island-Southern  State  Park- 
way area.  Working  through  the  NYSDOT,  these  projects  include  a  consultant  study 
to  examine  feasibility  plans  and  concepts  in  the  ITS  field.  Other  projects  include  a 
study  by  the  Brookhaven  National  Laboratory  on  congestion  prediction  and  a  study 
by  Rome  Laboratories  on  video  image  detection  and  flow  visualization.  Of  the  ear- 
marked funds  for  the  Southern  State  Parkway,  $27.95  million  ciurently  remains  un- 
obUgated. 

NEW  JERSEY  LAW  ENFORCEMENT  PROJECT 

Mr.  Wolf.  For  the  record,  please  describe  the  FHWA's  accom- 
plishments with  respect  to  the  New  Jersey  Law  Enforcement 
project. 

[The  information  follows:] 

Funds  have  been  obligated  to  the  New  Jersey  Department  of  Transportation  for 
use  by  the  New  Jersey  Turnpike  Authority,  who  is  responsible  for  the  New  Jersey 
Law  Enforcement  project.  The  FHWA  has  been  working  with  the  various  agencies 
involved  in  reviewing  project  documents,  and  the  final  system  design  is  currently 
near  completion. 

FAST-TRAC  PROJECT 

Mr.  Wolf.  For  the  record,  what  technological  knowledge  has 
been  acquired  as  part  of  the  FAST-TRAC  project,  and  what  techno- 
logical advances  would  be  compromised  or  lost  if  the  unobligated 
balances  for  this  project  were  rescinded? 

[The  information  follows:] 

The  FAST-TRAC  project  consists  of  two  major  components:  the  installation  of  the 
Australian  SCATS  (Sidney  Coordinated  Adaptive  Traffic  System)  traffic  signal  con- 
trol system;  and  a  test  of  the  Ali-Scout  navigation  and  route  guidance  system  devel- 
oped by  Siemens  Automotive  of  Germany,  involving  the  installation  of  infrared  com- 
munications beacons  at  critical  locations  in  the  SCATS  network  and  equipping  vehi- 
cles with  the  Ali-Scout  navigation  devices  to  receive  real  time  traffic  information 
from  the  beacon  system. 

Currently,  preliminary  evaluation  data  have  been  collected  in  the  areas  where 
SCATS  has  been  installed.  A  more  detailed  evaluation  of  SCATS  is  being  designed 
to  better  determine  what  benefits  this  adaptive  traffic  control  system  may  provide. 
Technically,  SCATS  is  working  very  well  for  Oakland  County.  "Fine  tuning"  of  the 
system  control  parameters  is  currently  underway  and  system  performance  improve- 
ments will  be  measured. 

A  limited-area  beacon-based  Ali-Scout  communication  system  has  been  installed 
with  a  test  fleet  of  equipped  vehicles,  and  this  system  has  been  demonstrated  to 
technically  function  well  enough  to  merit  installation  of  the  planned  additional  60 
beacons  across  the  entire  test  area  and  an  800-vehicle  fleet.  The  integration  of  the 
two  systems  (traffic  control  and  vehicle  guidance)  is  under  design  and  evaluation  of 
the  integrated  systems  is  scheduled  to  begin  in  October,  1995. 

If  unobligated  balances  for  this  project  were  rescinded,  testing  and  evaluation  of 
a  larger-scale  deployment  of  an  integrated  traffic  control  and  vehicle  guidance  sys- 
tem could  not  be  completed.  The  evaluation  of  FAST-TRAC,  the  only  project  in  the 
country  that  is  integrating  traffic  control  with  vehicle  guidance,  will  be  limited  to 
the  region  that  currently  has  equipment  installed.  The  existing  project  budget  pro- 
vides for  the  full  evaluation  of  the  systems  currently  deployed. 
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GENERAL  OPERATING  EXPENSES 


Mr.  Wolf.  Last  year,  Congress  provided  $307.2  million  for  ad- 
ministrative expenses  of  the  general  operating  expenses  account. 
Please  describe  the  types  of  activities  funded  from  the  administra- 
tive expenses  line  of  the  general  operating  expenses. 

[The  information  follows:] 
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Salaries  &  3enefits 

Funds  for  this  activity  include  the  payment  of  all  salaries  for 
Federal  Highway  Administration  full-time  and  other  than  full-time 
employees  in  our  Headquarters  and  field  locations.   The  salary 
funds  cover  the  cost  of  our  current  FTE  allocations, 
($173,565,000) 

The  employee  benefits  portion  of  this  activity  is  $3  6,563,000. 
Travel 

Funds  in  this  activity  pay  for  the  local  travel  of  FHWA's  field 
staff  and  motor  carrier  investigation  staff  to  conduct  their  day- 
to-day  program  responsibilities,  pay  for  travel  of  our 
Headquarters  staff  as  they  carry  on  their  program  management 
responsibilities,  and  also  cover  travel  related  to  permanent 
change  of  station  moves. 
Transportation 

The  funds  in  this  activity  cover  the  leasing  of  motor  vehicles 
from  GSA  for  our  Headquarters  and  field  offices,  the  shipment  of 
goods,  and  the  use  of  Federal  Express  services. 
Rent.  Comm.  &  Utilities 

The  major  portion  of  these  funds  cover  the  cost  of  office  space 
rental  from  GSA  for  our  Headquarters  and  field  offices. 
($17,939,000) 

The  funds  in  this  activity  also  include  the  cost  of  FTS  2000 
voice  and  data  communications  services  for  our  offices  around  the 
country.   ($6,203,000) 

Funds  cover  the  cost  of  utility  services  for  FHWA's  two  owned 
facilities  in  McClean,  Virginia  and  in  Vancouver,  Washington, 
postage  and  misc  utility  and  local  communications  costs  in  our 
field  offices.   ($2,210,000) 
Printing 

This  covers  printing  by  our  field  offices  as  well  as  our 
Federal  Lands  Divisions.   The  funds  in  this  activity  cover  those 
printing  costs  for  administrative  materials  such  as  internal 
directives,  regional  operations  manuals  and  handbooks,  etc. 
($102,000) 

Printing  services  in  support  of  our  Headquarters  activities  are 
included  in  the  Working  Capital  Fund  Activities  described  below. 
Working  Capital  Fund 

The  funds  in  this  activity  reimburse  the  Department  of 
Transportation  for  specific  administrative  services  support. 
Major  services  include  Headquarters  telecommunications  and  postal 
services  ($1,768,000);  Transportation  Computer  Center  services 
($10,097,000);  photographic,  graphics,  printing  and  distribution 
services  ($3,334,000);  Headquarters  building  management  and 
security  ($1,032,000);  Accounting  System  support  (DAFIS) 
($1,773,000) . 
Supplies 

Funds  in  this  activity  provide  for  general  office  supplies,  ADP 
supplies,  and  supplies  and  materials  for  FHWA  laboratory 
activities. 
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Equipment 

Funds  cover  such  activities  as  the  purchase  of  systems 
furniture  and  furnishings  for  FHWA  field  and  Headquarters  offices 
($2,122,000);   scientific  and  laboratory  equipment  for  FHWA's 
research  center  and  materials  testing  lab  ($1,300,000);  and  IRM 
infrastructure  costs  ($5,|073,000) 
Other  -* 

Funds  cover  such  activities  as  the  maintenance  and  technical 
support  contract  services  for  FHWA's  research  center  along  with 
other  administrative  services  support  ($6,378,000);  ADP  systems 
analysis  and  programming  and  Local  and  Wide  Area  network  support 
($8,319,000);  training  of  FHWA  employees  ($2,446,000). 
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Mr.  Wolf.  For  the  record,  please  delineate  in  exhaustive  detail 
the  different  segments  of  GOE  funding  and  the  costs  planned  for 
each  of  the  activities  in  fiscal  year  1994  and  1995. 

[The  information  follows:] 

The  following  table  provides  a  breakdown  of  the  Federal  Highway  Administra- 
tion's funding  levels  within  the  administrative  expense  line  of  its  general  operating 
expenses  account.  The  FY  1995  column  reflects  reductions  in  the  enacted  amount 
to  cover  procurement  savings,  reductions  in  awards  amounts,  and  reductions  in 
Working  Capital  Fund  levels  as  required  by  Congress. 

FEDERAL  HIGHWAY  ADMINISTRATION  LIMITATION  ON  GENERAL  OPERATING  EXPENSES;  ADMINISTRATIVE 
OPERATING  EXPENSES 


Salaries  &  Benefits 

Travel 

Transportation 

Rent,  Comm  &  Utilities 

Printing 

Working  Capital  Fund  . 

Supplies 

Equipment 

Ottier 

Total  


$204,099,000 

$210,128,000 

18,941,000 

18,489,000 

1,560,000 

849,000 

26,041,000 

26,352,000 

102,000 

102,000 

20,265,000 

19,763,000 

2,517,000 

2,517,000 

11,583,000 

10,584,000 

15,273,000 

17,315,000 

300,381,000 

306,099,000 

FTA  DISCRETIONARY  GRANTS 

Mr.  Wolf.  What  amounts  appropriated  in  fiscal  year  1995 — ex- 
cept for  fixed  guideway  modernization  projects — under  FTA's  dis- 
cretionary grants  program  not  identified  for  projects  in  the  accom- 
pan3dng  reports  remain  available  for  obligation?  In  your  response, 
please  identify  the  amounts  for  bus  and  bus-related  facilities  and 
new  starts. 

[The  information  follows:] 

In  the  Bus  and  Bus-related  category  $17,650,025  of  the  $20,650,025  in  fiscal  year 
1995  unearmarked  funds  were  unobligated  as  of  January  9,  1995.  FTA  is  currently 
analyzing  the  demand  for  bus  funds  before  making  funding  decisions  on  the  $17.65 
milUon.  The  demand  for  capital  discretionary  bus  funds  remains  high.  At  this  point 
FTA  has  a  pipeline  of  $615  million  in  applications  for  these  funds.  We  are  reviewing 
these  projects  as  well  as  applications  submitted  under  our  innovative  financing  ini- 
tiative before  making  final  funding  decisions  on  the  use  of  the  $17.56  million.  We 
anticipate  having  most  of  these  funds  obligated  by  the  end  of  the  second  quarter. 
All  fiscal  year  1995  New  Starts  funds  were  earmarked  in  this  bill. 

Mr.  Wolf.  Similarly,  what  amounts  appropriated  in  fiscal  year 
1994  remain  unobligated? 
[The  information  follows:] 

All  of  the  Bus  program  funds  appropriated  in  fiscal  year  1994  and  prior  years 
which  were  not  earmarked  have  been  obUgated.  Regarding  New  Starts,  the  only 
funds  available  for  allocation  at  the  Administrator's  discretion  in  the  past  several 
years  were  made  available  in  PT  1994  when  New  Start  funds  were  reallocated  from 
a  FY  1993  Honolulu  earmark  totaling  $76  million.  A  total  of  $44.43  million  was 
unallocated.  These  funds  have  been  obligated  to  grants  in  Portland  ($10.38  million) 
and  los  Angeles  ($34.05  milUon)  to  cover  Fiill  Funding  Grant  Agreement  shortfalls. 

Mr.  Wolf.  Of  the  unobligated  balances  for  new  starts  and  bus 
and  bus  facilities,  what  portion  of  the  unobligated  balance  has  been 
available  for  more  than  three  years? 

[The  information  follows:] 
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The  unobligated  balanced  for  bus  programs  for  FY  1992  and  prior  years  is 
$16,056,000.  The  unobligated  balance  for  new  starts  for  FY  1992  and  prior  years 
is  $77,491,550. 

Mr.  Wolf.  For  the  record,  please  provide  responses  for  fiscal 
year  1993,  1992,  and  1991,  broken  out  between  bus  and  bus-related 
facilities  and  new  start  categories. 

[The  information  follows:] 

The  following  are  unobligated  balances  for  the  new  starts  and  bus  programs  for 
FY  1993  and  prior  years: 


Bus  unobligated 


New  Starts  unobli- 
gated 


1993  $58,930,463  $76,404,146 

1992  13,563,600  73,032,520 

1991  0  4.459,030 

1990  2,493,000 0 

Total  74.977,063  153,895.696 

The  FY  1990  bus  amount  of  $2,493,000  is  an  earmark  for  the  Madison,  Wisconsin 
bus  transfer  facility.  The  FY  1991  New  Start  amount  is  an  earmark  for  the  Cleve- 
land, Ohio  Dual  Hub  corridor  project.  Funds  for  both  of  these  projects  were  proposed 
for  rescission  by  the  Department  in  FY  1994. 

TRANSIT  SECTION  3  PROJECTS 

Mr.  Wolf.  Please  provide  for  the  record  the  amount  appropriated 
for  each  bus  and  bus-related  facilities  project  and  each  new  start 
identified  in  the  reports  accompanying  the  last  five  years,  the  year 
each  amount  was  appropriated,  and  the  unobligated  balance  for 
each  of  the  projects. 

[The  information  follows:] 

The  attached  two  tables  display  the  funds  appropriated  for  the  past  five  years, 
and  current  unobligated  balances  for  the  discretionary  bus  and  New  Start  programs. 

In  summary,  the  unobligated  balances  of  earmarks  for  the  two  programs  by  fiscal 
year  are  as  follows: 

Fkrai  uoar  '**"  ^'^'^  """''''"         ^"^  Unobligated 

^'^"'  '^^'  gated  earmarks  earmarks 

1995  $421,840,106    $234,944,000 

1994  126,903.696     101.405,546 

1993  76,404,146     58,930,463 

1992  73,032,520     13,563,600 

1991  4,459.030  0 
1990                                                   0      2,493.000 

Total  702.639.498  411,336.609 
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MADISON,  WI,  BUS  TRANSFER  FACILITY 

Mr.  Wolf.  Notwithstanding  amounts  identified  in  the  various  re- 
pori;s  accompanying  the  appropriations  acts,  what  amounts  made 
available  prior  to  fiscal  year  1991  remain  unobligated  in  FTA's  bus 
and  bus-related  facilities  program?  What  remains  available  for  new 
starts? 

[The  information  follows:] 

In  the  Bus  category,  only  one  project,  a  bus  transfer  facility  in  Madison,  Wiscon- 
sin, with  a  fiscal  year  1990  earmark  of  $2,493,000  remains  unobligated.  To  date  this 
project  has  not  been  able  to  find  a  facility  site  which  is  environmentally  acceptable 
to  the  community.  However,  the  grantee  is  still  pursuing  a  satisfactory  site.  This 
project  was  among  those  proposed  for  rescission  by  the  Department  in  fiscal  year 
1994.  Congress  did  not  rescind  this  project.  There  are  no  New  Start  funds  prior  to 
fiscal  year  1991  which  are  unobligated. 

LOS  ANGELES  METRO  PROJECT 

Mr.  Wolf.  I  understand  that  last  fall  the  FTA  suspended  work 
on  the  Los  Angeles  project  for  which  the  Committee  provided  $165 
million  in  fiscal  year  1995.  What  is  the  current  status  of  the 
project?  Will  this  delay  affect  the  obligations  planned  for  this  year? 
If  not,  why  not? 

[The  information  follows:] 

On  October  5,  1994  FTA's  actions  suspended  work  on  the  Hollywood  Boulevard 
portion  of  the  project.  FTA  approved  the  MTA's  plan  to  resimie  tunneling  under 
Hollywood  Boulevard  on  November  10,  1994,  and  lifted  the  sanctions  on  further 
fi.inding.  The  MTA  has  been  taking  the  steps  necessary  to  resume  tunneling  in  a 
prudent  fashion.  Tunneling  resumed  on  January  6,  1995. 

FTA  had  not  halted  work  on  other  portions  of  the  program  and  those  portions 
have  proceeded.  The  FTA  suspension  of  work  only  covered  the  portion  of  MOS-2 
under  Hollywood  Boulevard.  The  committee  earmark  for  FY  1995  is  for  MOS-3. 
Major  work  on  MOS-3  has  been  proceeding,  including  the  award  of  major  tunneling 
contracts  in  the  Hollywood  Hills. 

The  FY  1993  and  FY  1994  funds  for  this  project  have  been  obligated.  An  applica- 
tion for  the  FY  1995  earmark  of  $165  million  is  expected  by  the  third  quarter. 

Mr.  Wolf.  What  are  the  unobligated  balances  for  the  Los  Ange- 
les MOS-2  and  MOS-3  project,  and  what  does  the  FTA  expect  to 
obligate  for  this  project  this  year? 

[The  information  follows:] 

There  are  $163,726,500  in  fiscal  year  1995  New  Start  funds  earmarked  for  the 
Los  Angeles  MOS-3  project  which  are  currently  unobligated.  ($165  miUion  adjusted 
for  statutory  PMO  set-aside.)  We  expect  Los  Angeles  to  apply  for  these  funds  later 
in  FY  1995.  Thus,  by  the  end  of  the  fiscal  year,  there  will  be  no  unobligated  bal- 
ances for  Los  Angeles.  All  funds  earmarked  for  Los  Angeles  MOS-2  have  been  obli- 
gated. 

LOCAL  PROBLEMS  RELATEt)  TO  TRANSIT  PROJECTS 

Mr.  Wolf.  Is  the  FTA  aware  of  any  similar  problems  at  the  local 
level  that  may  impede  the  progress  of  construction  of  any  new  start 
for  which  this  Committee  has  appropriated  funds,  and  which  may 
delay  the  obligation  of  funds  this  year? 

[The  information  follows:] 

We  are  not  aware  of  any  similar  problems  at  the  local  level  at  this  time. 
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TRANSIT  OPERATING  ASSISTANCE 

Mr.  Wolf.  What  are  the  current  unobligated  balances  in  the  op- 
erating assistance  program?  Can  you  tell  the  Committee  the  esti- 
mated obligations  by  month? 

[The  information  follows:] 

At  the  beginning  of  fiscal  vear  1995,  there  was  $835.7  million  in  formula  operat- 
ing assistance  funds  available.  This  included  $710  million  in  fiscal  year  1995  funds 
and  $125.7  million  in  prior  year  unobligated  funds.  As  of  the  end  of  the  first  quarter 
of  fiscal  year  1995  (December  31,  1994),  operating  assistance  obligations  totaled 
$276.8  million.  Of  this  amount  $242.1  million  is  fiscal  year  1995  funds.  The  unobli- 
gated balance  of  available  operating  assistance  funds  is  $558.9  million.  This  in- 
cludes $467.9  million  in  fiscal  year  1995  funds. 

Monthly  obligations  for  the  first  quarter  of  fiscal  year  1995  are  as  follows: 

Million 

October $2.1 

November 14.3 

December  260.4 

Total 276.8 

Based  on  obligation  rates  of  previous  years,  and  activity  to  date  in  fiscal  year 
1995,  we  expect  to  obligate  ninety  one  percent,  or  $760  million  of  the  available  oper- 
ating ftinds  this  fiscal  year.  The  obligations  by  quarter  in  FY  1995  are  estimated 
as  follows: 

1st  Qtr.  (actual)  $276.8m  (33%); 
2nd  Qtr.  (estim.)  $280m  (33%); 
3rd  Qtr.  (estim.)  $175m  (20%); 
4th  Qtr.  (estim.)  $28m  (03%); 
Total  (estim.)  $760m  (91%). 
Grantees  typically  submit  one  formula  application  per  year,  covering  both  capital 
and  operating  requests.  FTA  grant  approval  obligates  the  entire  operating  and  cap- 
ital amount  requested  for  activities  to  be  carried  out  during  the  year.  In  the  major- 
ity of  cases,  the  operating  funds  are  used  to  cover  operating  expenses  that  have  al- 
ready been  incurred.  Grantees  are  free  to  submit  tiieir  annual  application  during 
any  quarter  of  the  fiscal  year.  The  timing  for  submission  of  the  annual  application 
is  dependent  on  a  number  of  factors,  including  the  timing  of  the  state  and  local 
planning  process,  completion  of  project  requirements  such  as  environmental  work, 
and  the  state  and/or  local  fiscal  year,  which  could  be  different  from  the  federal  fiscal 
year. 

Typically,  larger  urbanized  areas  obligate  most  of  the  available  operating  funds 
within  the  first  fiscal  year  in  which  they  are  available.  Smaller  areas,  those  between 
50,000  and  200,000  population  within  the  Governors  apportionment,  take  longer  to 
obligate  the  funds.  By  statute,  urbanized  area  formula  funds  are  available  for  obli- 
gation for  four  fiscal  years. 

If  unobligated  operating  fiinds  were  rescinded  this  fiscal  year,  the  burden  would 
fall  entirely  on  those  areas  which  had  not  yet  received  their  annual  grant.  Because 
smaller  areas  have  larger  balances,  they  would  also  be  affected  to  a  greater  degree 
by  a  rescission  of  unobligated  balances. 

TRANSIT  FORMULA  ALLOCATIONS 

Mr.  Wolf.  Please  describe  for  the  Committee  FTA's  process  by 
which  these  formula  allocations  are  made;  i.e.,  are  grants  made  on 
a  quarterly  basis  or  based  upon  an  application  process? 

[The  information  follows:] 

FTA's  formula  allocations  by  urbanized  area  are  published  in  the  Federal  Register 
within  ten  days  following  enactment  of  the  annual  appropriations  bill.  Grantees 
may  submit  an  application  for  their  annual  grant,  which  includes  a  request  for  a 

Rrogram  of  projects  of  capital  expenditures  as  well  as  the  operating  assistance 
mds,  any  time  during  the  fiscal  year. 

Grantees  are  asked  to  submit  a  completed  application  by  the  beginning  of  a  quar- 
ter so  that  FTA  may  ensure  that  the  application  is  approved  by  the  end  of  the  quar- 
ter. Once  the  application  is  received,  FTA  forwards  a  copy  to  the  Department  of 
Labor  so  that  they  can  begin  the  labor  certification  process.  FTA  will  approve  the 
application  within  the  quarter  as  soon  as  the  certification  from  the  Department  of 
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Labor,  and  all  other  necessary  Federal  requirements  are  met.  The  labor  certification 
process  takes  a  minimum  of  30  days,  but  can  take  6  months  or  more. 

TRANSIT  PLANNING  AND  RESEARCH 

Mr.  Wolf.  What  is  the  current  unobUgated  balance  of  the  transit 
planning  and  research  account?  Please  describe  the  activities  to  be 
funded  from  this  appropriation  in  fiscal  year  1995  and  the  amount 
for  each  of  those  activities. 

[The  information  follows:] 
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The  current  unobligated  balances  of  the  National  Program  of  the 
Transit  Planning  and  Research  Account  is  $33,193,150.   This 
includes  carryover  from  FY  1994  and  Prior  and  FY  1995  New  Budget 
Authority  for  Section  25(b) (1)  as  follows: 

Carryover  FY  1994  and  Prior  $6,571,697 

New  Budget  Authority  Sect.  26(b)(1)         34.004.000 

Total  Available  $40,575,697 

Less:  Obligated  as  of  1/9/95  (7,382,547) 

Commitments  (procurement  underway)  (4,182,213) 

Programmed  (29.010.937) 

Balance  0 

The  National  R&D  program  funds  major  research  projects  that 
allow  us  to  become  a  player  in  defense  conversion  and  technology 
development.   Under  this  program  many  technologies  developed  by 
the  defense  industry  are  being  applied  to  increase  transit 
passenger  service  and  safety,  increase  operational  efficiency, 
and  decrease  operating  costs.   Examples  of  major  projects  in  this 
area  are  outlined  below: 

Advanced  Design  Transit  Bus  (ATTB)  $6,250,000 

Inertial  Navigation  Tracking  and  Control  System  $750,000 
Development  of  large  circuit  breakers  for  SEPTA  $250,000 
Advanced  Public  Transit  Systems  (APTS)  $2,775,000 

Electric  Vehicle  development  $2,500,000 

Fuel  Cell  bus  development  $2,500,000 

Transit  Planning  and  Research  funds  are  also  used  to  support: 
safety  and  security,  development  of  accurate  transit  conditions 
and  needs  estimates,  development  of  transit  performance  measures, 
and  development  of  more  sensitive  transit  demand  estimation 
models.   Examples  of  this  area  are  outlined  below: 

Highway  rail  grade  crossing  safety  $200,000 

Safety/security  training  for  transit  industry  $975,000 

Drug  and  Alcohol  testing  requirements  study  $100,000 

Emergency  Management  Planning  support  $100,000 

Project  ACTION  $2,000,000 

Development  of  Transit  Geographic  Inf.  Syst.  $1,000,000 

Condition  and  needs  evaluation/study  $550,000 

Section  15  transit  data  coll. /tech.  support  $2,400,000 

Impact  Studies  of  major  rail  transit  systems  $675,000 

Training  &  tech.  assistance  for  rural  transit  $750,000 
operators . 
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Mr.  Wolf,  What  were  the  carry-in  balances  in  the  transit  plan- 
ning and  research  account  in  fiscal  year  1995?  For  the  record, 
please  identify  the  activities  planned  to  be  funded  with  these  bal- 
ances and  describe  the  Department's  obligation  plans  for  this  pro- 
gram? 

[The  information  follows:] 

The  carry-in  balance  in  the  Transit  Planning  and  Research  National  Program  ac- 
count in  fiscal  year  1995  is  $6,571,697.  All  of  these  funds  are  committed  or  obli- 
gated. The  activities  funded  are  as  follows: 

Activities  Amount 

Section  15  Technical  Support  $350,000 

Livable  Communities  Projects  300,000 

Evaluation  of  Congestion  Pricing  200,000 

Metropolitan  Futures,  Sustainable  Land  Use  200,000 

MATA  Impact  Study  100,000 

Transit  Infrastructure  Investment 100,000 

Transit  Performance  Monitoring  System  628,794 

Transit  Investment  Needs  257,262 

ISTEA  Implementation  208,155 

Cost  Effectiveness  Studies  100,000 

Program  Evaluation  Support 300,000 

Site  Planning  Guide  100,000 

Alternative  Analysis  Staff  Support  100,000 

Dulles  Corridor  Planning  Study  500,000 

Fuel  Cell  Bus  Program  Technical  Support  100,000 

Hydrogen  Fuel  Storage  50,000 

University  Research  &  Training  500,000 

Survey  &  Analysis  of  Post  Earthquake  50,000 

Drug  and  Alcohol  Rule — Reasonable  Suspicion  Training  150,000 

Safety  Assistance  Clearinghouse  75,000 

Advanced  Technology  Bus  Technical  Assist 250,000 

Rail  Car  Subsystems  200,000 

EnvironmentaJ  Justice  Case  Studies  100,000 

External  Loudspeaker  for  Buses  100,000 

International  Minority  Conference  for  DBEs  200,000 

Hispanic  Colleges  and  University  Outreach  300,000 

Atlantic  Olympic  Passenger  Information  System  Technical  Support  100,000 

Transportation  Technology  Fair  24,000 

Employer-Provided  Transportation  Benefits  200,000 

DOT/OHS  Mobility  Management  Demonstration  200,000 

American  Indian  Transportation  Access  Needs  Study  100,000 

Publication  of  Rural  and  Specialized  Service  Directory  35,000 

Mobility  to  Work  Demonstration  Planning  Grant  125,000 

"Coming  and  Going"  Education  Program — Resoiu"ce  Guides  for  education 

program  on  transportation  200,000 

Geographic  Information  System  continued  development  of  Fixed  Bus 

Route  Data  Base  50,000 

Measuring  Low  Income/Minority  Transportation  18,486 

Total  6,571,697 

DULLES  CORRIDOR 

Mr.  Wolf.  As  you  may  know,  I  have  supported  a  possible  rail 
link  in  the  Dulles  Corridor  only  after,  one,  buses  have  been  tested 
in  the  area,  and,  two,  after  the  local  authorities  have  determined 
that  a  rail  line  could  be  supported  by  realistic  ridership  estimates. 
However,  the  Federal  Transit  Administration  announced  on  Octo- 
ber 1,  1994  that  it  intended  to  provide  $500,000  for  a  rail  study  in 
the  Dulles  Corridor. 

Why  is  this  project  necessary  at  this  time?  What  is  the  status  of 
that  award  and  from  what  balances  was  that  project  anticipated  to 
be  expended? 
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[The  information  follows:] 


Major  Investment  Studies  (MIS)  are  the  first  step  in  the  FTA  project  development 
process  and  are  part  of  the  regional  long  range  planning  process.  The  Virginia  De- 
partment of  Rail  and  Public  Transportation  (VDRPT)  is  undertaking  an  MIS  as  part 
of  the  Washington  regional  Transportation  Planning  Board's  development  of  the 
Long  Range  Plan.  Engineering,  construction,  and  other  project  development  activi- 
ties mean  that  it  may  not  be  before  1999  that  any  significant  construction  money 
would  be  sought  and  probably  not  before  2003  that  any  facility  beyond  the  under- 
development bus  system  could  open. 

Fairfax  County  is  currently  in  the  process  of  implementing  a  bus  rapid  transit 
system  in  the  corridor.  The  county  is  conducting  final  design  for  two  park  and  ride 
lots,  containing  2,600  parking  spaces  and  is  working  with  FTA  to  obtain  the  con- 
struction grants  from  the  funding  appropriated  for  this  purpose.  Fairfax  County  will 
use  contractors  to  provide  additional  express  bus  service  upon  completion  of  the 
park  and  ride  lots. 

The  $500,000  grant,  which  has  not  been  obligated,  came  from  the  FTA's  planning 
and  research  program  in  partial  fvilfiUment  of  a  Letter  of  No  Prejudice  (LONP)  for 
$1.8  million  FTA  gave  to  the  VDRPT  in  anticipation  of  the  appropriation  of  a  $6 
million  ISTEA  earmark.  The  $500,000  is  to  be  used  for  the  refining  and  upgrading 
of  the  WashCOG  Travel  Demand  Models,  an  activity  which  is  significantly  more  ex- 
pensive then  originally  contemplated.  This  will  not  only  help  provide  more  accurate 
transit  ridership  estimates  for  the  Dulles  Corridor  MIS,  but  will  also  help  the  Wash- 
ington Metropolitan  area  meet  the  requirements  of  the  Clean  Air  Act  Amendments 
of  1990. 

AMTRAK  UNOBLIGATED  BALANCES 

Mr.  Wolf.  Ms.  Stoll,  what  are  the  unobligated  balances  today  for 
Amtrak's  capital  and  northeast  corridor  programs,  and  what  are 
the  future  plans  for  obligating  those  funds? 

[The  information  follows:] 

All  of  the  $395.8  million  funding  available  to  date  in  fiscal  year  1995  from  prior 
year  and  fiscal  year  1995  authority  for  Amtrak  capital  grants  has  been  committed. 
Due  to  our  particular  grant  relationship  with  Amtrak,  capital  grants  are  obligated 
as  Amtrak's  bills  come  due  and  Amtrak  requests  the  funds.  To  date,  $85.3  miUion 
has  been  obligated  or  requested  by  Amtrak  for  pajonent  of  bills.  The  remaining  bal- 
ance will  be  obligated  as  bills  from  contractual  agreements  are  presented  for  pay- 
ment. It  should  be  noted  that  in  fiscal  year  1993-1995,  Congress  restricted  the 
availability  of  Amtrak's  capital  funds  to  the  fourth  quarter  of  each  fiscal  year,  slow- 
ing down  the  rate  by  which  funds  could  be  paid  and/or  obligated. 

The  unobUgated  balance  to  date  for  NECIP  is  $213.8  miUion.  The  fiscal  year  1995 
NECIP  appropriation  of  $200  million  will  be  obligated  in  mid-January  when  the 
FRA/Amtrak  grant  is  signed.  The  remainder  of  the  Northeast  Corridor  unobligated 
balance  is  $13.8  million.  Over  $8  miUion  of  this  amount  is  managed  by  the  Federal 
Highway  Administration  for  rail/highway  at-grade  crossing  improvements.  The  ini- 
tiative for  obligating  these  grade  crossing  funds  is  with  the  States  of  Rhode  Island, 
Massachusetts,  and  Connecticut.  A  demonstration  of  four  quadrant  gates  and  ob- 
struction detection  equipment  at  a  crossing  along  the  Corridor  in  Connecticut  sched- 
uled to  commence  this  year,  if  successful,  could  result  in  funds  being  obligated  this 
year. 

The  remaining  $5.8  million  consists  of  prior  year  recoveries  from  completed 
projects.  These  funds  remain  as  a  contingency  fund  to  cover  known  contractor 
claims  against  FRA  that  are  in  litigation  in  connection  with  northeast  corridor  sta- 
tion work  done  in  the  mid-1980's.  Recoveries  will  be  used  for  this  contingency  or 
reapportioned  for  future  use  on  other  NEC  projects. 

HIGH  SPEED  TRAINSETS 

Mr.  Wolf.  Some  of  Amtrak's  capital  funding  for  fiscal  year  1995 
was  to  be  used  for  the  procurement  of  high  speed  trainsets.  When 
does  Amtrak  plan  to  award  that  contract,  and  have  they  secured 
any  private  financing  needed  to  augment  the  Federal  funds? 

[The  information  follows:] 
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Amtrak  plans  to  award  the  high-speed  trainset  contract  in  March  or  April  of  this 
year.  On  Janu£iry  3,  1995,  Amtrak  received  the  commercial  component  of  the 
trainset  proposals  (technical  proposals  were  received  on  November  18,  1994).  A  re- 
quirement of  the  commercial  component  is  that  each  vendor  propose  a  private  sector 
financing  scheme.  It  remains  likely  that  a  portion  of  the  total  trainset  and  facilities 
procurement  will  include  private  financing,  but  a  definitive  answer  will  not  be  avail- 
able until  Amtrak  completed  the  evaluation  process. 

LOCAL  RAIL  FREIGHT  ASSISTANCE 

Mr.  Wolf.  In  past  years,  DOT  has  opposed  funding  for  the  local 
rail  freight  assistance  (LRFA)  program.  Do  you  still  oppose  this 
program?  If  so,  why? 

[The  information  follows:] 

The  President's  fiscal  year  1996  budget  will  reflect  the  Department's  position  on 
this  program. 

Mr.  Wolf.  As  you  know,  Congress  appropriated  $17  million  for 
this  program  in  fiscal  year  1995.  When  does  the  Department  plan 
to  obligate  these  funds? 

[The  information  follows:] 

Approximately  $3.9  million  has  been  committed  and  is  expected  to  be  obligated 
by  the  end  of  February.  The  statutory  deadline  for  FRA  to  allocate  the  remaining 
funds  to  the  states  is  April  1,  1995. 

PENNSYLVANIA  STATION  REDEVELOPMENT  PROJECT 

Mr.  Wolf.  How  much  of  the  $40  million  appropriated  in  fiscal 
year  1995  for  the  Pennsylvania  Station  Redevelopment  Project  has 
been  obligated  to  date? 

[The  information  follows:] 

None  of  the  $40  million  appropriated  in  fiscal  year  1995  has  been  obhgated  since 
the  funding  is  subject  to  the  enactment  of  an  authorization  bill  which  has  not  yet 
occurred. 

Mr.  Wolf.  When  do  you  expect  construction  to  begin  on  this 
project? 

[The  information  follows:] 

Construction  on  the  Project  was  originally  expected  to  begin  in  the  spring  of  1996 
subject  to  an  authorization  to  cover  the  fiscal  year  1995  appropriation  of  $40  million 
(which  was  made  contingent  on  the  authorization),  additional  Federal  appropria- 
tions in  fiscal  year  1996,  and  a  binding  financial  agreement  by  all  parties.  Since  the 
fiscal  year  1995  funds  have  not  been  authorized,  the  architectural  and  engineering 
plans  to  complete  design  and  construction  documents  cannot  be  completed  and  a  re- 
vised date  for  project  construction  cannot  be  determined  at  this  time. 

ESSENTIAL  AIR  SERVICE 

Mr.  Coleman.  One  of  the  recommendations  in  the  NPR  involved 
reducing  the  Essential  Air  Service  Program.  In  the  last  two  years, 
this  Committee  has  acted  to  substantially  tighten  the  subsidies 
that  are  available  to  communities  under  that  program.  Does  the 
Administration  still  believe  that  the  EAS  Program  should  be  re- 
duced? 

[The  information  follows:] 

We  continue  to  support  the  direction  of  the  NPR  recommendations.  The  Presi- 
dent's fiscal  year  1996  budget  will  reflect  the  Department's  specific  position  on  this 
program. 
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department's  reorganization  proposal 

Mr.  Coleman.  Please  update  us  on  the  Department's  proposal  to 
restructure  the  DOT  into  three  operating  components.  What  spe- 
cific plans  are  you  considering  for  realigning  the  Department's 
modal  administrations  and  what  is  your  timetable  for  advising  the 
relevant  congressional  committees  about  your  proposals? 

[The  information  follows:] 

The  Department  is  actively  studjdng  options  for  realigning  the  modal  administra- 
tions, and  expects  to  have  a  proposal  ready  by  March.  We  plan  to  advise  the  rel- 
evant congressional  committees  prior  to  any  public  announcement  of  our  proposal, 
and  we  look  forward  to  working  closely  with  Congress  on  the  passage  of  implement- 
ing legislation. 

Mr.  Coleman.  Your  restructuring  proposal  also  envisions  consoli- 
dating more  than  30  grant,  loan  and  subsidy  programs  into  three 
broad  programs.  Under  such  a  proposal,  how  do  you  envision  that 
such  strategic  Federal  infrastructure  investments  as  the  interstate 
highway  system  will  be  protected? 

[The  information  follows:] 

We  share  your  concern  for  protecting  strategic  Federal  infrastructural  invest- 
ments, such  as  the  interstate  highway  system.  Programmatic  details  of  how  we  plan 
to  approach  this  issue  will  be  included  in  the  implementing  legislative  package  that 
we  expect  to  submit  to  Congress  this  spring. 

Mr.  Coleman.  The  Department  has  estimated  that  reinventing 
the  DOT  will  save  $6.7  billion  over  the  next  five  years.  And  the  In- 
spector General  has  testified  today  that  she  believes  such  savings 
are  entirely  feasible. 

Can  you  elaborate  for  us  on  how  you  plan  to  achieve  these  budg- 
etary savings? 

[The  information  follows:] 

The  President's  fiscal  year  1996  Budget  will  provide  details  on  how  the  Depart- 
ment will  reduce  outlays  over  the  next  five  years.  The  savings  will  reflect  a  variety 
of  program  reductions  and  terminations,  resulting  from  the  application  of  the  Ad- 
ministration's reinvention  goals:  (1)  consolidating  programs,  (2)  empowering  States 
and  localities,  (3)  terminating  Federal  programs  that  have  outlived  their  usefulness, 
and  other  reductions. 

Mr.  Coleman.  Do  you  anticipate  that  the  bulk  of  the  savings  will 
be  achieved  through  personnel  and  administrative  reductions?  To 
what  extent  will  the  savings  be  achieved  by  simply  cutting  the  Fed- 
eral transportation  infrastructure  funding? 

[The  information  follows:] 

Most  of  the  savings  will  come  from  consolidating  infrastructure  grants  and  replac- 
ing them  with  funding  mechanisms  to  give  States  and  localities  more  flexibihty  to 
make  investment  decisions.  Details  on  the  sources  of  savings  will  be  included  in  the 
President's  fiscal  year  1996  budget. 

HIGHWAY  DEMONSTRATION  PROJECTS 

Mr.  Coleman.  In  the  past,  the  Administration  has  expressed  its 
opposition  to  Congress  earmarking  funds  for  highway  demonstra- 
tion projects.  While  the  Committee  has  not  always  agreed  with  the 
Administration  regarding  these  projects,  I  believe  that  we  can  and 
should  review  these  projects  periodically  to  determine  which 
projects  are  still  viable  and  which  projects  are  not  likely  to  be  built, 
so  that  valuable  Federal  resources  can  be  reprogrammed  into  other 
important  needs. 
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Has  the  Department  reviewed  the  status  of  highway  demonstra- 
tion projects  approved  in  annual  appropriations  acts,  and  do  you 
plan  to  submit  to  us  any  rescission  proposals  for  highway  demos? 

[The  information  follows:] 

The  Department  periodically  reviews  demonstration  projects  to  inventory  those 
that  are  and  aren't  under  construction.  The  fiscal  year  1996  budget  has  not  been 
submitted  to  Congress.  Therefore  it  is  premature  for  us  to  make  any  comment  on 
possible  rescission  proposals. 

Mr.  Coleman.  In  many  cases,  there  are  legitimate  reasons  why 
projects  may  not  have  proceeded  to  construction:  For  example,  lack 
of  local  support,  environmental  issues,  and  lack  of  state  approval. 
Can  you  summarize  for  us  the  primary  reasons  that  highway  dem- 
onstration projects  are  delayed  in  proceeding  to  construction  sta- 
tus? 

[The  information  follows:] 

Highway  projects  selected  for  funding  in  Washington  may  be  of  low  priority  for 
the  states.  Lack  of  funds  to  finance  projects  may  be  a  cause  of  delay.  For  example, 
when  ISTEA  was  enacted,  data  developed  at  the  time  of  passage  of  the  Act  showed 
that  it  would  take  about  $28  bilUon  to  fully  fund  the  highway  demonstration 
projects;  yet  only  $6  billion  was  authorized  in  ISTEA.  Other  factors  include  environ- 
mental and  right-of-way  concerns  as  well  as  the  time  it  takes  to  fiiUy  develop  project 
designs.  In  many  cases  projects  are  earmarked  prematurely.  This  information  sug- 
gests that  funding  for  demonstration  projects  could  be  better  utilized  if  it  were  made 
available  in  the  form  of  obligational  authority  with  the  States  making  project  selec- 
tions based  on  their  priorities. 

Mr.  Coleman.  What  management  actions  are  planned  this  year 
by  the  Department  to  reduce  unobligated  balances  for  highway 
demonstration  projects  and  to  ensure  that  highway  project  funds 
are  effectively  utilized? 

[The  information  follows:] 

DOT  continues  to  make  the  funds  available  as  required  under  USC  23.  We  con- 
tinue to  encourage  the  States  and  offer  the  States  technicad  support  in  developing 
their  programs.  But  the  State  is  still  responsible  for  carrying  out  their  program.  The 
State  chooses  which  projects  to  develop  and  construct  and  their  time  schedule. 

ISTEA  DEMONSTRATION  PROJECTS 

Mr.  Coleman.  As  you  know,  unobligated  balances  of  contract  au- 
thority for  highway  demonstration  projects  authorized  under 
ISTEA  totaled  nearly  $1.8  billion  as  of  December  1994.  This  in- 
cludes balances  for  projects  that  are  underway  and  in  construction, 
as  well  as  those  that  are  not  yet  under  construction. 

To  what  extent  do  you  plan  to  review  ISTEA  approved  highway 
demonstration  projects?  Have  you  discussed  with  the  Committee  on 
Transportation  and  Infrastructure  any  plans  to  review,  cancel  or 
rescind  those  projects  which  are  no  longer  viable?  If  not,  why  not? 

[The  information  follows:] 

The  Federal  Highway  Administration  reviews  and  approves  plans,  specifications 
and  estimates  for  highway  demonstration  projects  as  part  of  the  normal  project  ap- 
proval process.  Such  projects  also  have  to  be  included  on  statewide  transportation 
improvement  plans. 

To  date,  we  have  not  had  any  discussions  with  the  Public  Works  Committee  on 
plans  to  review,  cancel  or  rescind  ISTEA  demonstration  projects.  Congress  enacted 
this  fiinding  as  mandatory  contract  authority  in  the  ISTEA  authorization  process. 
At  this  time  we  are  looking  at  all  DOT  programs.  Any  consideration  of  changes  in 
the  funding  of  these  projects  would  be  treated  in  the  context  of  that  review. 
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Mr.  Coleman.  Please  provide  updated  information  to  the  Com- 
mittee, a  detailed  project-by-project  breakdown  of  unobligated  bal- 
ances for  highway  demonstration  projects,  broken  down  by  con- 
struction status  and  whether  the  project  is  authorized  under 
ISTEA. 

[The  information  follows:] 
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Federal  Highway  Administration 
Federal-Aid  Highways 
ISTEA  Demos 
Under  and  not  under  construction 
Summary 

#  Balances  are  subject  to  change 


11/28/94 


STATE 

Unobligated  Bal. 

Alabama 

102,213,744 

American  Samoa 

2,300,000 

Arizona 

10,584,640 

Arkansas 

256,344,624 

California 

318,209,267 

Colorado 

1,600,800 

Connecticut 

47,570,530 

D.C. 

21,889,600 

Florida 

164,528.412 

Georgia 

77,250,049 

Hawaii 

6,000.000 

Idaho 

56.091,000 

Illinois 

222,228,755 

Indiana 

79,837,495 

Iowa 

72,644,363 

Kansas 

65,936,968 

Kentucky 

56,948.218 

Louisiana 

69.063,693 

Maine 

113.394.271 

Maryland 

67.308.944 

Massachusetts 

5,900,000 

Michigan 

100,581,353 

Minnesota 

169,086,325 

Mississippi 

26,500,360 

Missouri 

115,686,639 

Montana 

16,889,485 

Nebraska 

22,878,240 

Nevada 

66,908,902 

New  Jersey 

166.045,273 

New  Mexico 

9,485,381 

New  York 

286,482,616 

North  Carolina 

97,393,549 

North  Dakota 

39,832,984 

N.  Hampshire 

23,257,967 

Ohio 

150.723,520 

Oklahoma 

54,962,280 

Oregon 

36,839,862 

Pennsylvania 

784.842,004 
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11/28/94 
Federal  Highway  Administration 
Federal-Aid  Highways 
ISTEA  Demos 
Under  and  not  under  construction 
Summary 

#  Balances  are  subject  to  change 

STATE       Unobligated  Bal. 

Rhode  Island  43,016.726 

South  Carolina  21.362.400 

South  Dakota  18.056.288 

Texas  198.187.444 

Tennessee  61.659.643 

Utah  7.808.800 

Vemiont  18.610.400 

Virgin  Island  16.028.788 

Virginia  111.277.870 

Washington  45.871.200 

West  Virginia  303.492.859 

Wisconsin  40,166.709 

Wyoming  15.253.400 

#  iTotal  unobligated  balance  4.887.034.640] 
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The  following  are  Appropriated  Demo  Projects  that  are  under 
construction  and  not  under  construction: 
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DISCRETIONARY  TRANSIT  UNOBLIGATED  BALANCES 

Mr.  Coleman.  At  the  end  of  fiscal  year  1994,  approximately  $281 
million  in  unobligated  balances  remained  for  Section  3  Discre- 
tionary New  Transit  Systems.  What  problems  are  you  experiencing 
in  obligating  funding  for  new  transit  starts? 

[The  information  follows:] 

At  the  end  of  fiscal  year  1994,  $250.2  million  remained  unobligated  in  the  Section 
3  discretionary  bus  program,  and  $796.9  million  remained  unobligated  in  the  Sec- 
tion 3  discretionary  New  Starts  program.  The  biggest  reason  for  the  large  unobli- 
gated balances  in  both  the  bus  and  new  start  programs  is  premature  earmarking 
of  funds  for  specific  projects  before  the  projects  are  fully  developed  and  ready  for 
funding. 

TRANSIT  NEW  START  PROJECTS — ^FULL  FUNDING  OR  LETTERS  OF 

INTENT 

Mr.  Coleman.  Please  identify  for  the  hearing  record  those  tran- 
sit new  start  projects  that  have  received  full  funding  agreements 
or  letters  of  intent,  and  those  projects  that  are  expected  to  receive 
full  funding  agreements  or  letters  of  intent  during  fiscal  year  1995. 

[The  information  follows:] 
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A  total  of  sixteen  ( 16)  lull  tuiiding  agieeinents  are  currently  active  One  project  with  an 
existing  letter  of  intent  (San  Jose  -  Tasman  LRT  Project)  is  expected  to  receive  a  Full  Funding 
Grant  Agreement  (FFGA)  during  FY  1995    The  details  concerning  these  projects  are  provided 

below 

I   Existing  Full  Funding  Grant  Agreements 

Area/Project  FFGA  Amount  (Section  3) 

(in  millions) 

Houston,  TX-  Metro  $  500.00 

Regional  Bus  Plan 

Los  Angeles  County  MTA  $  1 ,4 1 6.49 

MOS-3  (East  Central  to  Lorena) 
Additional  funds  ($186.49) 


Atlanta,  GA- MART  A  $  305.01 

North  Line  Extension 
(Dunwoody  to  North  Springs) 

Portland,  OR- TRI-MET  $  590.06 

Hillboro  Extension 
Additional  Funds  ($74.06) 


Chicago,  IL  $  258  37 

Central  Area  Circulator 

New  Jersey- NJTC  $  444.25 

Secaucus  Transfer 

Baltimore,  MD-  MTA  $    84  90 

LRT  Extensions 

Boston,  MA-  MBTA  $  330.73 

South  Boston  Piers  (MOS-2) 

Pittsburgh,  PA- PAT  $   12L0 

Airport  Busway  (Phase  I) 

Jacksonville,  FL-  JTA  $    44  0 

ASE  Peoplemover 
Additional  Funds  ($15.05) 

Washington-  WMATA  $  593  0 

Branch  .Avenue  Extension 

New  YoTk,  NY-  MTA  $  306. 10 

03 rd  Street  -  Queens  Blvd  Connector 
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Area/Proiect 

San  Francisco,  CA-  BART 
Colma  Station  Extension 

Dallas,  TX-  DART 
South  Oak  Cliff  LRT 


FFGA  Amount  (Section  3) 
(in  millions) 

$  123.99 


St.  Louis,  MO-  Bi-State 
Metro  Link  LRT 


$  345.62 


Los  Angeles  County  MTA 
MOS-2 


$  667.0 


II.  Existing  Letters  of  Intent 

Area/Project 


San  Jose,  CA-  SCCTA 
Tasman  Corridor  LRT  (*) 


LOI  Amount  (Section  3) 
(in  millions) 


$  179.25 


(*)  Expected  to  receive  FFGA  if  legal  issue  concerning  local  taxing  authority  is  favorably  resolved 
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DAVIS-BACON  REQUIREMENTS 

Mr.  DeLay.  My  colleague,  Mr.  Ballenger,  will  be  introducing 
Davis-Bacon  repeal  legislation  today  and  I  am  an  original  cospon- 
sor  of  that  bill. 

Conservative  estimates  state  that  Davis-Bacon  regulations  tack 
on  an  additional  5  to  15  percent  of  the  value  of  a  Federal  construc- 
tion project. 

From  a  budgeting  standpoint,  the  elimination  of  Davis-Bacon  re- 
quirements could  free  up  millions  and  millions  of  construction  dol- 
lars for  other  necessary  projects. 

Can  you  tell  me  what  kind  of  savings  could  be  expected  if  Davis- 
Bacon  requirements  were  lifted  on  all  transportation  construction 
projects? 

[The  information  follows:] 

The  Congressional  Budget  Office  (CBO)  in  a  1994  report,  Reducing  the  Deficit: 
Spending  and  Revenue  Options,  estimated  that  repealing  the  Act  would  reduce  out- 
lays for  total  Federal  construction  projects  by  about  $160  million  in  1995  and  by 
about  $3. 1  billion  over  the  1995-99  period. 

Given  past  positions  taken  by  the  Congress  and  the  Department  of  Labor  against 
repealing  Davis-Bacon  reqmrements,  the  Department  has  not  taken  an  in-depth 
look  at  the  cost  savings  within  its  programs  that  would  be  realized  if  the  Davis- 
Bacon  regulations  were  lifted.  However,  it  is  obvious  that  Davis-Bacon  requirements 
add  significant  cost  to  the  program,  in  addition  to  administrative  burdens.  Such  re- 
quirements also  have  the  potential  to  adversely  effect  competition  by  requiring 
smaller  firms  to  pay  the  same  level  of  wages  as  larger  firms,  and  thus  discourages 
them  from  participating. 

It  should  be  noted  that  the  impact  of  removing  the  Davis-Bacon  requirements  is 
compUcated  by  the  fact  that  33  States  have  their  own  minimum  wage  rate  require- 
ments, which  may  or  may  not  be  influenced  by  removal  of  the  Davis-Bacon  require- 
ments. A  1993  survey  showed  that  28  of  these  States  had  wage  rates  that  were  gen- 
erally equal  to,  or  higher  than,  the  Davis-Bacon  rates. 

Mr.  DeLay.  Opponents  argue  that  the  quality  of  construction 
projects  would  fall  if  the  Davis-Bacon  requirements  were  lifted.  I 
am  convinced  that  this  is  not  true  and  I  would  like  to  ask  what 
safeguards  exist  with  regards  to  quality  control  on  federally  funded 
transportation  construction  projects? 

[The  information  follows:] 

The  quality  of  construction  projects  is  governed  by  the  requirements  of  the  plans 
and  specifications  for  the  project.  Construction  monitoring  and  inspection  programs 
are  the  vehicles  used  to  assure  that  the  specified  level  of  quality  is  obtained. 

TRANSIT  OPERATING  ASSISTANCE 

Mr.  DeLay.  Last  year  this  Subcommittee  trimmed  $100  million 
from  the  transit  operating  subsidy  account.  I  have  long  been  a  pro- 
ponent of  eliminating  the  subsidy.  At  the  same  time,  however,  I  am 
not  interested  in  sending  transit  agencies  across  the  Nation  into  a 
financial  tailspin  by  surprising  them  with  an  instant  rescission  of 
the  operating  subsidy. 

Looking  at  operating  subsidies  for  possible  rescission,  would  a 
two-year  phase-out  of  operating  subsidies — 50  percent  reduction 
the  first  year,  and  the  remained  the  second — be  possible? 

[The  information  follows:] 

While  a  two-year  phase  out  would  certainly  make  things  easier  for  transit  opera- 
tors than  immediate  elimination,  such  a  significant  change  will  have  a  detrimental 
impact  on  transit  authorities  of  all  sizes.  Grantee  fiscal  years  are  not  the  same  as 
the  Federal  fiscal  year.  About  half  end  on  December  31,  the  rest  on  June  30.  Fed- 
eral Operating  Assistance  can  cover  costs  in  local  fiscal  years  that  have  already 
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been  completed  or  which  are  just  starting.  In  the  majority  of  cases,  grantees  will 
apply  in  fiscal  year  1995  for  grants  to  cover  costs  incurred  during  fiscal  years  which 
may  have  begun  a  vear  ago,  or  which  will  begin  later  in  calendar  year  1995.  Par- 
ticularly where  local  fiscal  years  have  already  begun,  it  will  be  too  late  for  operators 
to  make  financial  adjustments  this  local  fiscal  year.  This  is  particularly  true  among 
smaller  operators  where  any  major  change  in  Federal  Operating  Assistance  levels 
could  cause  the  financial  collapse  of  some  transit  authorities.  Smaller  operators  rely 
on  Federal  assistance  for  a  much  larger  share  of  their  budget  (an  average  of  20  per- 
cent for  areas  under  200,000  versus  4  percent  for  areas  over  1  million).  The  larger 
the  change  in  operating  assistance  levels,  the  longer  the  time  needed  to  assure  that 
it  can  be  accommodated  without  major  disruptions. 

Mr.  DeLay.  Do  most  transit  properties  have  the  ability  to  make 
responsible  financial  decisions  over  a  two-year  period? 
[The  information  follows:] 

Operators  can  make  responsible  financial  decisions  as  long  as  the  information 
they  need  is  available  to  them  on  a  timely  basis.  Rescinding  funding  for  operations 
after  the  fiscal  year  begins  is  certainly  too  late  as  many  operators  have  already  com- 
mitted themselves  to  budgets  which  assume  Federal  operating  assistance  at  the  ap- 
propriated level.  If  operating  assistance  were  phased-out  over  a  two  year  period,  op- 
erators would  have  more  time  to  respond.  However,  unless  the  appropriations  proc- 
ess is  finished  much  earlier  than  in  recent  years,  the  final  result  will  not  be  known 
until  well  into  the  local  fiscal  year  for  which  many  operators  will  be  requesting 
funding.  Thus,  while  operators  are  fully  capable  of  making  responsible  financial  de- 
cisions, they  will  find  it  difficult  to  respond. 

AMTRAK  NATIONWIDE  POLLS 

Mr.  DeLay.  Like  my  Chairman,  I  am  very  interested  in  reform- 
ing the  way  Amtrak  does  business.  I  support  Mr.  Wolfs  efforts  to 
create  a  sort  of  Track  Closure  Commission  to  study  Amtrak.  I  be- 
lieve that  it  is  very  important  to  take  a  close  look  at  all  of  the 
routes  and  by  pulling  politics  out  of  the  equation,  we  will  be  able 
to  take  a  responsible  look  at  those  lines  that  are  not  doing  well  and 
decide  what  to  do  about  it. 

Also,  with  regards  to  Amtrak,  I  would  like  to  discuss  some  plain 
wasteful  spending.  Just  yesterday  in  The  Washington  Times,  I  no- 
ticed a  small  article  that  talked  about  the  results  of  a  nationwide 
Amtrak  poll  regarding  career  occupations. 

Can  you  find  out  for  me  how  much  money  is  being  spent  to  con- 
duct these  nationwide  polls  by  Amtrak? 

[The  information  follows:] 

As  part  of  its  1994  fall  marketing  promotion,  Amtrak  surveyed  1,000  people 
through  a  national  polling  service  to  obtain  information  on  American  preferences  re- 
garding travel  destinations,  travel  companions,  and  types  of  occupations.  Total  cost 
of  the  marketing  survey  was  $7,500.  The  information  was  used  to  generate  press 
and  TV  coverage  and  awareness  of  Amtrak  services  and  the  50  percent  "companion 
fare." 

Mr.  DeLay.  Are  these  polls  the  business  of  a  passenger  train 
company  that  is  struggling  just  to  stay  afloat? 
[The  information  follows:] 

Amtrak's  marketing  expenses  are  not  wasteful  spending.  To  the  contrary,  effective 
marketing  is  an  important  tool  to  increase  ridership.  Maintaining  and  increasing 
ridership  is  essential  as  Amtrak  seeks  to  restructure  and  reduce  costs. 

COMMERCLAL  SPACE  TRANSPORTATION 

Mr.  DeLay.  Last  year  this  Subcommittee  supplied  $6  million  for 
the  Office  of  Commercial  Space  Transportation.  As  a  Member  of 
the  VA,  HUD,  and  Independent  Agencies  Subcommittee  on  Appro- 
priations, I  am  very  curious  as  to  what  this  office  does  that  could 
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not  be  done  by  NASA — a  civilian  agency — and  the  Department  of 
Commerce. 

I  view  this  a  duplication  of  responsibilities.  Could  you  shed  some 
light  on  this  office  and  their  unique  task? 

[The  information  follows:] 

The  Office  of  Commercial  Space  Transportation  (OCST)  of  the  Department  of 
Transportation  was  created  in  1984  by  Executive  Order  12465  and  the  Commercial 
Space  Launch  Act  [recodified  as  Title  49  U.S.C.  Subsection  IX]  to  provide  a  single 
Federal  office  to  regulate,  facilitate  and  promote  the  US  commercial  launch  indus- 
try. The  office  was  established  in  DOT  by  presidential  direction  because  the  Depart- 
ment is  the  lead  regulatory  agency  for  aJl  other  modes  of  transportation.  Beginning 
as  early  as  1982,  the  first  private  sector  efforts  to  develop  commercial  launch  capa- 
bility had  begun,  and  by  1984  there  was  a  recognition  that  in  DOT  the  commercial 
concerns  of  the  space  transportation  industry  could  most  effectively  be  addressed. 

OCST's  responsibihties  under  Title  49  include: 

Regulating  commercial  launch  operations  and  launch  sites  to  protect  public  safety, 
including:  Setting  insurance  requirements  for  commercial  launches;  Analyzing  maxi- 
mum probable  loss  for  third  party  liability  and  government  property;  issuing  launch 
licenses 

Developing  commercial  launch  safety  standards  through  extensive  data  collection 
and  analysis; 

Inspecting  and  monitoring  commercial  launches  to  determine  compliance  with  the 
launch  license;  the  Secretary  may  suspend  or  revoke  launch  licenses  if  public  safety 
is  at  risk. 

EO  12465  directs  DOT  to  make  policy  recommendations  regarding  the  commercial 
space  launch  industry.  For  example,  the  unique  expertise  in  OCST  is  invaluable  to 
USTR  in  formulating  the  USG  position  during  space  launch  trade  negotiations  with 
Russia  and  China.  These  agreements  allow  Russia  and  China  to  enter  the  inter- 
national commercial  launch  market  without  disruption  during  their  transition  to 
market  economies.  However,  protecting  U.S.  competitive  interests  in  key. 

COAST  GUARD  TRAINING  FUNDS 

Mr.  Callahan.  What  is  the  impact  to  the  Coast  Guard  of  a  sig- 
nificant reduction  in  training  funds? 
[The  information  follows:] 

Any  significant  reduction  in  training  resources  will  adversely  afiect  the  Coast 
Guard.  At  a  minimum,  reductions  in  training  will  slow  the  development  of  our  per- 
sonnel to  the  challenges  that  face  the  Coast  Guard.  Larger  training  reductions 
would  result  in  negative  safety  and  operational  impacts. 

It  is  important  to  note  that  the  Coast  Guard  has  reduced  training  funding  in  both 
fiscal  year  1994  and  fiscal  year  1995.  Further  recurring  reductions  will  adversely 
affect  the  Coast  Guard's  ability  to  ensure  skilled,  well-trained  personnel  are  avail- 
able to  perform  our  missions. 

Finally,  the  Department  fully  believes  that  during  this  period  of  streamlining  the 
need  for  training  does  not  decrease,  rather  it  increases  as  fewer  people  remain  to 
accomplish  needed  work.  It  is  imperative  that  as  we  improve  work  processes  and 
introduce  more  technologies  to  the  workplace,  those  employees  remaining  must  be 
properly  trained. 

COAST  GUARD  MOTOR  LIFE  BOAT 

IVIr.  Callahan.  Does  the  Coast  Guard  agree  with  the  Inspector 
General's  report  that  the  MLB-^motor  life  boat — ^project  is  not 
"ready  for  prime  time'7 

[The  information  follows:] 

The  Coast  Guard  believes  that  the  Department  of  Transportation's  Inspector  Gen- 
eral testimony  reflects  old  information.  The  Coast  Guard  strongly  believes  that  the 
47'  Motor  Lifeboat  (MLB)  is  ready  for  full  production  contract  award,  currently 
scheduled  for  the  third  quarter  of  fiscal  year  1995. 

Prior  difficulties  experienced  with  the  pre-production  47'  Motor  Lifeboats  (MLBs) 
have  been  resolved,  and  all  recommendations  made  by  the  DOTIG  have  been  com- 
plied with,  and  the  auditors  have  indicated  to  the  Coast  Guard  that  they  are  satis- 
fied with  the  project's  status. 


88-496  95-9 


256 

The  47'  MLB  is  the  most  thoroughly  tested  vessel  in  the  Coast  Guard's  history 
and  the  tests  have  shown  that  the  vessel  meets  or  exceeds  all  performance  require- 
ments. The  Coast  Guard  developed  a  prototype  MLB  that  was  tested  for  2  years  and 
4  months.  Improvements  were  incorporated  into  the  design  of  five  pre-production 
MLBs  which  were  delivered  between  September  1993  and  January  1994.  These  pre- 
production  MLB's  recently  completed  43  boat  months  of  operational  testing  and 
evaluation,  which,  as  intended,  identified  the  benefits  of  further  design  refinements. 
Moreover,  the  Coast  Guard  has  continued  to  monitor  the  performance  of  these 
MLBs  since  the  testing  was  successfully  completed  on  September  21,  1994. 

There  would  be  no  project  savings  if  the  MLB  contract  is  not  awarded  in  fiscal 
year  1995,  because  the  contract  award  date  would  merely  shift  to  fiscal  year  1996. 
In  fact,  slowing  the  project  down  by  a  year  would  actually  increase  the  total  project 
cost  for  several  reasons,  including  the  added  expense  of  keeping  project  manage- 
ment personnel  in  place  an  extra  year. 

The  Coast  Guard  needs  to  get  the  new  47'  MLBs  into  the  fleet  as  soon  as  prac- 
ticable. The  MLB  is  one  of  the  Coast  Guard's  primary  search  and  rescue  platforms. 
Existing  44'  MLB's  are  in  excess  of  25  years  old  and  well  beyond  their  intended 
service  lives.  The  44'  MLB's  are  becoming  increasingly  expensive  to  maintain  and 
spare  parts  have  become  increasingly  difficult  to  obtain.  Not  funding  the  project  in 
Fiscal  Year  1995  would  result  in  increased  risk  of  reduced  vessel  availability,  which 
could  directly  impact  the  Coast  Guard's  ability  to  perform  its  Search  and  Rescue 
mission. 

COAST  GUARD  PERSONNEL  DOWNSIZING 

Mr.  Callahan.  Has  the  Coast  Guard  been  part  of  the  Depart- 
ment of  Transportation's  personnel  downsizing? 
[The  information  follows:] 

Yes,  the  Coast  Guard  is  participating  in  the  Transportation's  personnel 
downsizing.  The  Coast  Guard's  civilian  personnel  are  subject  to  the  President's  Ex- 
ecutive Order  12839  and  the  Federal  Workforce  Restructuring  Act  of  1994.  In  addi- 
tion, the  fiscal  year  1995  Department  of  Transportation  and  Related  Agencies  Act 
included  bill  language  stating  that  "the  Commandant  shall  reduce  both  military  and 
civilian  emplo3rment  levels  for  the  purpose  of  compljring  with  Executive  Order  No. 
12839." 

To  achieve  these  goals.  Coast  Guard  streamlining  studies  are  incorporating  this 
constraint  into  their  recommendations.  In  addition.  Coast  Guard  is  using  all  avail- 
able personnel  management  tools  to  achieve  reductions  without  disiupting  oper- 
ations. 

COAST  GUARD  PERMANENT  CHANGE  OF  STATION  FUNDS 

Mr.  Callahan.  What  is  the  impact  to  the  Coast  Guard  of  a  re- 
duction in  the  permanent  change  of  station  funds? 
[The  information  follows:] 

There  are  no  fiscal  year  1995  savings  in  permanent  change  of  station  costs  that 
could  be  realized  without  significant  adverse  impact  to  the  Coast  Guard.  Virtually 
all  Cost  Guard  PCS  funds  are  used  to  move  military  personnel  and  their  families. 
Executing  all  Permanent  Change  of  Station  (PCS)  transfers  on  established  rotation 
periods  involving  personnel  assigned  to  ships,  aviation,  groups,  group  units,  and  ma- 
rine safety  units,  including  those  personnel  who  support  safety  and  operations  of 
those  units,  are  considered  to  be  essential  from  both  safety  and  operational  perspec- 
tives. 

One  third  of  PCS  transfers  are  non-discretionary.  Included  in  the  non-discre- 
tioneiry  category  are  retirements,  separations,  assignment  of  recruits  to  their  first 
duty  stations,  and  the  transferring  of  members  to  and  from  entry-level  occupational 
schools  ("A"  Schools).  Non  discretionary  transfers  affect  all  operational  units,  there- 
fore both  the  non  discretionary  transfer  and  the  replacement  (backfill)  transfers  are 
operationally  required. 

A  moratorium  on  PCS  expenditures  would  require  the  involuntary  extension  of 
members  currently  serving  in  arduous  assignments  such  as  afloat  units,  isolated 
duty,  and  overseas  assignments.  This,  in  turn,  would  likely  result  in  increased  sepa- 
rations and  retirements  and  therefore  more  operational  transfers  to  backfill.  The 
probable  increase  in  separations  would  likely  negate  any  "savings"  conceived.  More- 
over, the  forced  extension  of  members  at  isolated  units,  air  stations,  and  floating 
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units  also  adversely  affects  the  Coast  Guard's  ability  to  accomplish  operational  mis- 
sions and  maintain  safety. 

It  is  important  to  note  that  Coast  Guard  has  already  taken  significant  steps  to 
reduce  PCS  costs.  A  DOT  Inspector  General  follow-on  audit  (OIG  Project  #  458-002- 
5000)  completed  in  September  1994  reviewed  Coast  Guard's  PCS  transfer  practices. 
The  final  report  has  not  yet  been  pubUshed,  but  the  exit  conference  found  that  the 
average  standard  tour  length  increased  eight  percent  for  officers  and  tour  comple- 
tion rate  for  enlisted  increased  over  40  percent  from  1989  to  1994.  In  addition,  the 
Coast  Guard  reduced  PCS  funding  in  FY  1995  to  help  alleviate  shortfalls  in  the 
military  and  civilian  pay  accounts.  This  resulted  in  over  1,100  personnel  receiving 
extensions  beyond  their  normal  date. 

CONTRACT  AWARDS  AT  $500,000  OR  MORE 

Mr.  Obey.  Please  provide  a  list  of  each  grant  or  contract  or  loan 
valued  at  $500,000  or  more  awarded  by  the  Department  to  a  non- 
governmental company  or  corporation  in  fiscal  year  1994,  and  indi- 
cate the  name  of  the  company  or  corporation  and  the  amount  of  the 
award. 

[The  information  follows:! 
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ESSENTIAL  AIR  SERVICE 

FY  94  PAYMENTS 

TOTAL  CARRIER 

$588,188  AIR  MIDWEST 

$1,173,283  ALASKA  AIRLINES 

$525,512  ALPIKE  AVIATIOti 

$3,492,113  BIG  SKY  AIRLINES 

$783,034  CCAIR 

$445,177  CHAUTAUQUA  AIRLIES 

$2,852,777  COLGAt)  AIR 

$371,024  CR0V;N  AIRViAVS 

$1,313,208  DIRECT/MIDV/AY  CONNE 

$114,398  ELLIS  AIR  TAXI 

$4,478,017  EXEC  EXPRESS 

$321,755  EXECUTIVE  AIRLINES 

$66,782  F.S.  AIR  SERVICE 

$9,263  FRONTIER  FLYING  SER 

$28,302  40  MILE  AIR 

$3,284,974  G  P  EXPRESS 

$2,508,280  GREAT  LAKES 

$24,032  GULF  AIR  TAXI 

$303,181  HORIZOfJ  AIR 

$523,009  LIBERTY  EXPRESS  AIR 

$91,542  MARKAIR 

$3,206,070  MESA  AIRLINES 

$410,035  REDWING  AIRWAYS 

$253  RYAN  AIR  SERVICE 

$1,845,659  SKYWEST  AIRLINES 

$212,262  TRANS  AIR 

$531  ,646  TRANS  STATES 

$10,089  WARD  AIR 

$22,466  WARBELOWS 

$1,071,057  WESTAIft  COMMUTER 

$198,873  WING  WEST  AIRLINES 

$30,707,358  TOTAL 
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DEPARTMENT  OF  TRANSPORTATION 
FY94  GRANTS  AND  SUBSIDIES  TO  CORPORATIONS 

MARITIME  ADMINISTRATION 

National  Research  Councils  Commission 

National  Academy  of  Science   -  $520,000 
Technology  Reinvestment  Program 

Bath  Iron  Works  -  $4,544,736 

Meritech  Program 

Avondale  Industries  -  $2,301,465 

Cybo  Robots  Inc  -  $4,449,850 

Alabama  Shipyard  -  $3,2  00,000 

Ingalls  Shipbuilding  -  $1,068,364 

McDermott  Shipbuilding  -  $3,824,4  60 

Modular  Tanker  Censor  -  $2,250,000 

Walter  Marine  Inc  -  $950,660 

Operating  Differential  Subsidies 

Waterman  Steamship  Co  -  $19,679,301 

Vulcan  Carriers  Ltd  -  $2,869,968 

Ocean  Chemical  Transp  -  $2,954,859 

Ocean  Chemical  Transp  -  $2,82  0,44  3 

Margate  Shipping  Comp  -  $6,797,649 

Farrell  Lines  Inc  -  $17,397,573 

Chestnut  Shipping  Co  -  $5,143,876 

Atlas  Marine  Company  -  $2,313,458 

Aquarius  Marine  Co  -  $2,763,705 

American  Presidents  Li  -  $62,191,878 

First  American  Bulk  -  $6,803,019 

Lykes  Bros  Steamship  -  $75,303,085 

Mormac  Marine  Trans  -  $5,934,112 

NATIONAL  HIGHWAY  TRAFFIC  SAFETY  ADMINISTRATION 

Problem  Driver  Pointer  System  Help  Desk 

AAMVANET  Inc  -  $1,434,238 

Drunk  Driving  and  Safety  Belt  Campaign 

Advertising  Council  -  $864,250 

FEDERAL  TRANSIT  ADMINISTRATION 

Duets  Consortium  (ARPA)  -  $3,757,000 

American  Public  Works  Association  -  $705,000 
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DR.  LOUIS  CSOKA,  THE  CONFERENCE  BOARD 

R.  SCOTT  FOSLER,  PRESIDENT,  NATIONAL  ACADEMY  OF  PUBLIC  AD- 
MINISTRATION (NAPA) 

FRANK  CIPOLLA,  DIRECTOR  OF  THE  CENTER  FOR  HUMAN  RE- 
SOURCES MANAGEMENT,  NAPA 

DR,  JAMES  COLVARD,  FELLOW,  NAPA 

WELCOME 

Mr.  LiGHTFOOT.  I  would  like  to  call  the  first  hearing  of  the  Sub- 
committee on  Treasury,  Postal  Service  and  General  Government  to 
order.  We  are  going  to  set  a  precedent  and  start  on  time  or  as  close 
to  that  as  we  can.  It  seems  like,  what  is  that  old  saying,  the  fur- 
ther I  go,  the  behinder  I  get,  and  so  we  are  going  to  get  started 
this  morning,  and  I  understand  Mr.  Hoyer  is  on  his  way. 

Mr.  HOYER.  He  is  here. 

Chairman's  Statement 

Mr.  LiGHTFOOT.  Good  morning,  Mr.  Hoyer.  I  am  very  pleased  to 
have  this  very  distinguished  panel  of  witnesses  today  and  their 
willingness  to  be  here  and  we  look  forward  to  your  testimony. 

Before  beginning,  a  few  brief  remarks  to  lay  out  what  we  are 
about  today.  I  think  that  everybody  knows  that  September  27th 
last  year  was  a  very  important  day.  Newt  Gingrich  thinks  it  is  an 
important  day  because  of  the  Contract  With  America.  I  think  it 
was  an  important  day  because  it  was  my  birthday.  We  had  367  Re- 
publican candidates  sign  our  Contract  With  America.  I  cosigned  on 
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that,  because  it  was  a  vision  for  the  country  of  where  we  want  to 
go.  It  was  not  just  a  gimmick  to  gain  control.  It,  I  think,  was  a  very 
common  sense  agenda  and  we  are  going  to  pursue  it. 

On  several  occasions  the  distinguished  Chairman  of  the  Appro- 
priations Committee,  Mr.  Livingston,  has  announced  his  commit- 
ment to  follow  through  with  the  contract  and  that  commitment  will 
be  orchestrated  through  the  13  various  appropriations  bills. 

For  the  record,  we  are  committed  to  following  through  with  the 
contract,  and  we  will  orchestrate  it  in  part  through  the  appropria- 
tion bill  that  we  have  authority  over,  and  it  is  my  intention  that 
this  subcommittee  play  a  very  vital  role  in  achieving  the  vision 
that  has  been  spelled  out  in  the  contract. 

But  before  I  will  tell  you  what  the  commitment  of  the  contract 
means,  I  would  like  to  tell  you  what  it  doesn't  mean.  I  think  there 
is  a  lot  of  misconceptions  that  have  gone  around,  and  it  does  not 
mean  there  will  be  arbitrary  reductions  in  programs  and  program 
terminations,  that  restructuring  programs  will  be  restructured  just 
for  the  sake  of  restructuring  to  get  some  kind  of  a  budget  number. 

That  is  not  going  to  happen  in  this  subcommittee.  I  don't  think 
that  is  an  appropriate  way  to  approach  it  and  there  are  no  num- 
bers out  there  that  are  targets.  There  is  not  a  list  in  my  pocket  or 
anywhere  else  of  programs  that  are  scheduled  to  be  terminated.  We 
want  to  go  through  this  process  to  find  out  what  we  can  do  to  make 
government  a  lot  more  efficient. 

But  again,  I  think  it  is  important  that  we  emphasize  that  point, 
that  there  is  not  an  arbitrary  number.  There  is  not  a  list  that  ex- 
ists of  programs  that  are  scheduled  to  be  terminated.  We  are  open- 
ing this  process  with  an  open  mind  and  we  very  much  encourage 
everybody  in  the  room  to  toss  out  any  assumptions  that  they  have 
that  you  are  going  to  be  terminated  or  downsized.  Because  none  of 
that  has  been  determined  and  there  is  not  a  list. 

And  I  would  also  say  that  don't  assume  just  because  the  program 
got  cut  last  year,  that  it  is  a  prime  target  for  cuts  this  year;  and 
conversely,  if  you  didn't  get  cut  last  year,  don't  assume  it  is  not 
going  to  happen  this  year,  because  I  think  we  want  to  take  a  look 
at  the  whole  process. 

What  the  contract  does  mean,  as  far  as  it  relates  to  this  sub- 
committee, is  that  we  will  take  a  path  towards  downsizing  and  re- 
structuring that  is  carefully  planned  and  well  orchestrated,  and  we 
are  going  to  start  with  a  thorough  review  of  the  programs  and  the 
activities  that  are  under  our  jurisdiction.  We  are  going  to  conduct 
hearings,  not  only  on  agency  budget  requests  for  fiscal  year  1996, 
but  also  on  agency  performance  and  alternatives  to  the  status  quo, 
and  you  gentlemen  have  the  honor  of  being  the  first  panel  as  we 
start  down  that  road. 

I  have  heard  some  say  that  since  those  in  our  party  have  been 
locked  out  of  power  for  40  years,  that  we  don't  understand  how 
government  functions.  I  would  tend  to  disagree  with  that  argu- 
ment. We  played  a  part.  We  have  looked  at  it  for  years.  I  think  we 
know  how  it  works  and  I  think  quite  frankly  we  got  some  ideas  on 
why  it  doesn't  work  in  some  areas. 

So  the  decisions  ahead  of  us  obviously  aren't  going  to  be  easy.  I 
am  very  optimistic,  however,  we  can  make  those  decisions  not  on 
the  basis  of  an  arbitrary  set  of  criteria,  but  on  the  basis  of  well 
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thought  out  and  carefully-planned  objectives,  and  I  certainly  would 
encourage  all  members  at  the  table  to  be  here  with  open  minds  and 
to  offer  alternatives  and  suggestions  because  that  is  what  we  want 
to  do,  have  an  open  dialogue  and  have  a  discussion. 

If  there  are  friends  that  are  here  from  the  press,  we  are  also  try- 
ing to  make  the  process  more  open.  I  intend  to  ask  some  questions 
that  could  be  provocative  in  nature.  I  think  we  have  to  do  that 
many  times  to  get  to  the  answers  that  we  need,  and  I  would  just 
encourage  our  friends  in  the  press  to  not  necessarily  always  take 
questions  at  face  value. 

If  I  ask  a  question,  should  0PM  be  zeroed  out,  I  do  not  want  to 
see  a  headliner  that  says  Lightfoot  proposes  to  zero  out  0PM.  That 
is  not  the  purpose  of  the  question.  The  purpose  of  the  question  is 
to  find  out  why  does  OPM  exist,  what  do  they  do.  It  is  like  every- 
body who  is  in  the  private  sector,  somewhere  during  the  course  of 
the  year,  maybe  every  month,  maybe  every  day,  there  is  an  evalua- 
tion made  that  you  should  have  your  job.  Is  it  justified?  Do  we  need 
the  job?  If  you  are  a  reporter  for  a  paper,  somebody  somewhere  in 
management  has  made  the  decision  that  your  job  is  important. 
They  also  can  make  a  decision  that  that  job  may  not  be  important. 
So  we  have  to  ask  those  questions.  I  think  the  government  needs 
to  be  asked  the  same  questions  as  the  private  sector  asks  them- 
selves. 

So  I  would  only  encourage  you  that  if  you  hear  a  question  asked 
that  might  seem  to  say  something  and  it  doesn't,  please  contact  the 
Member  after  the  meeting  and  make  sure  that  everyone  under- 
stands what  they  are  talking  about,  because  we  will  be  asking 
some  pointed  questions. 

INTRODUCTIONS 

Before  turning  to  Mr.  Hoyer,  I  would  like  to  welcome  our  four 
witnesses  today.  Dr.  Csoka  will  tell  us  about  the  streamlining  expe- 
rience of  corporate  America.  He  is  a  Research  Director  of  Human 
Resources  and  Organizational  Effectiveness  for  The  Conference 
Board,  which  is  a  private,  not-for-profit  organization  that  dissemi- 
nates research  on  business  issues  and  practices  to  its  members. 
The  doctor  is  a  retired  Army  Colonel.  He  held  an  extended  faculty 
assignment  at  West  Point,  produced  more  than  25  research  publi- 
cations, and  brings  to  us  28  years  of  management  experience.  So 
we  are  looking  forward  to  probing  your  ideas. 

We  also  have  three  witnesses  from  the  National  Academy  of  Pub- 
lic Administration.  It  is  a  nonprofit  organization  chartered  by  Con- 
gress to  provide  nonpartisan  advice  to  all  levels  of  government.  Mr. 
Scott  Fosler  is  President  of  NAPA.  He  has  experience  in  local  gov- 
ernment, is  a  member  of  the  Montgomery  County  Council  in  Mary- 
land and  is  President  of  the  Metropolitan  Washington  Council  of 
Governments. 

Mr.  Cipolla  is  Director  of  the  Center  for  Human  Resource  Man- 
agement at  NAPA,  served  as  Director  of  Personnel  Management  for 
the  Department  of  Defense  from  1982  through  1991,  and  he  brings 
with  him  31  years  of  experience  in  public  service,  two-time  recipi- 
ent of  the  Presidential  Rank  Award  and  a  number  of  other  honors. 

And  Dr.  James  Colvard,  Senior  Fellow  at  the  Center  for  Naval 
Analysis.  He  served  as  Deputy  Director  at  OPM  between  1986  and 
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1988.  Dr.  Colvard  brings  over  30  years  of  government  experience, 
academic  credentials,  and  public  administration,  numerous  awards 
for  public  service,  and  I  think — I  didn't  add  that  up,  but  that  is 
over  100  years  or  more  experience  before  us. 

There  are  three  things  that  we  will  focus  on  today.  Number  one, 
what  is  the  most  efficient  way  of  downsizing  government?  Number 
two,  how  can  we  increase  efficiency  of  agency  personnel  offices? 
And  number  three,  why  do  we  need  an  Office  of  Personnel  Manage- 
ment? 

But  before  I  would  begin  with  the  hearing,  I  would  like  to  turn 
to  my  friend  and  Ranking  Member,  Mr.  Hoyer,  who  I  have  reversed 
places  with  this  year  and  I  call  Mr.  Hoyer  for  any  comments  that 
he  would  like  to  make. 

Mr.  Hover's  Opening  Statement 

Mr.  Hoyer.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
this  opportunity  and  I  want  to  welcome  all  of  the  witnesses  as  well. 
Mr.  Fosler  and  I  have  known  each  other  for  many,  many  years  and 
worked  together  on  a  number  of  items. 

This  is  an  important  hearing  as  we  are  in  the  process  of 
reinventing  and  looking  at  the  national  performance.  We  are  look- 
ing at  our  Federal  structure — what  we  do  as  a  Federal  Government 
and  what  State  governments  ought  to  do.  We  must  keep  very  clear- 
ly in  mind  the  impact  of  any  decisions  that  we  make  on  the  em- 
ployees that  we  ask  to  carry  out  those  decisions. 

I  have  had  the  opportunity  of  reading  all  of  the  testimony  that 
you  will  be  giving  today.  Very  frankly,  I  want  to  tell  you  that  my 
anticipation  was,  as  I  started  to  read  it,  not  with  respect  to  Mr. 
Fosler,  whom  I  knew,  but  others,  that  this  perhaps  would  be  a  Fed- 
eral employee  bashing  session.  I  am  happy  that  it  is  not  Mr.  Light- 
foot's  intent;  I  want  to  make  that  clear. 

But  I  think  the  statements,  both  in  terms  of  how  the  private  sec- 
tor does  it,  which  is  somewhat  different,  as  you  point  out  in  your 
statement,  and  how  it  can  be  achieved  in  keeping  morale  of  em- 
ployees at  a  point  where  productivity  is  not  substantially  damaged 
as  you  downsize,  is  very  useful. 

I  am  happy  that  all  of  you  see  the  human  factor  in  downsizing 
government  as  an  important  one  just  as  it  is  in  the  private  sector. 

I  think  all  of  us  are  for  finding  the  most  effective  ways  to  meet 
the  needs  of  our  taxpayers  in  wanting  a  government  that  is  lean 
and  mean,  but  also  a  government  that  wants  services.  In  fact,  I  am 
for  the  balanced  budget  amendment. 

I  just  came  from  a  hearing  where  Secretary  Riley  is  testifying  be- 
fore the  Health  and  Human  Services  Subcommittee  at  this  mo- 
ment. I  apologize  for  being  late. 

In  his  statement,  the  Secretary  points  out  that  a  poll  of  the  New 
York  Times  and  CBS  News  showed  that  when  people  were  asked 
whether  they  favored  a  balanced  budget  amendment,  81  percent  of 
them  said  yes.  He  goes  on  to  say,  that  when  these  same  people 
were  asked  whether  they  would  favor  cuts  in  education  spending 
in  order  to  balance  the  Federal  budget,  support  dropped  to  just  22 
percent.  In  other  words,  a  59  percent  drop. 

People  want  less  government  and  more  services.  I  don't  think 
that  is  necessarily  unusual.  Most  of  us  want  more  and  we  want  to 
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pay  less  for  it.  But  the  trick  is  going  to  be  to  see  whether  or  not 
we  can  continue  to  have  the  support  of  the  pubUc  as  we  make 
tough  decisions. 

As  I  say,  I  am  one  of  those  Democrats  and  the  only  Democratic 
leader  who  has  supported  the  balanced  budget  amendment  the  last 
two  times  it  has  been  up.  I  have  voted  for  the  balanced  budget 
amendment  because  I  think  we  need  to  exercise  fiscal  discipline 
and  fiscal  responsibility  at  the  Federal  level  as  well  as  at  the  State 
and  local  levels  as  well  as  we  do  frankly  in  business  and  in  our  per- 
sonal lives. 

In  the  1980s,  none  of  those  sectors  were  particularly  disciplined 
as  we  know  and  in  the  1990's,  the  downsizing  occurred  in  the  pri- 
vate sector,  largely  because  it  ran  out  of  resources  to  fund  the 
prophecy  that  we  had  in  the  private  sector  as  well  as  the  public 
sector. 

Let  me  point  out  in  response  to  the  Chairman's  comments,  I  am 
amused  to  some  degree  by  our  new  Republican  leadership.  In  28 
out  of  the  last  40  years,  of  course,  the  Presidency  has  been  in  the 
hands  of  Republicans.  That  seems  to  be  forgotten.  Ronald  Reagan 
had  only  a  few  vetoes  overridden.  Greorge  Bush  only  one. 

I  say  that  because  it  is  clear  that  these  problems  that  confront 
us  are  problems  that  are  in  fact  bipartisan  problems.  If  there  were 
easy  solutions  to  trying  to  meet  the  public's  demand  for  more  serv- 
ices at  less  cost  with  smaller  government,  we  would  have  effected 
it.  I  am  hopeful  that  the  new  Republican  Members  will  have  the 
courage  of  their  rhetoric.  We  hear  a  lot  of  talk  about  balanced 
budget  amendments. 

David  Stockton  made  some  observations  in  1982  and  1983  about 
the  rhetoric  being  out  of  sync  with  the  performance.  In  point  of 
fact,  we  ran  the  deficit  up  very,  very  substantially  in  the  1980s. 
Ronald  Reagan  and  George  Bush  together  presented  budgets,  that 
if  adopted  whole  without  any  Democratic  influence  on  them  at  all 
would  have  run  the  deficit  to  $4  trillion  plus  over  what  it  was  in 
1980.  These  were  planned  deficits. 

I  say  that,  Mr.  Chairman,  not  to  be  particularly  partisan,  but  as 
long  as  we  hear  about  the  40  years  of  rule  of  the  Democratic  party 
in  the  House  and  how  that  in  effect  led  to  hell  in  a  hand  basket. 
It  also,  of  course,  won  the  Cold  War,  if  we  were  in  charge.  It  edu- 
cated more  Americans  than  at  any  time  in  history.  It  provided 
more  housing  for  Americans  than  at  any  time  in  history.  It  pro- 
vided the  most  dynamic  economy  of  any  economy  in  the  world's  his- 
tory. If  we  were  in  charge  during  that  40  years,  we  ought  to  take 
credit  for  that. 

Nevertheless  we  do  have  problems.  I  am  amused  by  the  chart 
that  appears  as  we  talk  about  downsizing.  The  largest,  number  of 
personnel,  which  we  were  not  in  charge  of  hiring  on  our  side  of  the 
aisle,  was  under  a  Republican  President  in  1990  where  the  level  of 
employment  got  to  what  I  presume  on  that  chart  is  close  to  2.4  mil- 
lion people. 

Under  the  current  administration,  we  have  seen  a  substantial 
downsizing  of  the  Federal  bureaucracy.  We  have  done  that  through 
what  I  think  are  pretty  sound  policies. 

Mr.  Csoka,  you  mention  in  your  statement  about  buyouts  which 
have  been  effective  in  the  private  sector.  As  you  know,  we  have  uti- 
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lized  those  in  the  public  sector  as  well.  I  make  these  comments 
only  to  point  out  that  Mr.  Lightfoot  and  I  have  worked  very,  very 
closely  together  in  a  nonpartisan,  bipartisan  fashion  for  the  best  in- 
terest of  what  we  believe  the  American  taxpayer  wants. 

I  intend  to  continue  to  do  that.  We  are  very  fortunate  on  this 
committee  to  have  a  person  as  the  Chairman  who  takes  a  meas- 
ured, common  sense,  what  works  approach  to  solving  problems  and 
because  of  that,  this  committee  is  going  to  be  successful. 

We  have,  over  the  last  two  years,  adopted  in  this  committee  some 
reforms  in  our  legislation  which  I  think  are  in  the  forefront  of  the 
appropriations  committees  in  trying  to  bring  effective  downsizing 
and  change  to  government.  One  example  is  that  if  you  effect  a  sav- 
ings in  the  agencies  in  this  committee  through  the  bureaucracy, 
you  get  to  keep  half  of  those  savings  and  reapply  them  to  initia- 
tives that  you  think  will  enhance  productivity  and  services  to  the 
public,  which  gives  an  incentive  to  save  money.  Unfortunately,  all 
of  the  subcommittees  did  not  adopt  that.  Mr.  Lightfoot  was  a 
strong  proponent  of  that  and  a  leader  in  that  effort,  along  with  my- 
self. 

So  this  committee  very  strongly  believes  that  we  need  to  think 
in  new  ways  in  order  to  solve  some  very  sticky  problems  which 
both  Republicans  and  Democrats  have  seen  growing  and  now  need 
to  address.  I  look  forward  to  joining  Mr.  Lightfoot  in  that  effort.  I 
look  forward  to  your  testimony  and  working  with  you  as  we  try  to 
figure  out,  as  that  red  line  keeps  going  down  and  we  reduce  the 
number  of  Federal  employees,  how  we  maintain  productivity  and 
services  at  levels  that  Americans  want  and  at  the  same  time  hu- 
manely treat  our  employees  who  have  given  very  outstanding  serv- 
ice to  our  government.  These  Federal  employees  are,  as  talented 
and  highly  motivated  employees  as  you  are  going  to  find  either  in 
the  private  or  public  sectors. 

Mr.  Lightfoot,  thank  you  again  for  this  opportunity  to  make  a 
longer  than  usual  opening  statement.  I  will  not  usually  be  that 
long. 

IMPACT  OF  CENSUS  ON  EMPLOYMENT 

Mr.  Lightfoot.  Thank  you,  Mr.  Hoyer,  for  your  comments  and 
I  would  point  out  that  on  the  chart,  1990  was  the  year  of  the  cen- 
sus and  having  started  the  chart  in  1978,  there  would  have  been 
a  similar  blip  in  1980  in  proportion  to  what  is  there. 

Mr.  HOYER.  Mr.  Chairman,  I  appreciate  that  observation  on  the 
blips,  but  am  I  not  correct  that  the  present  level  of  Federal  employ- 
ees is  lower  than  it  has  been  at  any  time  since  1980?  I  appreciate 
your  observation  of  the  blip,  but  I  think  if  you  look  at  the  statistics. 
Federal  employment  is  now  lower  than  at  any  time  than  it  has 
been  in  the  last  14  years. 

Mr.  Lightfoot.  Of  course,  what  I  was  referring  to  there  would 
have  been  an  increase. 

Mr.  Hover.  A  look  at  1990  for  the  first-time  people  doing  the 
census. 

Mr.  Lightfoot.  Makes  the  number  look  lower  as  well.  Again, 
Mr.  Hoyer,  thanks  for  your  comments  and  appreciate  your  spirit  of 
cooperation  and  as  you  mentioned,  President  Reagan  used  to  have 
a  sign  down  on  his  desk  that  we  will  get  the  job  done  as  long  as 
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nobody  worries  about  who  gets  the  credit  for  it.  I  kind  of  think  that 
appHes  as  well. 

Mr.  Forbes. 

Mr.  Forbes.  I  will  pass  on  a  statement.  Thank  you. 

Mr.  LiGHTFOOT.  Mr.  Visclosky. 

Mr.  Visclosky.  The  Chairman  is  a  classmate  of  mine.  I  enjoyed 
working  with  him  when  he  was  the  ranking  Minority  Member.  I 
look  forward  to  working  with  him  as  Chairman  of  the  subcommit- 
tee. 

Mr.  LiGHTFOOT.  Mr.  Coleman. 

Mr.  Coleman.  Nothing  today,  thank  you. 

Mr.  LiGHTFOOT.  Gentleman,  we  will  use  the  five-minute  rule  on 
the  first  round  of  questioning.  Once  we  finish  that  first  round,  we 
want  to  try  something  a  little  different.  It  may  test  our  stenog- 
rapher's abilities  to  keep  up,  but  the  whole  idea  is  to  obtain  infor- 
mation and  have  discussion,  and  after  everyone  has  their  five- 
minute  round  of  questioning,  the  second  round  would  be  more  in- 
formal, open  it  up  to  more  of  a  discussion  and  anybody  could  jump 
in  where  they  feel  free  to  do  so,  and  if  it  gets  out  of  hand,  I  will 
calm  everybody  down. 

Dr.  Csoka,  if  you  would  like  to  start,  we  will  insert  your  full  tes- 
timony in  the  record  and  you  may  proceed. 

Mr.  Csoka's  Statement 

Mr.  Csoka.  Thank  you,  Mr.  Chairman.  You  do  have  my  state- 
ment. What  I  would  like  to  do  is  just  summarize  some  key  points 
to  sort  of  set  the  stage  and  the  environment  in  which  this  whole 
business  of  downsizing  and  really  the  transformation  of  the  human 
resource  function  is  occurring  and  has  occurred  in  business. 

You  might  want  to  know  what  is  our  expertise  here.  As  a  76- 
year-old  nonprofit,  non-advocacy  business  membership  organiza- 
tion, one  of  our  prime  functions  is  to  promote  the  business  enter- 
prise and  to  enhance  the  contribution  of  business  to  society.  So  in 
doing  that,  we  keep  track  on  what  companies  are  doing  and  do  re- 
search in  that  arena. 

Today's  companies  face  unparalleled  challenges  from  global  com- 
petition, demand  for  increased  quality,  shrinking  resources,  chang- 
ing work  force  demographics,  and  tremendous  leaps  in  technology. 
Companies  have  been  meeting  these  challenges  by  restructuring 
and  reengineering  their  organizations.  Some  of  the  most  dramatic 
transformations  have  occurred  in  human  resources  or  what  used  to 
be  called  the  personnel  function. 

The  personnel  function  of  the  past  served  companies  best  by  re- 
sponding to  lots  of  regulatory  and  administrative  requirements,  all 
of  which  gave  the  personnel  field  a  legal  flavor  from  the  late  1930s 
on.  All  that  is  changing  drastically.  As  firms  shifl  focus  to  the  cus- 
tomer— I  think  that  is  the  critical  point — ^from  the  business  purpose 
that  achieves  that  focus,  the  human  resource  function  is  being 
forced  to  either  transform  itself  or  literally  face  extinction. 

In  response  to  global  competition,  many  companies  have  con- 
cluded that  significant  layoffs  were  necessary  to  remain  profitable 
or  to  simply  survive.  The  downsizing  basically  came  in  two  ways. 
The  first,  reflecting  short-term  goals  of  reducing  size  and  improving 
efficiency,  was  dominated  by  cost  cutting  and  head  count  reduc- 
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tions.  The  second,  more  long  term  in  its  approach  and  reflecting 
lessons  learned  in  an  earlier  wave,  is  more  selective  and  linked  to 
company  purpose  and  strategy  and  focused  on  effectiveness,  not  ef- 
ficiency. 

One  reason  for  the  rash  of  downsizing  is  the  accounting  method 
or  treatment  of  human  resources.  This  treatment  simply  empha- 
sizes positive  financial  aspects  of  layoffs  and  largely  ignores  the  de- 
pletion of  a  firm's  human  assets.  This  can  have  detrimental  effects 
on  the  ability  to  produce  further  growth  in  the  future  and  on  em- 
ployee morale. 

New  approaches  such  as  right  sizing  now  take  a  look  at  a  depart- 
ment's needs  based  on  its  long-term  objectives  and  those  of  the 
overall  company  and  find  a  combination  of  permanent  and  tem- 
porary employees  to  meet  those  needs. 

Lessons  learned.  I  think  this  is  probably  what  you  are  interested 
in.  The  restructurings  and  downsizings  will  continue  as  a  strategy 
for  maintaining  a  competitive  advantage  for  some  time  to  come. 
Surveys  showed  that  on  average,  65  percent  of  firms  that  downsize 
in  a  given  year  do  so  again  the  next  year.  Twenty-five  percent  have 
had  three  or  more  rounds  of  cuts.  So  what  has  been  learned? 

Downsizing  without  looking  at  the  fundamentals  of  the  company 
leaves  you  with  less  people  to  do  even  more.  Taking  a  long-term, 
as  well  as  a  short-term  approach,  provides  the  only  real  chance  of 
achieving  downsizing  goals.  Looking  at  a  total  change  strategy  will 
deliver  more  than  just  head  count  reductions  and  cost  cutting. 
Communicating  honestly  and  straightforward  with  everyone  about 
the  downsizing  has  become  critical.  Bungled  communications  can 
turn  downsizing  into  a  disaster  for  morale.  Giving  as  much  ad- 
vance notice  as  possible  about  who,  when,  how,  and  why  prepares 
people  for  taking  action. 

Addressing  the  needs  of  displaced  employees  and  survivors  and 
providing  support  to  both  minimizes  adverse  morale  effects.  Mak- 
ing cuts  selective,  not  just  across  the  board,  takes  future  growth 
and  recovery  into  consideration.  Involving  the  total  work  force  in 
identifying  the  jobs  to  be  cut  will  greatly  reduce  future  needs  to  re- 
hire. Implementing  top  down  and  bottom  up  actions  simultaneously 
combines  clear  vision  and  direction  from  senior  management  and 
creative  improvements  from  employees. 

Reducing  the  numbers  of  layers  of  management  and  designing 
flatter  organizations  were  intended  to  increase  speed  and  flexibil- 
ity. But  results  have  been  less  than  expected.  One  reason  is  the 
faulty  premise  upon  which  many  restructurings  are  based. 

Layers  of  management  are  not  the  villains.  Spans  of  control  are. 
Narrow  spans  of  control  create  layers  of  managers  and  result  in 
tall  organizational  structures.  Again,  reducing  layers  of  staff  only 
leaves  fewer  people  to  do  more.  Eliminating  layers  without  harm- 
ing effectiveness  can  only  be  achieved  by  analyzing  the  basic  man- 
agement and  work  processes  in  use  and  then  eliminating  work  that 
is  not  needed. 

The  human  resource  function  is  going  through  massive  change. 
Companies  are  forcing  their  HR  staffs  to  relook  at  what  they  do 
and  how  they  do  it  and  how  they  are  organized  to  do  it.  World  class 
HR  functions  are  reengineering  themselves  by  defining  new  roles 
and  responsibilities  and  competencies.  I  ask  this  committee  to  set 


277 

its  sights  high.  The  Federal  Government  must  too  become  world 
class.  The  American  people  deserve  no  less. 

The  new  HR  framework  places  emphasis  on  managing  human 
performance  and  making  lasting  contributions  to  the  business  from 
its  people.  Senior  HR  executives  are  assuming  leadership  roles  in 
their  companies  for  the  first  time.  They  are  expected  to  know  the 
business  and  to  integrate  the  human  element  into  those  strategic 
goals. 

What  are  the  key  lessons  that  could  be  applied  to  government? 
Push  ever3rthing  down  closer  to  the  customer,  State,  county,  city, 
whatever  level.  Top  level  government  agencies  should  set  broad 
policy  and  purpose  guidelines,  not  the  detailed  how  to's.  Do  all  the 
downsizing  with  a  clear  strategic  purpose  and  goal  in  mind.  Dele- 
gate certain  key  HR  responsibilities  to  line  managers,  things  like 
hiring,  firing,  training,  performance,  and  management. 

Communicate  clearly  and  often  with  a  sense  of  urgency  about  ev- 
erything. Make  the  necessary  dramatic  changes  once,  not  repeat- 
edly in  small  increments.  Fine  tune  things  later. 

In  downsizing,  eliminate  work,  not  just  workers.  Concentrate  on 
quality,  not  cost.  If  you  must,  secure  cost  reductions  by  concentrat- 
ing on  the  price  of  nonperformance,  which  is  the  need  to  get  things 
done  right  the  first  time. 

Finally,  coming  back  from  the  brink  of  disaster  has  been  an  ar- 
duous and  painful  task  for  business  in  the  past  few  decades.  Fi- 
nally, we  began  achieving  changes  after  progressive  firms  began 
drastic  action  late  in  the  1980's  and  1990's.  Restructurings, 
downsizings,  right  sizings,  et  cetera,  whatever  you  want  to  call 
them,  will  continue,  but  change  is  a  constant  and  HR  will  play  a 
critical  role. 

The  Federal  Government  can,  and  has,  learned  much  from  busi- 
ness experiences.  There  are  similarities,  but  there  are  also  dif- 
ferences which  must  be  taken  into  account.  A  key  difference  lies  in 
purpose.  Much  of  the  changes  we  have  witnessed  is  linked  to  pur- 
pose. The  very  survival  of  business  was  at  stake. 

Without  a  sense  of  crisis  and  urgency,  the  radical  trans- 
formations may  not  be  possible  for  government,  from  where  will 
this  sense  of  urgency — of  survival — come?  You,  the  Congress,  can 
be  the  driving  force.  The  first  step  in  every  successful  organiza- 
tional transformation  is  serious  and  brutally  honest  self-assess- 
ment. 

I  have  summarized  some  of  my  comments  and  I  am  prepared  and 
open  to  any  question  about  any  specific  details  about  some  of  these. 

Thank  you  very  much,  Mr.  Chairman. 

Mr.  LiGHTFOOT.  Thank  you.  Dr.  Csoka. 

[The  prepared  statement  follows:! 
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INTRODUCTION.  Mr.  Chairman,  it  is  a  privilege  to  be  able  to 
provide  testimony  to  this  committee  on  the  business  experience  in 
downsizing  and  on  the  transformation  of  the  human  resource 
function.  As  you  may  know,  The  Conference  Board  is  a  76 -year  old 
not-for-profit,  non-advocacy  business  membership  organization 
dedicated  to  improve  the  business  enterprise  system  and  to 
enhance  the  contribution  of  business  to  society. 

Companies  today  face  unparalleled  challenges  from  global 
competition,  increased  customer  demand  for  quality,  shrinking 
resources,  changing  workforce  demographics  and  quantum  leaps  in 
technology.  The  accelerating  pace  of  change  has  been  especially 
worrisome  to  human  resource  (HR)  executives  because  of  its 
effects  on  the  structure,  profile,  motivation  and  performance  of 
the  workforce.  Companies  have  been  meeting  these  challenges  by 
restructuring  and  reengineering  their  organizations.  Some  of  the 
most  dramatic  transformations  are  occurring  in  the  human 
resources  (HR)  arena. 

Intense  competition  has  overridden  previous  human  resources 
concerns  and  forced  priorities  toward  internal,  business-driven 
issues .  With  increasing  dominance  of  business  needs  in  the  HR 
agenda,  the  top  HR  positions  are  becoming  key  management  jobs 
with  technical  specialities  delegated  to  relatively  static, 
administrative  functions.  The  "personnel"  function  of  the  past 
served  companies  best  by  responding  to  the  myriad  of  government 
regulations  and  labor  relations- -all  of  which  gave  the  personnel 
field  a  legal  flavor  from  the  late  1930s  onward.  Much  of  that  has 
changed.  As  companies  shift  focus  to  the  customer  and  derive  all 
actions  from  the  business  purpose,  the  human  resource  (HR) 
function  is  being  confronted  with  the  choice  of  transforming 
itself  to  serve  new  business  needs  or  face  extinction. 
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CORPORATE  DOWNSIZING.  In  response  to  global  competition,  many- 
companies  have  concluded  that  significant  layoffs  were  necessary 
to  remain  profitable  or  simply  to  survive.  The  downsizings  came 
in  two  waves.  The  first,  reflecting  short-term  actions  to  reduce 
size  and  improve  efficiency,  was  dominated  by  costcutting  and 
headcount  reductions.  The  second  wave,  largely  from  lessons 
learned  in  earlier  downsizings,  was  characterized  by  a  more 
deliberate,  long-term  process  linked  to  vision  and  strategy  and 
focused  on  improved  performance  and  productivity.  Major  reasons 
for  downsizing  include  lack  of  profitability,  fierce  competition, 
cost  containment,  improved  efficiency  and  changes  in  business 
strategy. 

Layoffs  are  only  justified  if  the  value  of  employees'  marginal 
product  is  less  than  their  wages.  One  reason  for  the  rash  of 
downsizings  is  the  accounting  treatment  of  human  resources.  This 
treatment  emphasizes  positive  financial  aspects  of  layoffs  and 
largely  ignores  the  depletion  of  a  firm's  human  assets.  Such 
depletion  can  have  detrimental  effects  on  the  company's  ability 
to  produce  revenue  and  maintain  morale  among  surviving  employees . 

Laying  off  substantial  numbers  of  workers  has  not  been  the  only 
action  taken  to  achieve  downsizing  goals.  Other  major  actions 
include  shutting  down  operations,  combining  operating  units, 
selling  some  businesses,  offering  early  retirements,  and 
significantly  reducing  management  staff.  Many  companies,  to  avoid 
harm  from  improperly  planned  and  chaotic  staff  reductions,  are 
turning  to  the  staffing  concept  of  rightsizing.  The  technique 
basically  involves  analyzing  a  department's  personnel  needs  based 
on  its  long-term  objectives  and  those  of  the  overall  company  and 
finding  a  combination  of  permanent  and  temporary  employees  with 
best  skills  to  meet  those  needs.  When  applied  correctly, 
rightsizing  applies  total  quality  management  (TQM)  principles  and 
the  philosophy  of  continuous  improvement  to  staffing. 

Lessons  Learned.  The  extensive  and  rapid  downsizings  have 
provided  a  number  of  lessons.  Restructurings  and  downsizings  will 
continue  as  a  strategy  for  maintaining  competitive  advantage  for 
some  time  to  come.  Surveys  show  that  on  average,  65%  of  firms 
that  downsize  in  a  given  year  do  so  again  the  next  year;  25%  have 
had  3  or  more  roiinds  of  cuts.  What  are  the  lessons  learned  from 
past  downsizings? 

o   downsizing  without  looking  at  the  fundamentals  of  the  company 
leaves  you  with  less  people  to  do  even  more; 

o  taking  a  long-term  as  well  as  a  short-term  approach  provides 
the  best  chance  of  achieving  goals  through  downsizing; 


280 


o  incorporating  process  into  a  total  change  strategy  will 

deliver  more  than  just  headcount  reductions  and  costcutting; 

o  communicating  honestly  and  straightforward  to  everyone  about 

the  downsizing  is  critical- -bungled  communication  can  turn 

downsizing  into  a  disaster  for  morale; 

o  giving  as  much  advance  notice  as  possible  about  when,  who,  how 

and  why  better  prepares  people  for  taking  action; 

o  addressing  the  needs  of  displaced  employees  and  survivors  and 

providing  support  to  both  mimimizes  adverse  morale  effects; 

o  watching  for  legal  issues  will  keep  firms  out  of  the  courts- - 

be  alert  to  any  pattern  of  discharge  (protected  groups) ; 

o  making  cuts  selective,  not  just  across  the  board,  takes  future 

growth  and  recovery  into  consideration; 

o  involving  the  total  workforce  in  identifying  the  jobs  to  be 

cut  will  greatly  reduce  future  needs  to  rehire;  and 

o  implementing  top-down  and  bottom-up  actions  simultaneously 

combines  clear  vision  and  direction  from  senior  management  and 

creative  improvements  from  employees. 

MANAGEMENT  DELAYERING  AND  FLATTER  ORGANIZATIONS.  One  of  the 
strategies  for  restructuring  companies  has  been  to  reduce  the 
number  of  layers  of  management  and  to  design  flatter 
organizations.  Intended  to  increase  speed  and  flexibility,  these 
staff  cuts  have  met  with  mixed  success.  One  reason  for  the 
failure  to  achieve  desired  results  is  the  faulty  premise  upon 
which  many  restructurings  are  based.  Layers  of  management  are  not 
the  villains.  Spans  of  control  are.  Narrow  spans  of  control 
create  layers  of  managers  and  result  in  tall  organizational 
structures . 

Reducing  headcount  by  simply  reducing  layers  of  staff  has 
resulted  in  fewer  people  doing  the  same  or  even  more  work  than 
before.  Eliminating  duplicative  or  unnecessary  management  layers 
without  harming  effectiveness  can  only  be  achieved  by  analyzing 
basic  management  and  work  processes  in  use  and  then  eliminating 
work  not  needed.  Through  work  process  redesign,  the  right  number 
and  layers  of  management  can  be  determined  and  effectiveness 
enhanced. 

CHARACTERISTICS  OF  WORLD-CLASS  HUMAN  RESOURCE  FUNCTIONS.  As  I 
mentioned  earlier,  the  Human  Resource  (HR)  function  is  going 
through  massive  change.  Recognizing  that  only  people  provide  real 
sustained  competitive  advantage,  firms  have  forced  their  HR 
staffs  to  relook  what  they  do,  why  they  do  it,  and  how  they  are 
organized  to  carry  out  the  new  mandate.  The  new  HR  is  expected  to 
focus  on  the  business  and  deliver  added  value  to  the  company.  To 
accomplish  this,  HR  is  defining  new  roles,  responsibilities,  and 
competencies. 
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New  HR  Responsibilities.  The  Conference  Board  is  currently- 
engaged  in  a  widespread  study  that  is  analyzing  the  HR 
transformation.  Preliminary  results  show  emerging  patterns  that 
support  other  research  on  the  HR  function.  New  HR 
responsibilities  are  not  characterized  by  regulatory  and 
administrative  activities  but  by  emphasis  on  harnessing  human 
potential  and  making  lasting  contributions  to  the  success  of  the 
business.  New,  emerging  HR  responsibilities  are: 

o  developing  corporate  human  resources  philosophy  and  policy; 

o  developing  business  leaders; 

o  educating  and  training  a  diverse  workforce; 

o  projecting  the  human  resources  impact  on  business  strategy; 

o  implementing  a  global  mind- set; 

o  creating  the  empowered  organization; 

o  mainaging  organizational  change;  and 

o  being  a  full  business  partner. 


Role  of  the  Senior  HR  Executive.  In  order  to  address  these  new 
responsibilities,  the  role  of  senior  HR  executives  is  changing. 
They  are  assuming  a  senior  leadership  role  in  the  company  and 
providing  strategic  human  resources  input  into  business 
decisions.  They  are  expected  to  understeind  the  business  and  to 
integrate  the  human  element  into  the  firm's  strategic  goals. 
Their  effectiveness  will  be  measured  by  the  value  added  from 
employee  performance,  not  by  past  criteria  like  cost-per-hire, 
jobs  filled,  classes  offered,  etc.  To  perform  in  this  new  role, 
HR  professionals  need  a  new  set  of  competencies.  They  must  be 
able  to: 

o  lead,  coach  and  manage  results; 

o  demonstrate  and  apply  broad  human  resources  knowledge; 

o  consult  and  advise  at  all  levels  of  the  firm; 

o  see  globally  cind  provide  international  perspective; 

o  think  conceptually  and  strategically  and  possess  good  business 

j  udgment ; 

o  facilitate  orgemizational  development  (OD) ,  especially  at  the 

business/HR  interface; 

o  build  teams,  foster  teamwork  euid  resolve  conflicts;  and 

o  serve  as  a  change  agent . 

Centralized  Versus  Decentralized  Human  Resources.  The  push  in 
progressive  firms  has  been  for  more  decentralization  of  business 
functions --placing  the  business  as  close  to  the  customer  as 
possible.  Hviman  resource  functions  have  followed  this  lead, 
pushing  HR  activities  closer  to  their  customers.  They  look  to 
line  meuiagers  to  exercise  more  independence  and  assvime  more 
responsibility  for  human  resources  activities  like  classifying. 
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hiring  and  firing  employees.  Line  managers  are  increasingly 
taking  on  more  responsibility  for  training  with  HR  acting  more  in 
a  capacity  of  consultant  and  expert  resource. 

Outsourcing.  A  recent  Conference  Board  report  on  outsourcing  HR 
services  found  that  outsourcing  arrangements  are  widely  used  in 
the  HR  function.  Services  outsourced  typically  involve  highly 
specialized  tasks  and  administrative  functions.  Growth  in 
outsourcing  depends  on  the  willingness  of  companies  to  accept 
some  tradeoffs.  Some  employers  are  even  creating  profit  centers 
or  separate  businesses  out  of  their  own  HR  departments  to  serve 
as  providers  to  the  company  and  others  in  their  specific  areas  of 
expertise.  To  many  employers,  service  outsourcing  implies  a 
trainsfer  of  an  administrative  responsibility  to  an  outside 
organization.  Often,  outsourcing  is  a  temporary  solution,  such  as 
diversity  programs,  to  allow  the  company  to  learn  the  issues 
quickly  in  preparation  for  internalizing  the  program. 

Primary  reasons  for  outsourcing  HR  services  are  to  transfer  the 
administration  of  a  function  to  firms  specializing  in  that  area 
of  service  delivery;  refocus  the  HR  organization  on  what  senior 
executives  have  determined  to  be  core  competencies;  and  reduce 
costs  in  the  form  of  staff  cutbacks  and  related  service  delivery 
expenses . 

Human  Resource  Information  Systems  (HRIS) .  Advances  in 
information  technology  are  affording  HR  professionals  the 
opportunity  to  make  significant  improvements  and  innovations  in 
the  delivery  of  HR  services.  Once  HR  goals  are  decided,  all 
efforts  should  be  made  to  deliver  services  and  programs  as  close 
to  the  customer  as  possible.   Computerized  personnel  information 
systems  must  now  focus  on  supporting  line  managers  and  not  the  HR 
unit.  New  and  innovative  Human  Resource  Information  Systems 
(HRIS)  can  do  just  that.  The  technology  already  exists  to  allow 
remote  access  to  individual  databases  that  could  hold  agreed  job 
target  information.  The  system  could  be  developed  to  allow 
achievement  data  to  be  entered  by  the  manager  together  with  the 
individual  as  a  way  of  better  managing  performance. 


FINAL  COMMENT.  Coming  back  from  the  brink  of  disaster  has  been  an 
arduous  and  painful  task  for  business.  Complacent  for  too  long  in 
their  post-WWII  successes,  firms  initially  paid  little  attention 
to  the  emerging  economic  scene  and  the  lightning  speed  with  which 
change  was  coming.  But  with  the  eventual  realization  that  the 
very  survival  of  the  company  was  at  stake,  progressive  firms 
began  to  take  drastic  measures  in  the  1980s  and  90s,  leading  them 
to  the  current  successes.  Change  is  the  constant,  and  for 
companies  to  continue  to  be  competitive,  they  cannot  rest  on 


recent  past  successes.  The  restructurings  and  downsizings  will 
most  likely  continue  and  HR  will  play  a  critical  role. 

The  federal  government  can,  and  has,  done  much  to  learn  from  the 
business  experience.  Although  possessing  characteristics  similar 
to  business,  government  is  different.  A  key  difference  lies  in 
purpose.  Much  of  the  treuisformations  and  chamges  in  business  are 
directly  linked  to  purpose.  The  underlying  driving  force  for  the 
dramatic  changes  in  corporate  America  has  been  survival --a  crisis 
orientation  fully  realized  by  both  meuiagement  aind  employees. 
Without  that,  drastic  cheuiges  could  not  have  been  accomplished. 
Herein  lies  a  concern  for  reinventing  government.  From  where  will 
this  sense  of  crisis  and  urgency--oE  survival --come?  How  Ccin  it 
best  be  instilled  in  federal  government?  You,  the  Congress,  need 
to  be  the  driving  force  since  many  of  government  personnel 
practices  are  regulated  by  law.  The  first  step  in  every 
successful  orgsmizational  trams format ion  is  serious  and  brutally 
honest  self -assessment . 

Thauik  you  again  for  the  opportiinity  to  comment  on  the  business 
experience  in  downsizing  auid  humeUi  resources  transformation.  I 
remain  open  to  your  c[uestions. 
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Mr.  LiGHTFOOT.  Mr.  Fosler. 

Mr.  Fosler's  Opening  Statement 

Mr.  Fosler.  Thank  you,  Mr.  Chairman  and  Members  of  the  sub- 
committee. We  appreciate  the  opportunity  to  speak  with  you  today 
on  this  obviously  important  topic  at  a  time  when  there  is  indeed 
a  change  taking  place  in  the  way  that  we  examine  and  think  about 
the  structure  of  government. 

You  have  already  introduced  Dr.  Colvard  and  Mr.  Cipolla  who 
will  be  speaking  to  you  as  well.  And  you  also  mentioned  some  of 
the  background  of  the  National  Academy  of  Public  Administration. 
We  are  a  nonprofit,  nonpartisan  organization  chartered  by  Con- 
gress to  improve  government,  to  provide  advice  to  the  Federal  Gk)v- 
ernment  and  to  State  and  local  government,  and  to  do  that  we 
draw  on  the  experience  of  our  fellows  and  staff  to  provide  expert 
advice  to  government  leaders. 

The  Academy's  charter,  which  was  signed  by  President  Reagan 
in  1984,  was  the  first  that  was  granted  to  a  research  organization 
since  President  Lincoln  signed  the  charter  of  the  National  Academy 
of  Sciences  in  1863.  Our  Fellows  are  a  unique  source  of  expertise. 
We  have  400  Fellows,  including  current  and  former  Members  of 
Congress,  Cabinet  officers,  senior  government  executives.  State  and 
local  officials,  jurists,  business  executives,  and  scholars. 

The  Academy  staff  is  organized  around  centers  of  excellence  in 
such  areas  as  information  resources  management,  performance 
monitoring  and  management,  ethics,  and  the  Alliance  for  Redesign- 
ing Government  which  promotes  innovations  in  State  and  local  gov- 
ernment organizations.  This  past  summer,  we  recognized  the  spe- 
cial importance  of  the  human  factor  in  this  era  of  redesigning  and 
downsizing  government  by  establishing  the  NAPA  Center  for 
Human  Resources  Management,  which  works  with  our  other  cen- 
ters of  excellence  in  an  integrated  fashion. 

In  doing  our  work,  we  respond  to  a  large  number  of  requests  for 
assistance  from  various  agencies,  in  specific,  directives  from  the 
Congress,  and  in  addition,  we  have  been  increasingly  conducting 
projects  for  private  foundations  and  have  begun  to  work  closely 
with  corporations. 

Over  the  years  we  have  been  deeply  engaged  in  the  personnel  or 
human  resources  management  area,  and  I  am  providing  for  the 
record  a  list  of  our  activities  in  this  area  and  we  have  provided 
your  staff  with  a  number  of  our  work  products,  including  the  publi- 
cation. An  Opportunity  for  Excellence,  which  describes  the  model 
for  reforming  the  Federal  classification  program  by  establishing  a 
broad-banding  system. 

Mr.  Cipolla  will  elaborate  on  this  when  he  talks  to  you.  A  report 
on  executive  succession  planning,  which  emphasized  the  impor- 
tance of  linking  the  development  of  career  executives  to  strategic 
planning.  Leading  People  in  Change,  which  outlines  actions  for 
modernizing  the  human  resources  management  system  to  take  ad- 
vantage of  private  firms'  best  practices. 

The  importance  of  the  human  element  for  improving  the  perform- 
ance of  government  is  something  that  we  have  been  observing  at 
the  State  and  local  levels  as  well  as  internationally.  There  is  a  lot 
of  interesting  work  going  on  in  places  like  the  State  of  Washington 
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and  in  countries  like  Australia,  New  Zealand,  the  United  Kingdom 
and  Canada,  and  the  Academy  is  in  contact  with  these  jurisdictions 
and  is  serving  as  a  transfer  link  on  best  practices  among  these  ju- 
risdictions and  interested  Federal  agencies. 

We  believe  there  is  a  great  deal  to  be  learned  from  the  bold  ac- 
tions that  are  being  taken  in  public  institutions  and  hope  to  bring 
that  experience  to  the  Federal  Government. 

And  let  me  turn  to  Dr.  Colvard. 

Mr.  Colvard's  Statement 

Mr.  Colvard.  Mr.  Chairman,  thank  you  and  the  Members  of  the 
subcommittee  for  the  opportunity  to  testify  this  morning.  Let  me 
make  a  couple  of  comments.  You  have  the  advance  testimony. 

First  of  all,  I  am  a  country  boy  who  has  had  a  lot  of  opportunities 
to  serve  this  country.  I  spent  30  years  as  a  career  civil  servant, 
starting  out  as  a  GS--5  out  in  the  Mojave  Desert,  which  is  halfway 
between  nothing  and  nowhere,  and  I  ended  my  career  as  a  political 
appointee  as  Deputy  Director  of  the  Office  of  Personnel  Manage- 
ment. 

In  that  period  of  time,  I  developed  some  biases.  I  have  a  strong 
bias  that  a  competent  and  effective  and  respected  career  civil  serv- 
ice is  essential  for  a  democracy  that  changes  its  leadership  on  a 
regular  basis,  and  I  have  seen  that  from  both  sides,  the  policy  table 
and  the  execution. 

I  would  associate  myself  with  my  colleague  from  industry's  re- 
marks, particularly,  that  you  have  to  decide  what  before  you  charge 
off  and  determine  how.  I  think  we  have  to  include  in  the  process 
the  balance  between  authority  and  accountability.  One  of  the 
things  I  have  observed  as  a  line  manager  in  the  Federal  system  for 
many  years,  and  principally  in  research  and  development  and 
weapons  development,  is  that  the  line  manager  lacked  the  author- 
ity to  take  the  action  to  appropriately  utilize  the  resources  devel- 
oped for  him/her,  and  while  you  had  good  people,  it  was  so  con- 
strained, that  it  was  very  difficult  to  use  them  efficiently  and  effec- 
tively. 

Along  with  that  has  to  come  accountability.  There  is  a  sense  I 
think  within  public  service  that  people  cannot  be  fired.  That  is  not 
true.  I  fired  several  people  during  my  career.  You  have  to,  first,  be 
right  and,  second,  you  have  to  be  resolute,  but  you  also  need  a  sim- 
ple process  because  the  process  is  so  daunting  to  people  that  they 
often  won't  begin  because  they  don't  look  forward  to  the  hearings. 
We  need  to  have  a  system  that  facilitates  the  line  manager's  action 
because  execution  of  work  is  what  we  are  about,  not  hiring  people, 
not  training  people,  but  doing  the  work  of  the  public  that  they  can't 
do  for  themselves.  And  we  have  to  have  a  system  that  facilitates 
rather  than  frustrates.  The  current  system  in  many  respects,  in  my 
opinion,  frustrates. 

Now,  let  me  comment  briefly  on  0PM  since  you  are  interested  in 
it  and  I  served  there  for  a  few  years  and  turn  it  over  to  Mr.  Cipolla 
and  he,  of  course,  will  be  able  to  deal  with  any  questions. 

You  can  certainly  get  rid  of  0PM.  You  can  get  rid  of  any  govern- 
ment agency,  but  you  have  to  deal  with  the  functions  that  are  criti- 
cal in  their  current  role  somewhere,  and  there  are  functions  of  pol- 
icy and  oversight  that  are  absolutely  essential  to  retain  a  Federal 
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character  in  your  system.  The  individual  agencies,  while  they  can 
deal  with  the  process  and  the  execution,  they  cannot  create  the  pol- 
icy against  which  they  are  measured  and  so  you  have  to  have  a  pol- 
icy formulation  group  somewhere. 

You  do  not  have  to  have  the  responsibility  for  the  service  deliv- 
ery. You  do  not  have  to  have  the  training  responsibility.  There  are 
a  lot  of  delivery  aspects  of  the  Office  of  Personnel  Management 
that  could  be  done  somewhere  else  or  by  the  private  sector,  but  the 
policy  and  oversight  must  be  done  by  someone  that  represents  the 
interest  of  the  Federal  system. 

You  have  to  establish  boundary  conditions  against  which  people 
will  operate.  In  order  to  do  that,  you  have  to  transform  the  Office 
of  Personnel  Management  as  it  is  currently  configured.  The  people 
who  are  there  now  came  up  in  an  era  which  was  based  on  adminis- 
trative control.  It  goes  back  to  1923,  with  the  establishment  of  the 
Classification  Act  which  was  based  on  scientific  management,  the 
Taylor  era  where  everything  was  focused  around  a  task  and  not  the 
individual.  That  became  the  heart  of  personnel  management,  and 
has  been  so  ever  since. 

We  are  long  past  that  era,  but  you  have  people  now  trained  in 
that  approach,  trying  to  do  a  good  job,  very  competent  people,  very 
dedicated  people,  but  inappropriately  trained  to  deal  in  today's 
world.  And  so  you  have  to  bring  in  some  new  blood  within  the  ca- 
reer cycle.  You  are  going  to  have  to  do  more  than  just  downsize  it. 
You  are  going  to  have  to  transform  the  staffing  of  the  organization. 

The  system,  as  I  said,  is  based  on  control  rather  than  helping. 
I  think  you  are  going  to  have  to  change  the  system  in  such  a  fash- 
ion that  rather  than  being  the  accountant  and  the  auditor,  you  are 
the  investment  adviser  in  the  human  resources  world,  and  I  will 
rest  my  comments  at  this  point  and  turn  to  Mr.  Cipolla. 

Mr.  Cipolla's  Statement 

Mr.  Cipolla.  Thank  you.  Mr.  Chairman,  I  too  would  like  to  high- 
light some  key  points  from  my  statement.  But  before  doing  that, 
I  would  like  to  comment  that  I  continue  to  be  struck  by  the 
similarities  when  one  looks  at  lessons  learned  from  downsizing  and 
transformation  of  the  human  resource  management  functions  be- 
tween the  private  sector  and  the  public  sector.  Obviously,  as  Mr. 
Csoka  pointed  out,  we  have  differences  in  purpose,  and  we  have 
differences  in  mission.  We  have  differences  in  methodology  on  some 
occasions,  but  the  lessons  learned  tend  to  fall  into  rather  discrete 
categories. 

First,  downsizing.  NAPA  has  been  tracking  downsizing  activities 
for  some  time  and  as  part  of  a  current  project  with  31  Federal 
agencies,  we  are  doing  some  research  that  will  result  in  develop- 
ment of  a  compendium  of  material  related  to  lessons  learned.  That 
should  be  available  in  a  matter  of  a  few  weeks  and  we  could  make 
that  available  of  course,  to  the  subcommittee.  But  based  on  our 
earlier  work  and  our  current  research,  there  are  a  number  of  points 
that  continue  to  recur  about  the  effects  of  downsizing  and  need  at- 
tention in  a  downsizing  plan. 

There  are  four  of  them.  First,  the  value  of  early  and  frequent  in- 
volvement of  employees  and  their  representatives  in  the 
downsizing  plans  and  the  processes.   Second,  the  importance  of 
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carefully  targeting  severance  incentives,  buyouts,  to  the  organiza- 
tions and  the  occupations  which  are  to  be  downsized.  We  need  to 
do  this  in  order  to  minimize  the  loss  of  skills  in  key  mission  areas 
which  will  continue  after  the  downsizing. 

Third,  the  necessity  to  restructure  or  reengineer  the  organization 
along  the  lines  of  the  revised  mission,  staffing  levels  and  perform- 
ance expectations  that  are  anticipated  with  the  new  structure;  and 
fourth,  and  this  one  is  often  overlooked,  the  significance  of  address- 
ing the  needs  of  employees  who  will  be  left  after  the  downsizing, 
including  skill  requirements,  performance  requirements  and  man- 
aging stress. 

We  continue  to  be  asked  the  question  about  whether  buyouts 
have  been  effective  in  the  Federal  work  force.  Generally  we  believe 
that  they  have  been  fairly  effective  and  they  can  be  even  more  ef- 
fective when  they  are  carefully  targeted  to  avoid  the  loss  of  key 
skills  as  I  mentioned  before,  and  second,  when  they  are  used  to 
support  rather  than  to  avoid  restructuring  simply  to  meet  arbitrary 
reduction  targets. 

It  is  when  agencies  have  to  resort  to  using  the  reduction-in-force 
process  that  a  lot  of  dysfunctional  things  happen.  First  of  all,  some 
of  the  anticipated  savings  from  the  reductions  are  lost  to  things 
like  pa3rment  of  severance  pay,  lump  sum  and  annual  leave  pay- 
ments, inflated  payrolls  for  lower  graded  work  which  continues  to 
be  performed  but  the  individuals  performing  that  lower  graded 
work  have  pay  retained  because  of  the  rules  that  allow  them  to 
keep  the  higher  pay  levels. 

Second,  senior  employees  and  veterans  bump  junior  employees 
and  nonveterans.  The  result  is  that  agencies  end  up  with  employ- 
ees in  jobs  they  don't  want,  for  which  they  are  frequently  overpaid, 
and  for  which  they  are  probably  not  current  or  well  qualified.  And 
this  of  course  can  be  very  disruptive  to  the  mission. 

Finally,  there  is  likely  to  be  a  disparate  impact  on  women  and 
minorities  who  tend  to  be  the  last  hired  or,  in  the  case  of  women, 
tend  not  to  be  veterans  entitled  to  that  preference. 

Much  has  been  said  recently  in  both  the  private  and  the  public 
sectors  about  the  need  to  reinvent  or  transform  human  resources 
management.  A  big  part  of  the  equation  is  the  role  and  the  ac- 
countability of  line  managers.  Dr.  Colvard  has  mentioned  this  in 
his  statement. 

The  other  major  stakeholder  is  the  human  resource  management 
community  itself.  The  ranks  of  human  resource  or  personnel  spe- 
cialists in  government  are  being  rapidly  reduced,  and  frequently  in 
the  absence  of  major  systems  changes.  If  the  current  plans  are  car- 
ried out,  as  most  agencies  are  pursuing  them  now,  reductions  on 
the  order  of  40  to  50  percent  are  expected  among  the  ranks  of  per- 
sonnel specialists. 

Now,  cuts  of  this  magnitude  really  are  a  prescription  for  disaster 
in  a  time  when  we  are  attempting  to  make  significant  systems 
changes  and  in  building  the  capacity  of  the  remaining  staffs.  What 
are  some  of  the  systems  changes  that  are  being  made?  Dr.  Colvard 
mentioned  reforming  the  classification  system.  NAPA's  past  work 
supports  the  need  for  a  classification  broad-banding  system,  revis- 
ing the  current  general  schedule  system  to  a  system  which  results 
in  fewer  grades  and  fewer  and  broader  occupational  groupings. 
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It  is  interesting  to  note  that  the  government  was  out  front  with 
broad-banding.  Dr.  Colvard  mentioned  the  Mojave  Desert  where  he 
is  recognized  as  an  expert  on  the  government's  foremost  experi- 
ment in  broad-banding,  that  being  the  China  Lake  experiment  at 
the  Department  of  the  Navy. 

In  any  event,  the  concept  is  well  proven  with  experiments  like 
the  China  Lake  experiment  and  others  that  have  occurred  since 
that  one  was  established.  Now  the  private  sector  has  picked  it  up 
and  is  rapidly  implementing  broad-banding  systems. 

The  recent  data  that  we  have  obtained  show  that  the  number  of 
private  firms  who  are  either  using  or  trying  broad-banding  in- 
creased from  23  percent  to  39  percent  just  in  a  two-year  period 
from  1992  through  1994.  So  it  is  a  fast  evolving  trend. 

What  are  the  benefits  of  broad-banding?  Supporting  increased 
management  authority,  accountability,  flexibility,  improving  the  ef- 
ficiency of  the  human  resource  process,  which  is  important  in  re- 
ducing human  resource  staffs  effectively,  but  mainly  in  supporting 
currently  other  efforts  to  delayer  organizations,  removing  the 
hierarchial  structures  that  many  agencies  have  grown  to  live  with. 

We  caution  that  broad-banding  should  not  be  viewed  as  a  pana- 
cea for  all  agencies.  It  can  work.  It  has  been  shown  to  work  in  cer- 
tain kinds  of  organizations.  We  believe  that  the  time  has  come  for 
legislation  to  make  the  benefits  of  broad-banding  available  for 
agencies  struggling  to  downsize  and  to  restructure,  to  give  them 
the  flexibility  they  need. 

The  second  one  is  streamlining  and  simplifying  staffmg  programs 
of  the  government's  recruiting  and  hiring  procedures.  It  is  impor- 
tant to  continue  the  principle  of  merit  in  staffing  career  positions 
in  the  public  sector,  but  the  current  notion  of  merit  goes  back  even 
beyond  the  1923  Act  that  Dr.  Colvard  mentioned.  It  really  needs 
to  be  reexamined. 

There  is  a  tendency  to  confuse  the  current  staffing  procedure,  the 
procedures  themselves,  with  merit,  which  is  really  about  com- 
petence and  getting  the  highest  quality  level  of  employee  possible. 
It  is  not  necessary,  nor  is  it  in  the  best  interest  of  the  taxpayer, 
to  require  wide  or  national  competition  for  positions  when  a  small- 
er recruiting  area  can  produce  the  kind  of  quality  that  we  need. 
0PM  has  worked  in  recent  years  to  move  in  that  direction.  We 
think  that  needs  to  be  continued. 

A  final  point  I  would  like  to  make  in  terms  of  systems  improve- 
ment has  to  do  with  cleaning  up,  for  lack  of  a  better  way  to  charac- 
terize it,  the  jurisdictional  overlap  in  the  administrative  systems 
for  employee  complaints  and  appeals.  At  present,  there  are  at  least 
four  agencies  which  can  become  involved  in  a  single  employee  com- 
plaint or  appeal.  The  Merit  Systems  Protection  Board,  EEOC,  the 
Federal  Labor  Relations  Authority,  and  the  Office  of  the  Special 
Counsel.  This  is  not  only  inefficient  and  costly,  but  it  can  result  in 
complaints  lingering  on  for  years  which  contributes  to  hostile  work 
environments  and  a  loss  of  productivity,  not  to  say  the  least  of  its 
problems  that  it  is  extremely  complex  for  the  average  employee  and 
manager  to  appreciate  and  support. 

Let  me  speak  to  the  need  for  increased  attention  to  the  tools  and 
competence  of  the  people  who  are  responsible  for  administering  our 
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human  resource  systems.  Really,  our  conclusions  are  not  any  dif- 
ferent than  those  that  Dr.  Csoka  mentioned. 

As  line  managers  assume  their  rightful  role  of  being  in  charge 
of  classification,  pay,  hiring  and  rewarding  and  firing  employees, 
they  are  going  to  need  help.  They  are  going  to  need  a  different  kind 
of  help,  all  the  way  from  the  top,  from  0PM,  to  the  lowest  level 
relating  to  line  managers  and  supervisors.  Most  agency  human  re- 
sources staffs  aren't  prepared  for  this  kind  of  role.  They  go  back  to 
the  system  that  was  described  earlier.  That  has  been  their  orienta- 
tion and  now  they  are  so  preoccupied  with  downsizing  that  they 
really  have  not  had  enough  time  to  think  about  this  issue. 

Reporting  relationships  are  essential,  just  as  they  are  in  the  pri- 
vate sector.  There  is  an  increasing  trend  in  the  private  sector  for 
the  top  human  resources  executive  to  have  direct  access  to  the 
CEO.  This  is  not  often  the  case  in  the  Federal  Government.  We  be- 
lieve it  should  be,  at  agency  level,  and  certainly  at  the  top  of  gov- 
ernment, at  0PM.  The  skills  and  the  competence  of  human  re- 
sources staffs  have  to  be  improved.  This  is  going  to  require  a 
change  in  the  way  we  recruit  and  the  way  we  develop  people  for 
those  kinds  of  positions. 

This  is  an  area  where  0PM  should  be  exercising  strong  leader- 
ship by  defining  the  kind  of  competence  that  is  required  for  profes- 
sionals in  this  field,  and  finally,  we  need  to  think  in  terms  of  in- 
vesting a  great  deal  in  technology,  particularly  automation,  to 
eliminate  or  at  least  reduce  the  kinds  of  administrative  procedures 
that  have  burdened  human  resources  staffs  over  the  years  and  not 
allowed  them  to  focus  on  what  they  need  to  focus  on. 

I  am  available  to  elaborate  on  any  of  those  points,  Mr.  Chairman. 

[The  prepared  statements  follows:] 
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Mr.  Fosler's  Testimony 


Good  morning  Mr.  Chairman  and  members  of  the  subcommittee. 

I  appreciate  the  opportunity  to  speak  with  you  today  on  this  important  topic  at  what  is  truly 
a  critical  juncture  in  the  reexamination  of  the  structure  and  functions  of  our  governmental 
institutions. 

Accompanying  me  are  Dr.  Jim  Colvard,  Fellow  of  the  Academy,  former  Chair  of  the  Public 
Service  Panel  and  former  Deputy  Director  of  0PM  from  1986-1988.   Also  with  me  is  Frank 
Cipolla,  Director  of  the  NAPA  Center  for  Human  Resources  Management  and  former  Director 
of  Civilian  Personnel  for  the  Department  of  Defense. 

As  you  may  know,  The  National  Academy  of  Public  Administration  is  a  non-profit,  non- 
partisan, organization  chartered  by  Congress  to  improve  government  at  all  levels.   We  work 
toward  that  end  chiefly  by  drawing  on  the  experiences  of  our  Fellows  and  staff  to  provide 
expert  advice  and  counsel  to  government  leaders.   NAPA's  charter,  signed  by  President 
Reagan  in  1984,  was  the  first  granted  to  a  research  organization  since  President  Lincoln 
signed  the  charter  for  the  National  Academy  of  Sciences  in  1863. 

Our  Fellows  are  a  unique  source  of  expertise,  consisting  of  over  400  members  including 
current  and  former  members  of  Congress,  Cabinet  officers,  senior  government  executives, 
state  and  local  officials,  jurists,  business  executives,  and  scholars. 

The  Academy  staff  is  organized  around  centers  of  excellence  in  such  areas  as  information 
resources  management,  performance  monitoring,  and  ethics  and  the  Alliance  for  Redesigning 
Government -which  promotes  innovations  in  state  and  local  government  organizations.   This 
past  summer  we  recognized  the  special  importance  of  the  human  factor  in  this  era  of 
redesigning  and  downsizing  government  by  establishing  the  NAPA  Center  for  Human 
Resources  Management,  which  works  with  our  other  centers  of  excellence. 

In  doing  our  work,  we  respond  to  a  large  number  of  requests  for  assistance  from  various 
agencies  and  Congress.   In  addition,  we  have  increasingly  conducted  projects  for  private 
foundations,  and  have  begun  to  work  closely  with  corporations. 

Over  the  years,  we  have  been  deeply  engaged  in  the  personnel  or  human  resources 
management  area.  I  am  providing  for  the  record  a  list  of  our  activities  in  this  area 
(attached).   We  have  provided  your  staff  with  a  number  of  these  work  products,  including: 
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■  An  Opportunity  for  Excellence,  which  describes  a  model  for  reforming  the 
federal  classification  program  by  establishing  a  broad-banding  system.   A  copy 
of  this  report  is  being  provided  for  the  record.   Mr.  Cipolla  will  elaborate  on 
this  topic  in  his  statement. 

■  A  report  on  succession  planning  which  emphasized  the  importance  of  linking 
the  development  of  career  executives  to  strategic  planning. 

■  Leading  People  in  Change,  which  outlined  actions  which  should  be  taken  to 
modernize  the  human  resources  management  system  to  take  advantage  of 
private  firms'  best  practices. 

The  importance  of  the  human  element  for  improving  the  performance  of  government  is 
something  we  have  been  observing  at  the  state  and  local  levels,  as  well  as  internationally. 
There  is  a  lot  of  interesting  work  going  on  at  places  like  the  State  of  Washington  and  in 
countries  like  Australia,  New  Zealand,  the  United  Kingdom,  and  Canada.   The  Academy  is  in 
contact  with  these  jurisdictions,  and  is  serving  as  a  transfer  link  on  best  practices  among 
these  jurisdictions  and  interested  federal  agencies.   We  believe  there  is  much  to  be  learned 
from  the  bold  actions  being  taken  in  other  public  institutions. 

Thank  you,  and  now  Dr.  Colvard  will  make  a  statement. 
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Good  morning,  and  thank  you  for  the  opportunity  to  testify.   Today  I  would  like  to  speak 
with  you  on  three  topics  which  I  believe  are  critical  to  improved  management  of  the  federal 
personnel  system.    I  speak  from  the  perspective  of  long  experience  in  line  and  staff  executive 
positions  as  a  career  employee  with  the  Department  of  Defense,  as  the  Deputy  Director  of 
the  Office  of  Personnel  fi/lanagement,  and  now  as  a  university  professor  and  Fellow  of  the 
National  Academy.    I  come  before  you  with  the  belief  that  a  competent  and  effective  career 
civil  service  is  essential  for  a  stable  democratic  process  where  policy  leadership  changes 
regularly. 

The  first  topic  I  would  like  to  address  is  the  issue  of  management  authority  and 
accountability.   I  believe  this  issue  must  be  clearly  defined  before  we  can  begin  to  achieve 
the  other  benefits  which  are  being  called  for  in  the  management  of  the  federal  employee. 
NAPA  first  reported  on  this  problem  in  its  1983  report.  Revitalizing  Federal  Management: 
Mangers  and  Their  Overburdened  Systems.    Unfortunately,  many  of  the  problems  described  in 
1983  are  still  there,  the  intent  of  the  National  Performance  Review  notwithstanding.   We 
need  to  be  able  to  give  managers  the  authority  to  manage  all  of  their  resources,  including 
their  people.    Failing  to  do  this  will  result  in  diffusion  of  authority  and  inability  to  fix 
accountability  for  good  management  practices  and  mission  performance.    Let  me  provide  some 
examples: 

■  Today  we  are  faced  with  the  need  for  restructuring  and  downsizing  the 
government.   The  temptation  to  direct  this  effort  through  establishment  of 
employment  ceilings  and  full-time  equivalents  is  great.   This  system  is 
attractive  because  it  is  quantifiable  and  easily  understood-everybody 
understands  headcounts.   The  problem  is  that  this  does  not  give  the 
responsible  line  managers  the  flexibility  they  need  to  decide  how  best  to 
structure  their  organizations  around  the  functions  which  have  been  authorized 
by  Congress  and  the  administration.    For  example,  it  might  make  sense  to  hire 
two  lower  paid  employees  to  support  higher  paid  professionals,  but  employment 
ceilings  may  preclude  this  approach.   The  goal  of  performing  approved 
governmental  functions  at  the  lowest  cost  to  the  taxpayer  can  best  be 
achieved  by  giving  managers  the  authority  to  structure  their  organizations 
based  on  mission  needs  and  requirements  and  then  allow  them  to  manage  the 
resources  that  are  appropriated  to  get  the  job  done. 

■  A  related  example  is  the  way  government  downsizing  is  approached.   The 
government  knows  how  to  downsize.    For  example,  the  Department  of  Defense 
has,  throughout  its  history,  made  workforce  reductions  in  the  hundreds  of 
thousands  of  employees.    Generally,  government  agencies  have  been  able  to 
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meet  reduction  targets  through  attrition,  or  more  draconian  means  when 
necessary.   The  problem  is  that  often  the  organization  which  remains  after 
downsizing  has  been  wounded  to  the  point  of  being  dysfunctional.   It  takes  a 
long  time  to  recover,  if  ever.   The  point  is  that  the  decisions  about  the  work 
the  government  is  going  to  do  must  precede  the  decisions  about  how  many 
resources  are  appropriated.   If  resources  must  shrink,  then  the  work  must 
shrink  too.   Doing  more  with  less  is  a  very  limited  approach,  and  usually 
requires  additional  funding  for  capital  investments  in  the  short  run.    Once  the 
big  decisions  are  made  about  what  the  government  is  going  to  do,  and  how 
many  resources  are  available  for  this  work,  it  is  vital  that  line  managers  be 
empowered  and  entrusted  to  structure  their  organizations  to  get  the  job  done. 
They  know  best  how  to  do  this,  and  ths  American  people  will  be  best  served 
if  the  system  allows  this  to  happen. 

Finally,  I  would  like  to  briefly  speak  to  the  role  of  the  Office  of  Personnel  Management. 
Some  people  are  asking  whether  we  need  0PM?   I  believe  we  do,  but  the  role  and  functions 
need  to  be  recast.   0PM  needs  to  have  a  prominent  position  on  the  president's  staff,  and 
provide  staff  leadership  for  effective  management  of  the  government's  people.   0PM  should 
be  evaluating  whether  the  current  personnel  system  is  meeting  the  needs  of  line  organizations 
for  a  competent  and  motivated  workforce,  and  then  proposing  strategies  and  policies  to 
correct  problem  areas.   They  should  also  be  looking  for  best  practices  within  the  government 
and  in  private  industry  with  the  goal  of  transferring  the  most  promising  practices  to  the 
federal  government.    By  actively  monitoring  the  effectiveness  of  human  resources  program 
outcomes,  0PM  can  reduce  the  perception  of  bureaucratic  inertia  with  the  current  oversight 
system  and  also  help  to  establish  management  accountability. 

The  highest  priority  for  0PM  leadership  now  is  to  assist  the  departments  and  agencies  in  the 
transition  to  a  new  decentralized  and  deregulated  human  resources  environment.    Generally,  it 
is  important  that  line  managers  and  their  human  resources  advisors  be  permitted  to  install  the 
personnel  systems  which  best  fit  their  mission  requirements.   As  we  remove  barriers  we 
must  put  in  place  boundary  conditions  so  that  delegation  does  not  become  abdication.   0PM 
needs  to  establish  some  common  policies  for  matters  like  leave,  retirement,  health  benefits, 
life  insurance  programs,  and  broadly,  the  limits  of  the  federal  pay  system.    In  other  areas, 
0PM  can  help  by  defining  the  vision  and  "boundary  conditions"  for  achieving  a  high  quality 
and  effective  Federal  workforce.   This  will  require  a  different  0PM  than  we  have  today.   One 
divested  of  most  operational  functions,  and  one  staffed  with  high  level  skills  in  strategic 
planning,  analysis,  and  state  of  the  art  HRM  practices  including  the  best  from  private  and 
other  public  sector  employers. 

I  believe  that  now  is  the  best  opportunity  we  have  had  in  some  time  to  fix  what  is  wrong 
with  our  current  HR  systems  and  make  them  more  responsive  to  agencies'  missions.   We 
must  not  miss  this  opportunity. 
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Thank  you.    Now  Mr.  Cipolla  will  describe  some  of  the  specific  HRM  issues  which  are 
important  to  making  the  government  more  efficient  and  responsive. 
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Good  morning,  and  thank  you  for  the  opportunity  to  speal(  to  this  subcommittee.    I  would  lil(e 
to  supplement  Messrs.  Foster's  and  Colvard's  comments  by  addressing  some  of  the  technical 
human  resources  issues  related  to  downsizing  and  reinventing  the  federal  government's  human 
resources  systems. 

First  on  downsizing.    I  would  like  to  fully  endorse  Dr.  Colvard's  comments  about  the  need  for 
addressing  the  business  decision  of  what  government  is  to  do  before  making  arbitrary  cuts  in 
the  workforce.   NAPA  has  been  tracking  downsizing  activities  for  some  time,  and  as  part  of 
our  current  project  with  a  consortium  of  31  agencies  we  are  developing  a  compendium  of 
downsizing  lessons  learned  in  both  the  public  and  private  sectors.  The  compendium  will  also 
consider  material  and  information  from  NAPA's  previous  seminars  and  symposia  on 
downsizing.   We  will  be  pleased  to  provide  this  subcommittee  with  a  copy  of  our  compendium 
when  it  is  completed.    Based  on  NAPA's  previous  work  in  federal  downsizing  analysis  we 
believe  that  the  compendium  is  likely  to  continue  to  emphasize  a  number  of  lessons  learned, 
including: 

■  The  value  of  early  and  frequent  involvement  of  employees  and  their 
representatives  in  contributing  their  knowledge  and  expertise  concerning  the 
mission  work  to  the  downsizing  plans  and  processes. 

■  The  importance  of  carefully  targeting  severance  incentives  to  the  organizations 
and  occupations  which  are  to  be  downsized  in  order  to  minimize  loss  of  skills 
in  key  mission  areas  which  will  continue  after  the  downsizing. 

■  The  necessity  to  restructure  the  organization  along  the  lines  of  the  revised 
mission,  staffing  levels  and  performance  expectations. 

■  The  significance  of  addressing  the  needs  of  those  employees  who  will  be  left 
after  the  downsizing,  including;  skills,  performance  requirements  and  managing 
stress. 

A  question  which  Is  sometimes  asked  is  whether  the  current  buyout  program  is  an  effective 
tool  for  downsizing  the  federal  workforce?   The  answer  must  be  given  in  the  context  of  the 
current  system  we  have  for  conducting  reductions-inforce  (RIF).   Given  the  current  RIF  and 
classification  systems,  I  believe  that  buyouts  have  been  fairly  effective.   They  can  be  more 
effective  when:   (1)  they  are  carefully  targeted  to  avoid  the  loss  of  key  skills  in  the 
workforce;  and  (2)  when  they  are  used  to  support  rather  than  avoid  restructuring.    When 
agencies  have  to  use  the  RIF  process,  a  number  of  very  dysfunctional  things  happen: 
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■  First,  some  of  the  anticipated  savings  are  lost  to  payment  of  severance  pay, 
lump  sum  annual  leave  payments,  and  inflated  payrolls  for  low  graded  work 
due  to  retained  pay  for  tfiose  employees  who  are  bumped  to  a  lower  grade. 
On  the  macro  scale,  the  government  will  also  incur  additional  expense  for 
JTPA  funds  for  retraining  and  unemployment  insurance  payments. 

■  Second,  senior  employees  and  veterans  will  bump  junior  employees  and 
noriveterans.   The  result  is  that  agencies  end  up  with  employees  in  jobs  they 
don't  want,  for  which  they  are  overpaid,  and  for  which  they  are  probably  not 
current  or  well  qualified.   This  is  tremendously  disruptive  to  mission 
accomplishment  and  public  service. 

■  Finally,  there  will  likely  be  a  disparate  impact  on  women  and  minorities  who 
tend  to  be  the  last  hired,  or,  in  the  case  of  women,  tend  not  to  have  veteran's 
preference.   Many  successful  private  firms  have  recognized  the  value  of  diverse 
workforces  to  their  bottom-line-especially  those  employees  who  deal  directly 
with  the  public.   This  lesson  should  not  be  overlooked. 

Given  these  facts,  buyouts  can  be  cost  beneficial  and  in  the  best  interest  of  government 
effectiveness.   The  time  may  be  right  to  examine  the  process  for  conducting  reductions-in- 
force,  but  this  should  be  done  very  deliberately  and  fully  consider  all  of  the  side  effects 
which  go  with  any  proposed  changes. 

Much  has  been  said  and  written  recently  about  the  need  to  "reinvent  human  resources 
management".    NAPA  agrees  with  the  need  for  change,  and  is  in  the  process  of  completing  a 
project  on  behalf  of  31  federal  agencies  to  define  future  directions  and  models  for  improved 
HRM.   A  big  part  of  this  equation  is  the  role  and  accountability  of  line  managers,  as  Dr. 
Colvard  mentioned.   The  other  major  stakeholder  is  the  federal  human  resources  community. 

The  ranks  of  human  resources  specialists  are  being  rapidly  reduced,  in  the  absence  of  major 
system  and  role  changes  in  many  cases.   Reductions  on  the  order  of  40-50  percent  are 
expected.   Cuts  of  this  magnitude  are  a  prescription  for  disaster  unless  there  are  significant 
system  changes  and  investment  in  building  the  capacity  of  the  remaining  HR  staffs. 

Some  of  the  system  changes  which  must  be  addressed  include: 

■  Reform  the  classification  system.   As  Mr.  Fosler  indicated,  NAPA's  past  work 
supports  the  need  for  a  classification  broad-banding  system  as  a  solution  for 
some  agencies.  Simply  put,  a  broad-banding  system  results  in  fewer  grade 
levels  and  fewer  and  broader  occupations.    Broad-banding  is  one  way  to 
correct  some  of  the  problems  with  the  current  classification  system  such  as 
rigidity,  narrow  descriptions  of  ocqupations  and  duties,  and  high  cost  of 
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administration.   The  project  we  are  completing  for  the  31  agencies  is  designed 
to  develop  models  for  agencies  to  use  in  implementing  broad-banding  systems 
should  enabling  legislation  be  passed  by  the  Congress.   It  is  interesting  to  note 
that  the  government  was  out  front  with  broad-banding,  and  the  concept  is  well 
proven.   Now  the  private  sector  has  picked  it  up  and  is  rapidly  implementing 
broad-banding  systems.  For  example,  a  recent  study  by  William  M.  Mercer,  Inc., 
indicates  that  the  number  of  private  firms  who  are  either  using  or  trying  broad- 
banding  increased  from  23  percent  in  1992/93  to  39  percent  in  1994/95. 
Benefits  of  broad-banding  include:   supporting  increased  management  authority 
and  accountability;  improved  efficiency  of  HR  process,  which  is  important  to 
reducing  HR  staffs  effectively;  supporting  efforts  to  delayer  organizations;  and 
development  of  multi-skilled  and  more  flexible  workforces,  which  is  important 
to  maintaining  effectiveness  during  a  period  of  restructuring  and  downsizing.   I 
would  caution,  however;  that  the  private  sector  has  found  that  broad-banding 
may  not  work  well  in  all  organizations.   Therefore,  broad-banding  should  not  be 
prescribed  as  a  panacea  for  all  agencies  until  they  have  dealt  with  the  cultural 
and  structural  issues  which  are  predictors  of  success  in  implementing  broad- 
banding  systems.    However,  we  feel  strongly  that  now  is  the  time  for 
Congress  to  pass  legislation  to  make  the  benefits  of  broad-banding  available  for 
agencies  struggling  to  downsize  and  restructure  their  operations. 

Simplify  and  streamline  staffing  programs.   While  it  is  important  to  continue  the 
principle  of  merit  in  staffing  career  positions  in  the  pubUc  sjctor,  the  current  notion  of 
merit  needs  to  be  reexamined  and  streamlined.   There  is  a  tendency  to  confuse 
current  staffing  procedures  with  merit-which  is  really  about  competence  to  do  the 
work  at  a  high  quality  level.   It  is  not  necessary,  nor  is  it  in  the  best  interest  of  the 
taxpayer,  to  require  wide  competition  for  positions  when  a  smaller  recruiting  area 
would  achieve  the  goal  of  identifying  highly  qualified  personnel.   OPM  has  worked  in 
recent  years  to  remove  some  of  the  barriers  to  efficient  staffing  processes,  and 
should  continue  in  this  direction.   The  driver  should  be  eliminating  unnecessary 
procedures  and  work  now  required  of  HR  staffs,  and  increasing  authority  and 
accountability  of  line  managers  for  selection  decisions.   In  general,  the  recruiting  and 
examining  function  should  be  performed  at  the  lowest  practical  level  within  an  agency. 
This  has  a  number  of  advantages  including  the  fact  that  the  most  knowledge  about 
job  requirements  is  at  that  level  and  the  process  can  work  more  expeditiously  if  hand- 
offs  between  OPM  and  agency  personnel  are  eliminated.   OPM  still  has  a  role  to  play 
in  prescribing  broad  policies  to  ensure  that  merit  system  principles  are  publicized  to 
the  agencies. 

■        A  final  example  of  an  opportunity  for  increased  efficiency  is  the  administrative 
systems  for  employee  complaints  and  appeals.   At  present  there  are  at  least 
four  agencies  which  can  become  involved  in  a  single  employee  complaint  or 
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appeal  (MSPB,  EEOC,  FLRA,  and  OSC).   This  is  not  only  inefficient  and  costly, 
but  also  can  result  in  complaints  lingering  on  for  years  which  contributes  to 
hostile  work  environments  and  loss  of  productivity.   The  complexity  of  this 
process  is  beyond  the  comprehension  of  most  employees,  and  frequently 
requires  highly  trained  legal  staffs  and  HR  specialists  to  administer.    This  is 
perceived  by  line  managers  as  a  barrier  in  asserting  their  appropriate  role  of 
performance  management  and  maintaining  discipline,  and  adds  additional  work 
to  the  very  HR  staffs  which  are  being  reduced.   We  expect  to  complete  our 
examination  of  this  issue  by  this  spring,  and  will  be  happy  to  provide  this 
subcommittee  with  the  results  of  our  analysis  at  that  time. 

In  closing,  let  me  speak  to  the  need  for  increased  attention  to  the  tools  and  competence  of 
the  people  who  are  responsible  for  administering  our  HR  systems.    As  part  of  our  project  to 
help  agencies  redefine  their  personnel  systems  we  have  undertaken  an  extensive  literature 
search  and  analysis  to  explore  the  roles  of  human  resources  offices  in  the  private  sector. 
We  also  described  characteristics  of  effective  HR  systems.   This  information  is  contained  in 
the  literature  review  which  we  can  provide  the  subcommittee. 

As  line  managers  assume  their  rightful  role  of  being  in  charge  of  classification  and  paying, 
hiring,  rewarding,  and  firing  employees  they  are  going  to  need  help.   They  will  need  HR 
specialists  who  are  competent  in  the  latest  tools  and  systems  for  recruiting  and  motivating 
employees,  as  well  as  how  to  help  organizations  deal  with  the  human  aspects  of  change, 
including  the  introduction  of  new  technology  w>:iich  changes  the  way  work  gets  done.   At 
present,  most  agency  HR  staffs  are  not  prepared  to  assume  this  new  role.    In  fact,  they 
have  been  so  preoccupied  with  downsizing  that  many  have  not  even  had  time  to  think  about 
this  issue.   The  NAPA  HRM  project  will  provide  agencies  with  models  which  will  describe 
how  HR  offices  can  perform  their  work  more  efficiently,  but  after  that  it  is  important  that 
the  capacity  to  perform  this  new  role  be  developed.   This  will  require  support  from  agency 
leadership  and  the  Congress.   Some  of  the  key  issues  which  must  be  addressed  include: 

■  Reporting  relationships  are  essential  if  HR  experts  are  to  get  involved  at  the 
planning  and  strategy  levels  in  organizations.   An  increasing  trend  in  the  private 
sector  is  for  the  top  HR  executive  to  report  to  the  CEO  or  COO  so  that  they 
are  at  the  table  when  important  strategies  and  plans  are  being  developed.   Too 
often  this  is  not  the  case  in  the  federal  government.    It  is  often  desirable  and 
cost  effective  to  have  some  of  the  processing  functions  of  HR  offices 
performed  in  centrally  managed  "back  rooms",  but  it  is  vitally  important  for  the 
HR  staff  performing  the  strategic  partner  role  to  be  organizationally  positioned 
to  interact  with  the  top  management  team  on  a  regular  basis. 

■  Skills  and  competence  of  HR  staffs  must  be  improved.    This  will  require  a 
change  in  the  way  we  recruit  and  develop  people.    It  is  time  to  reexamine  the 
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skill  and  knowledge  requirements  for  HR  positions  to  strengthen 
professionalism.    DoD  recognized  this  need  for  its  acquisition  workforce,  and  a 
similar  effort  is  warranted  for  those  who  administer  our  people  programs.    It 
may  also  be  time  to  explore  the  desirability  of  a  certification  process  to  ensure 
that  HR  staffs  maintain  current  proficiency  in  their  profession.   This  is  an  area 
where  0PM  should  be  exercising  strong  leadership  by  defining  competence 
requirements  for  HR  professionals,  and  establishing  initiatives  to  improve  the 
quality  of  the  HR  workforce. 

■        Investments  in  technology  are  key  to  achieving  efficiency  improvements  and 
empowering  managers  and  employees  to  do  more  of  the  work  currently 
performed  by  personnel  offices.   Such  ideas  as  self-service  kiosks,  distributed 
data  bases,  electronic  document  transfer,  electronic  authorization  and 
transaction  documentation,   and  expert  systems  can  have  a  tremendous  impact 
on  costs  (long  term),  speed  and  efficiency  of  HR  processes.   But  the 
investment  must  be  made  if  personnel  offices  are  ever  going  to  emerge  from 
the  back-room,  green  eye-shades  image  they  frequently  have. 

Thank  you.   This  concludes  my  statement. 
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HUMAN  RESOURCES  MANAGEMENT— NAPA  PROJECTS/PUBUCATIONS 

1.    HUMAN  RESOURCES  MANAGEMENT:   GENERAL 

a)  General  Government  (across  substantive  policy  agencies) 

(1)  Improving  Personnel  Management  in  State  and  Local  Government:   A  Review  of  the  Grants 
Program  of  the  Intergovernmental  Personnel  Act  (March  1976) 

(2)  Relating  the  Federal  White-Collar  Occupational  Coding  Strucmre  to  the  Standard  Occupational 
Classification  System  (1977) 

(3)  The  Quality  of  Senior  Management  in  Goverimients  in  the  United  States  (May  1979) 

(4)  The  Protection  of  Merit  under  the  Civil  Service  Reform  Act  of  1978  [Andrew  W.  Mellon 
Foundation)  (May  1981) 

(5)  A  Review  of  the  Philadelphia  Civil  Service  System  Design  for  Accountability  (July  1981) 

(6)  Civil  Service  Reform  1978-1981:   A  Progress  Report  (October  1981) 

(7)  The  Senior  Executive  Service:  An  Interim  Report  on  the  Public  Service  [Panel  on  the  Public 
Service  of  NAPA]  (October  1981) 

(8)  The  Selection  of  College  Graduates  for  the  Federal  Civil  Service:    The  Problem  of  the 
"PACE"  Examination  and  Consent  Decree  [Exxon  Corporation]  (March  1984) 

(9)  The  State  of  the  American  Public  Service,  6th  Occasional  Paper-Symposium    (November 
1985) 

(10)  The  Quiet  Crisis  of  the  Civil  Service:    The  Federal  Personnel  System  at  the  Crossroads, 
Occasional  Paper  by  Charles  Levine  (December  1986) 

(11)  State  and  Local  Appointments  Planning  Panel:   Background  Documents  (July  1986)  (linked 
to  presidential  appointments  work?) 

(12)  A  Statement  Concerning  Professional  Career  Entry  into  the  Federal  Service.    Panel  on  the 
Public  Service  (April  1987) 

(13)  Public  Service  and  the  Public  Interest,  Occasional  Paper  [Webb  Fund]  (November  1987) 

(14)  The  Campus  and  the  Public  Service:   Summary  of  Proceedings  of  the  1987  Academy  Fall 
(October  1988) 


(15)  The  Future  Role  of  the  Office  of  Personnel  Management.     Prepared  for  the  1988-89 
Presidential  Transition  (December  1988) 

(16)  The  President's  Commission  on  Executive  Exchange:   An  Evaluation  (December  1988) 

(17)  Guidebook  for  the  Senior  Executive  Service  [Federal  Executive  Institute,  Office  of  Personnel 
Management]  (August  1989) 

(18)  Modernizing  Federal  Classification:    An  Opportunity  for  Excellence  [0PM;  oJters]  (July 
1991) 

(19)  Seminar  of  Federal  Position  Classification  System  (1991) 

(20)  Exemplary  Customer  Service  Provided  by  Federal  Employees  [0PM]  (September  1991) 
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(21)  Preliminaiy  Research  Results:  Succession  Planning  and  Executive  Selection  Literature  Review 
and  Annotated  Bibliography  (June  1992) 

(22)  Colloquia:  Succession  Planning  (October  1992) 

(23)  Special  Reports  on  Human  Resource  Information  Systems,  Mentoring,  and  Assessment: 
Succession  Planning  (October  1992) 

(24)  Paths  to  Leadership:    Succession  Planning  in  the  Federal  Government  [Consortium  of  20 
Federal  Agencies)  (Panel  Smdy)  (December  1992) 

(25)  Leading  People  in  Change:  Empowerment,  Commitment,  Accountability  [U.S.  Department 
of  Health  and  Human  Services]  (April  1993) 

Agency— Area  Specific 

(1)  ♦Achieving  Equal  Opportunity  in  NASA:    An  Assessment  of  Needs  and  Recommendations 
for  Action  (January  1976)  (also  in  NASA) 

(2)  *Steps  Toward  a  Stable  Fumre:    A  Progress  Report  on  Human  Resources  Management  at 
EPA  [EPA]  (June  1985)  (also  in  environment) 

(3)  *Steps  Toward  a  Stable  Fumre  II:  A  Progress  Report  on  Human  Resources  Management  at 
EPA  [EPA]  (August  1985)  (also  in  environment) 

(4)  'Employee  Mobility  and  Executive  Compensation  [NASA]  (July  1985)  (also  in  space) 

(5)  *Equal  Opportunity  and  Management  Practices  at  NASA  Headquarters:  An  Assessment  and 
Recommendations  for  Action  [NASA]  (January  1987)  (also  in  NASA) 

(6)  *Improving  Personnel  Operations  and  Policies:   Smithsonian  Institution  (May  19' .>)  (also  in 
Arts)  (Academy  Panel  Report) 

(7)  *An  Agency  at  Risk:  An  Evaluation  of  Human  Resources  Management  at  HCFA  (September 
1991)  (also  in  Health) 

(8)  Allocation  of  Common  Services  and  Pricing  of  0PM  Products  (1994)  (Panel  Study/Report) 

(9)  Courts 

(a)  *Assessment  of  the  Judiciary  Salary  Plan:     U.S.  Courts  (March  1992)  (under 
Institutions:  Courts) 

(b)  *An  Assessment  ofthe(5ualification  Standards  Program  ofthe  Judiciary  Salary  Plan 
[U.S.  Courts,  Administrative  Office]  (October  1992)  (under  Institutions:  Courts) 


Taien  from  Who:  Art  We  Learning  from  Academy  Work?  How  Might  Thai  Be  Used  as  a  Basis  to  Set  a  Future  Course.    APPENDIX  C-1 

In  general,  the  list  of  titles  excludes  work  in  progress  as  well  as  testimony,  and  seminar  materials  Some  conference  proceedings  (e.g..  Spring  and  Fall 
Fellow's  meetings)  are  included.  List  also  excludes  books  aiid  papers  by  individual  Fellows  or  staff.  Some  occasional  papers  authored  by  Academy 
Fellows  might  appear  here,  but  some  of  the  latter  titles  are  likely  missing. 

An  •  means  that  the  title  appears  in  more  than  one  category. 

A  D  likely  identifies  the  hinder  for  the  project/publication 
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MISSION  STATEMENTS 


Mr.  LiGHTFOOT.  Thank  you.  Thank  you  all  for  your  comments 
this  morning  and  referring  back  to  the  comment  that  Mr.  Hoyer 
made  at  the  start  about  reducing  government  employees,  obviously 
that  is  the  last  thing  we  want  to  do,  because  there  are  a  lot  of  very 
good  people  that  work  in  the  government  and  do  an  excellent  job. 

Our  contention  is  that  the  system  that  they  function  in  may  need 
some  repair,  that  if  we  could  find  some  ways  to  make  the  system 
better,  then  we  will  get,  I  think,  a  lot  better,  more  efficient  work 
out  of  these  very  good  people  and  they  will  have  a  lot  more  satis- 
faction with  the  job  that  they  do  and  being  able  to  work  in  a  sys- 
tem that  they  feel  is  efficient. 

It  seems  to  me  that  what  I  heard  from  all  four  of  you  was  that 
the  first  thing  we  need  to  do,  if  we  are  looking  at  any  kind  of 
downsizing,  is  we  need  a  mission  statement  I  guess  to  put  it  in 
military  terms.  Is  that  a  fair  assessment? 

Dr.  CSOKA.  Yes,  it  certainly  is  from  our  perspective.  The  success- 
ful ones  were  those  who  clearly  linked  everything,  the  downsizing, 
restructuring,  to  the  mission  position  of  the  company. 

Mr.  FOSLER.  I  would  say  that  is  the  case  in  government  as  well. 
It  is  really  one  of  the  principal  lessons  that  comes  out  of  the  pri- 
vate sector.  It  is  also  one  of  the  principles  that  we  have  seen  in  the 
Federal  Government,  State,  local  level,  and  elsewhere.  You  have  to 
know  what  you  are  trjdng  to  do  before  you  can  really  meaningfully 
determine  how  you  are  going  to  do  it. 

Mr.  LiGHTFOOT.  Is  it  your  perspective  that  in  government  there 
is  a  lot  that  is  going  on  without  any  kind  of  a  clear  vision? 

Mr.  FoSLER.  Yes,  without  question. 

Mr.  LiGHTFOOT.  It's  just  there  because  it  is  there? 

Mr.  FosLER.  There  are  lots  of  programs  that  get  set  up  over  time 
with  a  clear  understanding  of  the  people  that  set  them  up  as  to 
why  they  want  them  there  and  think  they  are  important. 

We  find  that  often  there  is  a  great  deal  of  confusion  within  agen- 
cies about  what  their  goals  are  as  established  in  legislation.  Some- 
times those  goals  are  very  broad  and  vague.  Sometimes  they  are 
extremely  specific.  Sometimes  they  are  contradictory  within  the 
same  agency,  and  many  times,  there  are  just  so  many  of  them  that 
it  is  very  confusing  and  a  difficult  management  challenge  to  hold 
them  together. 

We  recently  completed  a  review  of  HUD  for  the  Congress  and  one 
of  the  principal  conclusions  that  we  came  to  is  the  sheer  number 
of  programs  and  the  conflicting  missions  among  those  programs  is 
the  heart  of  the  management  problem  that  HUD  has.  And  until 
those  programs  are  consolidated  and  the  mission  is  more  clearly 
stated,  it  is  very  questionable  whether  you  can  establish  sound 
management  structures  and  personnel  in  the  resource  structures  to 
manage  those  programs. 

Dr.  COLVARD.  I  have  conducted  three  downsizings  in  my  career. 
One  organization  we  took  down  50  percent.  The  first  thing  we  had 
to  do  was  spend  about  six  months  doing  a  value-added  audit  of 
every  function.  We  did  this  without  any  political  mandate  that  we 
ought  to  reduce.  We  just  thought  the  headquarters  was  too  large 
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and  we  had  about  a  350,000  organization;  we  had  about  1,000  at 
headquarters.  We  cut  that  to  500  on  our  own  voUtion. 

And  back  to  the  points  just  made,  to  do  that  rationally,  you  had 
to  ask,  what  are  you  going  to  need  15  years  downstream,  not  what 
do  you  need  today,  because  the  tendency,  particularly  when  you 
manage  around  ceilings  and  FTEs  and  identified  billet  numbers,  to 
use  the  military  term,  you  find  people  driven  by  political  pressure, 
you  find  them  driven  to  meet  the  targets  to  get  the  people  off"  their 
back.  It  is  as  simple  as  that,  and  quite  often,  you  have  some  dif- 
ficulty in  being  able  to  downsize  rationally  in  the  long  term  be- 
cause it  forces  you  to  go  even  further  in  the  short  term.  And  in  the 
current  system,  if  you  go  too  fast,  you  get  the  thing  that  Frank 
talked  about,  with  the  RIF  procedures,  which  are  just  pure  chaos. 

BUYOUTS 

Mr.  LiGHTFOOT.  Okay,  since  you  bring  up  that  point  then,  I  guess 
the  buyout  is  probably  the  best  method  that  we  have  if  a  decision 
is  made  that  you  are  going  to  downsize  something. 

Mr.  CiPOLLA.  Well,  ideally  if  the  kind  of  thinking  that  we  are  just 
talking  about  takes  place,  and  some  discussion  that  involves  the 
employees  affected  takes  place  so  that  we  know  collectively  what 
the  mission  and  what  the  values  of  the  organization  are  going  to 
be,  then  we  can  construct  buyout  programs  that  relate  to  where  we 
are  going  to  be,  rather  than  where  we  are  now. 

All  too  frequently,  buyouts  occur  simply  in  response  to  taking  the 
numbers  down  and  in  the  absence  of  real  thought  to  restructuring 
or  reengineering  the  organization  and  what  the  organization  ought 
to  look  like  in  terms  of  the  future  mission  thinking.  It  can  be  very 
effective  when  they  are  married  up  with 

MANAGEMENT  DISCRETION 

Dr.  COLVARD.  I  want  to  add,  in  order  to  have  efficiency,  you  have 
got  to  have  discretion.  And  the  current  system  doesn't  give  you  dis- 
cretion. It  puts  all  the  control  in  the  hands  of  the  employee.  If  you 
really  were  trying  to  go  down  in  a  rational  fashion,  you  would  ap- 
prove the  tools  that  are  available  to  line  managers. 

For  example,  right  now  if  I  worked  30  years  and  am  55  years  old 
and  you  are  my  boss,  I  can  come  in  and  tell  you  that  I  am  leaving 
because  I  have  the  discretion  to  retire  at  that  age  with  an  annuity. 
You  don't  have  the  discretion  to  tell  me,  given  the  fact  I  put  in  30 
and  am  55,  that  I  can  leave  with  an  income,  but  that  for  whatever 
reason,  I  don't  fit  into  the  future  plans. 

If  you  change  the  rules  to  allow  the  line  managers  to  exercise  the 
discretion  of  optional  retirement  as  well  as  the  employee  exercising 
it,  now  you  begin  to  get  some  ability  to  tailor  your  work  force  for 
future  needs  as  opposed  to  just  slavishly  following  administrative 
process. 

You  immediately  run  into  criticism  that  it  is  age  discrimination, 
but  that  doesn't  have  to  be  so.  You  will  find  some  people  who  have 
been  with  you  for  30  years  and  you  would  like  them  to  stay  until 
they  die  because  they  are  valuable.  And  when  you  keep  those  peo- 
ple, you  are  giving  them  a  clear  message:  I  want  you,  because  I 
have  the  option  to  get  rid  of  you.  Right  now  they  don't  know  wheth- 
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er  you  are  keeping  them  because  you  have  no  choice  or  because  you 
really  want  them. 

PRIVATE  SECTOR  DOWNSIZING  EXPERIENCE 

Mr.  LiGHTFOOT.  With  the  downsizing  in  the  private  sector,  of 
course  that  was  pretty  much  driven  by  economics,  and  I  guess  we 
could  probably  find  some  analogy  that  this  is  kind  of  what  is  driv- 
ing thinking  as  far  as  government  is  concerned,  it  seems  from  what 
I  have  read  and  it  was  in  your  statement  too.  Doctor,  that  a  lot  of 
the  private  groups  that  downsized  originally,  they  didn't  go  far 
enough  the  first  time.  Is  that  a  fair  statement? 

Dr.  CSOKA.  That  is  correct.  Not  having  a  long-term  picture  of 
where  you  are  going,  you  come  up  with  almost  an  arbitrary  number 
that  fits  this  financial  positive  aspect  of  laying  off,  but  you  really 
don't  know  if  those  numbers  are  going  to  succeed  or  not.  So  that 
first  wave  was  large  numbers,  but  not  large  enough.  It  didn't  fit 
into  any  kind  of  a  plan,  so  you  had  subsequent  layoffs. 

One  thing  I  might  add;  not  only  the  middle  manager,  but  in  the 
private  sector,  the  very  successful  companies  emphasize  utilizing 
every  employee  in  terms  of  identifying  what  jobs  need  to  be  cut.  So 
you  have  the  whole  company  involved  in  the  business  of  reducing 
the  size  of  this  organization  for  some  purpose.  The  employees  have 
tremendous  knowledge  about  what  work  is  not  needed,  what  is  re- 
dundant, what  is  wasted  and  so  forth,  so  not  only  would  I  certainly 
agree  with  the  middle  manager,  but  also  the  employees. 

Mr.  LiGHTFOOT.  The  best  expert  on  the  job  is  the  guy  who  is 
doing  it. 

Dr.  CsOKA.  It  is  amazing  how  often  we  don't  deal  with  those  peo- 
ple. 

FLEXIBILITY  FOR  LINE  MANAGERS 

Mr.  LiGHTFOOT.  You  talked  about  giving  more  flexibility  to  the 
line  managers.  What  would  we  have  to  do  to  cause  that  to  happen 
under  the  current  structure? 

BROAD-BANDING 

Dr.  COLVARD.  Well,  the  first  thing  you  need  to  do,  I  think,  is  to 
legislate  or  enable  the  broad-banding  process  because  that  really 
does  give  discretion  to  the  line  managers.  As  Mr.  Cipolla  men- 
tioned, we  had  a  lot  of  experience  with  that  in  the  Navy  and  we 
pushed  for  it  in  the  Reagan  administration.  Connie  Homer,  for 
whom  I  worked,  recommended  the  Civil  Service  Simplification  Act 
which  was  based  on  the  proven  experience  at  that  time.  This  ap- 
proach is  intended  to  give  discretion  to  a  line  manager  in  terms  of 
describing  the  job  and  cut  down  on  a  tremendous  amount  of  over- 
head. 

It  takes  you  a  few  hours  to  write  a  one-page  position  description 
as  compared  with  today's  process.  It  takes  you  several  months  to 
write  and  classify,  and  usually  it  is  10  to  12  to  15  pages.  With  a 
banding  scheme,  you  have  the  ability  to  affect  the  pay  of  the  indi- 
vidual because  you  are  now  accountable  for  making  that  decision. 
You  do  away  with  all  the  unnecessary  steps,  et  cetera,  that  now 
lets  the  employer/employee  relationship  have  some  meaning  to  it  as 
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opposed  to  having  it  controlled  by  an  administrative  process.  That 
has  worked  very  effectively  at  China  Lake.  It  has  also  worked  for 
NIST  and  the  Commerce  Department. 

We  redesigned  the  intelligence  agencies  personnel  system  a  few 
years  ago,  a  committee  I  served  on  in  the  Academy,  and  we  went 
to  broad-banding.  Their  oversight  committee  approved  it,  and  since 
it  has  been  applied,  it  has  proven  that  it  cuts  down  administrative 
work  and  gives  the  line  managers  an  awful  lot  more  discretion,  for 
which  they  are  accountable  because  they  clearly  make  the  decision. 

Right  now  the  accountability  is  lost  because  everybody  points  at 
the  personnel  office  and  blames  them.  We  created  personnel  sys- 
tems in  1883  so  they  would  not  shoot  personnel. 

Mr.  CiPOLLA.  It  also  makes  more  realistic  the  opportunities  for 
managers  to  develop  alternative  organizations,  to  design  new  orga- 
nizations. 

If  they  don't  have  to  adhere  to  the  rigid  GS  system  and  the  grade 
level  hierarchy,  they  have  more  flexibility  in  designing  alternative 
organizations  and  assigning  people  to  meet  the  needs  of  those  al- 
ternative organizations.  We  talk  about  delayering,  destructuring 
organizations,  but  yet  we  maintain  the  current  classification  sys- 
tem, an  inherent  hierarchy,  and  managers  feel  restricted  by  those 
grade  level  distinctions  which  are  in  law.  What  the  current  legisla- 
tive proposals  emanating  from  the  National  Performance  Review 
and  from  the  Administration  are  suggesting,  and  what  we  in  China 
Lake  and  in  other  experiments  have  suggested,  is  that  we  do  away 
with  those  statutory  grade  level  distinctions  and  allow  agencies  to 
construct  organizations  that  meet  the  needs  of  the  organizations 
that  they  want  to  move  to. 

Mr.  LiGHTFOOT.  Mr.  Hoyer. 

INPUT  FROM  MIDDLE  MANAGERS 

Mr.  Hoyer.  Thank  you,  Mr.  Chairman.  I  think  we  have  an  op- 
portunity to  do  some  things,  as  Dr.  Csoka  said,  with  all  levels, 
which  is  what  I  understand  the  Clinton  administration  is  trying  to 
do  in  its  partnership  program  with  employees.  Frankly,  I  think  one 
of  the  things  we  need  to  do  is  make  sure  that  middle  management 
is  also  included.  I  think  there  is  a  fear  on  management's  standpoint 
that  when  we  have  a  partnership  with  employees,  management  is 
being  left  out.  You  have  got  upper  management  or  CEO  types  deal- 
ing with  employee  types  with  middle  management  feeling  that  they 
are  somewhat  estranged  from  the  process.  Do  you  think  that  is  a 
fair  observation? 

Mr.  CiPOLLA.  If  you  add  the  word  career  in  there  somewhere. 
The  gap  that  needs  to  be  filled  at  the  partnership  level,  particu- 
larly at  the  top,  is  through  the  addition  of  career  executive  and 
upper  middle  manager  positions.  There  really  is  an  absence  of 
those  kinds  of  individuals  on  the  partnership  council,  the  National 
Partnership  Council. 

Dr.  COLVARD.  Speaking  personally,  I  would  go  even  stronger.  I 
think  we  made  a  fundamental  mistake  in  making  the  National 
Partnership  Council  political  appointees  in  the  union.  You  left  out 
your  career  SES  and  so  you  politicize  the  process.  Well,  that 
changes  periodically  and  now  they  are  left  out  in  the  cold. 

Mr.  Hoyer.  They  being  the  middle  managers,  the  SESers? 
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Mr.  CiPOLLA.  The  career  people. 

Dr.  COLVARD.  There  are  some  unions  also  who  have  tied  their 
wagon  to  that  star.  I  am  very  much  in  favor  of  collaboration  as  op- 
posed to  confrontation,  but  looking  in  downstream  strategically  as 
opposed  to  short  term  tactically,  the  political  leadership  will 
change.  That  is  the  nature  of  our  country  and  that  is  fine.  Now  you 
would  have  had  a  body  that  would  have  had  career  civil  servants 
and  union  leadership  who  would  have  given  you  some  stability,  but 
they  were  left  out. 

Dr.  CSOKA.  If  I  might  add,  on  the  management  career  side,  the 
sudden  reductions  especially  in  the  last  four  years  came  at  the 
middle  manager  level  and,  as  a  result  of  that,  companies  were  left 
with  a  whole  level  of  managers  and  expertise  and  experience  that 
now,  as  companies  are  recovering,  they  don't  have  them.  And  so 
the  absence  of  the  middle  manager,  not  being  involved  in  this  case 
because  they  were  just  cut  out,  literally  has  a  lot  of  consequences 
to  it.  In  a  Federal  move,  I  think  it  is  critical  that  those  people  be 
involved. 

Mr.  HOYER.  There  is  a  little  bit  of  an  analog  for  what  you  say 
in  the  public  sector  in  terms  of  perception.  Below  SES  is  a  target 
group,  GS  13s  to  15s,  where  grades  creep,  because  of  salary  com- 
petition in  the  private  sector,  more  than  responsibilities.  This 
drives  the  grading  system  in  many  respects.  That  is  what  the  ad- 
ministration obviously  is  trying  to  get  at  to  some  degree. 

DOWNSIZING  GOVERNMENT 

Doctor,  I  was  interested  in  a  comment  you  made  on  page  2  of 
your  testimony,  that  downsizing  without  looking  at  the  fundamen- 
tals of  the  company  leaves  you  with  less  people  to  do  even  more. 
The  Chairman  references  it  as  mission,  establishing  what  your 
goals  are,  and  what  your  needs  therefore  are  in  terms  of  personnel. 
I  think  the  Congress  and  the  administration  did  not  do  that.  I 
know  the  Vice  President  would  say  no,  we  did  do  it.  In  my  opinion, 
what  happened  in  the  process  was  we  wanted  to  reach  1.9  million, 
and  we  configured  the  downsizing  to  meet  the  figure  rather  than 
to  decide  what  we  wanted  to  do,  and  how  many  people  are  needed 
to  do  it. 

I  think  we  did  it  the  other  way  around,  and  I  think  we  are  going 
to  pay  a  price  for  that  in  that  process.  Doctor,  you  refer  to  it  as 
short-term  rather  than  long-term  thinking,  however,  there  is  no 
doubt  that  the  very  substantial  desire  of  the  American  public  is  to 
see  a  smaller  government.  As  I  mentioned  at  the  outset,  not  nec- 
essarily less  services,  but  certainly  smaller  government. 

Dr.  CsOKA.  If  I  might  comment. 

Mr.  HOYER.  Yes,  sir. 

Dr.  CsOKA.  In  all  fairness,  that  is  going  to  be  more  difficult  for 
government  to  identify  this  mission  and  purpose.  Much  easier  for 
General  Motors  or  Motorola  or  someone  to  identify  a  core  business 
purpose.  It  is  going  to  be  more  complicated  and  complex  for  govern- 
ment to  do  that. 

AGENCY  ELIMINATION 

Mr.  HoYER.  Let  me  follow  up  on  that.  Mr.  Fosler,  you  mentioned 
that,  in  response  to  the  Chairman's  question,  in  terms  of  analysis 
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of  what  various  government  agencies'  mission  did  and  what  they 
do  and  how  they  do  it,  you  mentioned  HUD. 

In  this  study  that  NAPA  has  conducted,  have  you  identified  and 
recommended  for  eUmination  of  agencies  because  they  are  no 
longer  necessary,  their  mission  has  been  accomplished,  or  they  are 
redundant  with  other  agencies? 

Mr.  FOSLER.  Well,  what  we  did  do  was  to  identify  all  of  the  var- 
ious programs  that  HUD  is  currently  responsible  for  carrying  out 
in  terms  of  legislation.  It  wasn't  our  role  to  make  an  assessment 
as  to  which  of  those  should  continue  and  which  of  those  should  be 
terminated  and  cut  back. 

What  we  did  say  was,  there  is  a  tremendous  confusion  in  all  of 
these  different  programs  with  the  goals  they  are  attempting  to 
carry  out.  In  some  cases  they  are  very  poorly  defined.  In  other 
cases  they  are  probably  obsolete.  In  many  cases  they  are  contradic- 
tory, and  until  that  question  is  worked  out,  until  it  is  clear  what 
the  real  mission  of  HUD  is  and  how  these  different  programs  con- 
tribute to  that  mission,  it  is  going  to  be  very  difficult  to  figure  out 
how  to  fundamentally  restructure  and  manage  that  more  effec- 
tively. 

We  did  say  that  at  the  very  least,  those  some  200  programs 
ought  to  be  consolidated  into  not  more  than  10  major  areas  and 
principal  programs  with  clearly  stated  missions.  I  might  mention 
that  the  Congress,  I  think,  has  taken  the  major  step  toward  at- 
tempting to  get  agencies  to  define  their  purposes  more  specificaHy 
in  the  Government  Performance  and  Results  Act,  which  the  Con- 
gress passed  in  1993  and  the  Congress — the  President  signed.  That 
is  now  in  the  first  phases  of  implementation  with  a  series  of  pilot 
programs,  about  71  pilot  programs,  and  we  are  learning  a  great 
deal  from  that. 

And  one  of  the  principal  things  that  we  are  learning  is,  that  it 
is  very  difficult  for  agencies  to  define  specifically  what  their  mis- 
sions are,  what  their  goals  are,  and  then  to  come  up  with  some  de- 
finable measures  against  which  their  performance  can  be  tested, 
but  at  least  the  Government  Performance  and  Results  Act  is  mov- 
ing in  the  direction  of  attempting  to  force  that  kind  of  question. 

DYSFUNCTIONAL  ORGANIZATIONS 

Mr.  HOYER.  Dr.  Colvard  has  an  interesting  phrase  here  in  which 
he  points  out  the  problem  is  often  that  the  organization  which  re- 
mains after  downsizing  has  been  wounded  to  the  point  of  being 
dysfunctional.  Without  doing  the  mission  statement  and  without 
doing  the  analysis  that  Mr.  Fosler  talks  about,  there  is  risk  of 
doing  that. 

Doctor,  let  me  ask  you,  you  were  not  there  under  Dr.  Devine? 

Dr.  Colvard.  No,  we  mopped  up  the  blood  after  that. 

Mr.  Hoyer.  I  don't  think  I  need  to  ask  an  additional  question. 
Dr.  Devine  and  I  have  a  strange  relationship.  He  ran  against  me 
this  time  as  you  know. 

Dr.  Colvard.  I  heard  that. 

broad-banding  and  performance  assessment 

Mr.  Hoyer.  During  the  course  of  his  being  0PM  Director,  he  was 
a    great    foil    for    me,    as    you    know,    because    he    was    very 
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confrontational.  One  of  the  issues  we  discussed,  however,  was  per- 
formance. And  he  wanted  to  go  to  a  performance  evaluation  sys- 
tem. My  response  was  that  we  had  a  performance  evaluation  sys- 
tem where  nobody  was  guaranteed  by  statute  a  rating  that  would 
justify  a  step  increase. 

So  I  suggested  to  Dr.  Devine  that  really  what  we  had  a  problem 
with  was  that  managers  in  the  private  and  public  sector  have  great 
difficulty  in  assessing  coworkers.  Even  if  they  are  the  manager  and 
the  person  below  them  is  an  employee  of  theirs,  it  is  very  difficult 
for  us  to  make  judgments  of  one  another  when  we  work  together 
on  a  daily  basis. 

You  mention  broad-banding,  and  I  am  familiar  with  the  China 
Lake  experience.  John  Berry,  who  everybody  here  on  the  staff 
knows,  went  out  to  China  Lake  and  spent  some  time  out  there.  I 
don't  know  if  you  were  there  or  went  with  him.  Does  broad-banding 
help  that  process  in  any  way  in  that  it  gives  managers  greater 
flexibility  in  effect  not  to  make  necessarily  adverse  judgments,  but 
judgments  that  may  be  perceived  by  the  employee  as  not  nec- 
essarily negative,  but  just  a  different  focus? 

Dr.  COLVARD.  Well,  broad-banding  by  itself  doesn't.  It  forces 
them  to  deal  with  the  issue  because  now  they  have  the  authority 
to  establish  pay  levels,  whereas  before  they  could  just  shove  it  off 
to  personnel.  So  it  required  an  awful  lot  of  education  on  the  part 
of  the  line  managers  because  people  weren't  used  to  looking  at  the 
data  and  telling  them  what  the  reality  was.  And  there  is  no  easy 
way  to  do  that.  You  are  correct. 

My  observation  is  that  it  is  very  difficult  for  humans  to  separate 
the  objective  and  the  subjective  when  they  are  dealing  with  hu- 
mans. They  don't  like  to  tell  another  human  that  their  performance 
is  no  good  because  they  have  difficulty  conveying  the  message  that 
they  are  no  good. 

So  there  are  no  really  good  performance  evaluation  systems  that 
I  have  run  into  in  the  private  sector  or  the  public  sector. 

Now,  you  do  have  to  make  differential  decisions  because  you 
don't  have  infinite  resources  in  the  public  or  the  private  and  the 
broad-banding  forces  you  to  deal  with  that. 

Personally  the  only  system  I  have  seen  that  works  well  is  where 
you  separate  the  pay  decision  from  the  career  counseling  decision 
of  your  evaluation.  If  you  talk  to  me  as  an  employee  about  where 
I  can  improve  myself  and  tell  me  specifics  of  where — what  your  ex- 
pectations are,  that  sort  of  thing,  that  comes  about  under  broad- 
banding  because  you  are  forced  to  do  it. 

We  still  couple  the  pay  decision  with  that  process  at  the  same 
time,  and  the  only  thing  that  the  person  that  is  talking  to  their 
manager  hears  is  what  the  final  pay  decision  was.  You  should  sep- 
arate those  by  about  six  months  where  you  have  a  counseling  proc- 
ess that  is  career  enhancing,  career  developing  and  critical,  critical 
in  the  professional  sense,  not  a  personal  sense.  Then  at  some  point 
make  a  decision  about  allocating  your  resources  to  individuals, 
which  we  did  at  the  Applied  Physics  Lab  at  Johns  Hopkins  where 
I  was  the  Associate  Director  for  three  years  after  I  left  the  govern- 
ment. We  made  decisions  like  that.  We  didn't  pay  infinite  salaries 
and  we  made  differential  judgments.  Everyone  got  the  same  in- 
creases, but  we  separated  the  processes  and  made  a  coaching  deci- 
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sion  that  helped  you  do  a  job  better  and  then  made  the  decision 
within  the  boundary  of  resources  and  how  we  would  spend  the 
money. 

Mr.  CiPOLLA.  I  agree  with  what  Dr.  Colvard  has  said.  There  is 
an  aspect  though  of  broad-banding  that  can  enhance  the  perform- 
ance management  process.  By  not  having  to  relate  to  discrete  state- 
ments of  duties  in  position  descriptions,  it  allows  the  manager  and 
the  employee  to  focus  on  performance  planning,  rather  than  the 
contrived  part  of  looking  at  past  performance  in  relation  to  duties 
that  may  no  longer  be  as  relevant  as  they  were  the  previous  year. 

But  to  carry  out  your  point  about  performance  evaluation  sys- 
tems and  the  pay  linkages,  we  saw  in  the  Civil  Service  Reform  Act 
of  1978  the  introduction  of  the  merit  pay  concept  in  which  they  at- 
tempted to  link  pay  with  performance  at  these  senior  grade  levels 
that  you  mentioned  earlier,  the  middle  grade  levels,  13  through  15. 

That  system  was  revised,  as  you  know,  over  the  years  and  now 
has  gone  into  some  sort  of  dormancy  or  obsolescence  while  we  fig- 
ure out  what  to  do  about  it.  It  seems  to  me  that  in  looking  at  the 
history  of  pay  for  performance,  the  fundamental  reason  that  it 
didn't  achieve  the  objectives  that  CSRA  wanted  it  to  achieve  is  that 
we  weren't  doing  the  other  part.  We  weren't  really  concentrating  on 
the  things  that  Mr.  Fosler  mentioned  that  are  in  the  GPRA,  the 
Government  Performance  and  Results  Act,  by  identifying  perform- 
ance standards  for  organizations  and  monitoring  those  and  then 
trying  to  link  those  with  employee  performance  standards. 

Now  we  find  ourselves  in  a  position  of  focusing  on  organizations 
without  a  counterpart  tool  for  employees,  and  I  am  fearful  that  un- 
less we  get  these  things  together,  we  are  going  to  have  difficulty 
making  either  one  of  them  work.  They  truly  need  to  be  linked,  em- 
ployee performance  and  organizational  performance,  otherwise  they 
both  are  going  to  fail,  and  I  think  that  has  been  the  case  in  the 
private  sector  which  has  had  similar  experiences  and  challenges. 

Dr.  CSOKA.  Absolutely.  In  the  private  sector,  a  number  of  things 
have  happened.  They  moved  away  from  these  massive  job  descrip- 
tions. Things  are  very  simple.  The  manager  and  employee  sit  down, 
everything  has  been  integrated  to  performance  plans.  Individual 
performance  plans  are  integrated  with  organizational  performance. 

One  of  the  problems  has  been — in  fact,  many  times  we  go  around 
and  talk  to  the  companies  asking  them — show  me  your  perform- 
ance management  system,  and  in  the  past  they  would  produce  you 
a  performance  appraisal  form,  which  is  not  a  management  system 
at  all,  and  rarely  were  those  ever  linked  to  the  overall  organiza- 
tional performance,  but  today's  direction  is  to  link — have  a  system 
that  links  performance,  employee's  performance  to  the  organiza- 
tional performance.  There  is  a  cascading  effect,  and  with  a  constant 
review,  you  really  have  a  performance  management  system  for  the 
first  time,  not  just  an  appraisal  form. 

MERIT  PAY 

Dr.  Colvard.  I  wanted  to  add  a  comment  on  the  merit  pay  sys- 
tem you  brought  up.  Merit  pay  failed  for  a  lot  of  reasons,  but,  in 
my  opinion,  having  applied  it  for  a  lot  of  years,  one  of  the  biggest 
reasons  it  failed  is  that  it  went  to  a  five-part  evaluation  scheme. 
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The  five-part  evaluation  scheme  psychologically  is  uncomfortable 
with  humans  for  the  very  simple  reason  that  75  percent  of  the  peo- 
ple believe  they  are  in  the  top  25  percent  of  distribution.  When  we 
had  the  three  parts  where  everybody  made  outstanding  and  most 
everybody  else  made  satisfactory,  and  .01  percent  made  unsatisfac- 
tory, people  could  live  with  that  because  they  could  always  imagine 
they  were  the  96th  or  94th  percentile.  You  see  where  I  was.  But 
when  you  went  to  the  five  part  and  you  got  an  exceeds  fully  satis- 
factory rating,  you  were  now,  you  know,  in  the  top  60  percent.  You 
weren't  up  there,  and  so  you  could  no  longer  rationalize  within 
yourself,  and  people  just  went  bananas  and  resisted  it. 

So  what  happened  was  that  the  evaluation  got  tied  to  the  per- 
centage of  pay  that  you  had  to  get  if  you  got  above  certain  levels 
so  everything  became  mechanical.  You  lost  all  the  value  of  it  and 
you  antagonized  all  your  work  force.  I  used  to  go  around  and  give 
talks  when  I  was  Deputy  at  0PM.  Right  after  the  merit  pay  deci- 
sion, it  was  like  walking  into  the  death  squad.  The  level  of  anger 
that  you  would  feel  was  just  tremendous.  They  viewed  supervisors 
as  people  that  they  would  light  up  the  room  and  walk  out. 

Mr.  HOYER.  Mr.  Chairman,  I  know  I  have  taken  more  time,  and 
I  appreciate  it. 

Mr.  LiGHTFOOT.  Mr.  Wolf. 

Mr.  Wolf.  Thank  you,  Mr.  Chairman,  and  welcome.  I  want  to 
thank  you  for  your  testimony.  It  has  been  very  good,  and  I  think 
what  you  said  about  merit  pay  is  exactly  what  happened.  It  is  leg- 
islation we  worked  on  and  it  just  really  failed. 

HUMANE  STAFF  REDUCTIONS 

Let  me  ask  you  a  couple  questions,  but  before  I  do,  I  want  to 
make  a  statement  a  little  bit  about  what  my  concern  is.  I  am  con- 
cerned that  we  treat  individuals  with  dignity  and  I  know  there  is 
a  lot  of  fear  out  there,  there  is  a  lot  of  concern  and  you  wake  up 
in  the  morning  and  you  read  a  Mike  Causey  column  or  you  read 
an  article  in  some  other  paper  and  there  is  a  lot  of  fear,  and  the 
concern  that  I  have  is  how  we  do  this,  and  both  parties  are  commit- 
ted to  doing  it  now,  and  my  concern  was  a  bidding  war  beginning 
to  take  place  more  for  the  numbers  than  for  the  mission,  that  we 
really  want  to  treat  individuals  with  dignity  and  make  sure  there 
is  a  sense  of  compassion  as  you  do  these  things  and  not  just  kind 
of  run  in  and  rapidly  do  it. 

The  other  thing  is  there  is  a  difference  between  the  government 
and  the  private  sector.  We  all  watched  R.J.  Nabisco,  what  hap- 
pened, junk  bonds,  and  they  did  a  lot  of  things,  and  so  we  are  talk- 
ing about  NIH  versus  maybe  the  manufacturer  of  cookies,  some- 
thing like  that,  and  there  is  a  difference. 

The  questions  I  want  to  ask,  one,  based  on  what  you  all  said, 
which  I  found  to  be  fascinating,  is  are  you  being  used  by  0PM? 
Would  it  not  make  sense  to  have  a  group  of  men  and  women  like 
you,  individuals,  to  be  constantly  working  with  0PM  to  develop 
these  ideas  out?  Because  each  personnel  office  obviously  hasn't  had 
the  opportunity  and  they  are  all  reading  these  stories  in  the  paper. 

Are  you  working  with  0PM  or  is  there  a  relationship  now? 

Mr.  CiPOLLA.  Let  me  comment.  We  are  working  directly  with 
agencies  and  we  currently  have  a  consortium  of  31  agencies  who 
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want  to  use  the  kind  of  expertise  that  is  represented,  not  only  here, 
but  elsewhere  within  the  Academy,  to  help  them  deal  with  these 
issues. 

On  broad-banding,  if  we  get  the  legislative  authority  to  have  a 
broad-banding  system,  how  do  we  determine  what  kind  of  a  model 
would  work  in  our  agency?  Help  us  work  through  that.  That  is  the 
sort  of  thing  we  are  doing.  0PM  is  involved,  but  pretty  much  tan- 
gentially  rather  than  in  a  direct  sponsoring  relationship. 

OUTSIDE  PANELS 

Mr.  Wolf.  Well,  should  there  be  an  outside  panel  made  up  of 
people  like  you? 

Dr.  CSOKA.  To  the  extent  of  tapping  in  on  the  expertise,  I  think 
it  is  very  beneficial. 

Mr.  Wolf.  I  think  so  and  I  think  I  am  going  to  write  a  letter 
suggesting  that  they  ought  to  put  in,  probably  on  a  formal  basis  to- 
gether, because  I  am  sure  a  lot  of  what  they  are  going  to  be  asked 
to  do  over  the  next  couple  years,  they  are  not  going  to  have  this 
understanding  and  if  you  have  been  involved  in  different  times,  you 
may  be  looking  at  it  from  a  different  approach.  So  that  is  number 
one. 

REDUCTIONS  IN  FORCE 

Number  two,  can  all  of  this  be  done,  which  I  hope  it  can,  without 
RIFs?  The  next  question  I  want  to  ask  you  is  about  buyouts  and 
some  things  like  that,  but  can  it  all  be  done  without  RIFs  if  it  is 
done  in  a  plain  way  and  we  are  not  trying  to  do  it  in  three  months 
or  by  the  next  supplemental,  but,  I  mean,  can  it  be  done  without 
RIFs? 

Dr.  CsOKA.  In  the  private  sector  it  is  hard  to  tell  because  the 
first  wave  virtually  were  all  RIFs,  and  so  the  new  wave  is  a  follow- 
up.  So  a  lot  of  cuts  have  already  been  made,  so  we  don't  know  if 
the  second  wave  type  of  downsizing  will  use  this  strategy,  whether 
or  not  that  will  be  the  size  and  effect  we  want  to  have.  So  it  is  hard 
to  tell. 

Mr.  FOSLER.  It  depends  on  whether  there  is  going  to  be  a  fun- 
damental reexamination  of  key  missions  and  programs  and  if  there 
is,  and  there  are  programs  or  agencies  that  are  eliminated  that 
have  substantial  employees,  it  would  be  difficult  to  see  where  it 
would  be  possible  without  RIFs,  depending  on  how  long  it  would 
take  to  do. 

If  the  goal  is  to  identify  a  specific  number  of  positions  to  cut 
back,  then  that  depends  entirely  on  the  number  of  positions,  how 
long,  what  the  pace  is  going  to  be,  and  what  agencies  are  going  to 
be  hit. 

Dr.  COLVARD.  Obviously  it  depends  on  the  rate.  There  are  some 
rates  beyond  which  you  can't  accommodate.  Whether  or  not  you 
give  people  some  discretion  in  terms  of  how  to  save  cross  training, 
better  utilize  people.  Because  the  ability  to  retain  people  may  go 
against  the  current  rules,  because  you  don't  meet  the  qualification 
standards.  There  is  a  high  differentiation  among  individual  em- 
ployees under  the  current  system  of  classification  and  qualification 
standards.  That  may  force  you  to  have  to  run  a  RIF  to — even 
though  you  are  not  hurt  by  numbers  because  you  are  cutting  out. 
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say,  an  area  of  work  and  you  can't  move  the  people.  And  so  it  de- 
pends on  the  rate  and  how  much  discretion  you  have. 

Mr.  CiPOLLA.  That  is  true,  but  most  agencies  are  teUing  us  that 
given  the  current  timetables  and  reduction  targets,  not  only  the 
gross  numbers,  272,000  plus,  but  the  reduction  of  the  supervisor 
structure  by  half  and  other  reductions  of  certain  occupational 
groups  within  agencies,  that  given  those  targets,  that  it  is  not  like- 
ly that  they  are  going  to  be  able  to  accomplish  them  without  reduc- 
tions-in-force,  unless  the  time  tables  change  and  unless  there  is 
some  serious  restructuring  around  those  numbers  and 
reengineering  for  those  vacancies. 

Mr.  Wolf.  That  is  why  0PM  and  the  administration  ought  to  be 
talking  to  people  like  you,  because  the  earlier  they  deal  with  this, 
the  less  chance  there  will  be  of  RIFs. 

Dr.  CSOKA.  I  think  the — looking  back  at  corporate  experience, 
having  a  goal  of  changing  and  structuring  is  good,  but  the  mind- 
set ought  not  be  numbers  count.  It  should  be  what  is  our  purpose, 
what  work  do  we  need  to  do  that,  and  then  I  would  say  eliminate 
work  as  a  part  of  your  mind-set.  But  if  you  turn  it  around,  a  lot 
of  the  mind-sets  in  the  earlier  downsizings  were,  let's  just  cut  num- 
bers. 

Mr.  Wolf.  Yes.  I  think  that  is  where  it  is  now  too. 

MINIMUM  AGE  FOR  BUYOUTS 

On  the  buyouts,  how  far  down  can  you  go  insofar  as  age?  I  mean, 
I  worry  about  a  person  47,  49,  51,  man  or  woman,  couple  kids  in 
college,  maybe  one  in  junior  high,  one  in  high  school,  he  or  she 
showed  up  every  day,  faithful,  loyal,  honest,  high  integrity,  loves 
his  country,  loves  her  country  and  all  of  a  sudden  because  of  the 
political  ramifications  and  the  moving  around  out  there,  how  low 
can  you  go  with  buyouts  to  age  to  somebody  who  started — maybe 
got  out  of  Texas  A&M  or  Penn  State,  came  to  work  with  the  gov- 
ernment at  age  22  or  23.  I  mean,  how  do  we  treat  those  people? 
How  low  can  you  go  in  a  buyout  age-wise? 

Dr.  COLVARD.  Twenty-five  years  or  age 

Mr.  CiPOLLA.  Twenty-five  years  or  age  fifty.  That  is  with  the  re- 
duction in  annuity. 

Mr.  Wolf.  What  about  23  years  and  age  49?  What  do  you  do  for 
that  person? 

Mr.  CiPOLLA.  Right  now  there  is  nothing  we  can  do. 

Mr.  Wolf.  But  should  we  be  looking  at  that?  That  is  what  I  am 
trying — should  we  be — I  am  not  talking  about  31  years,  but  I  am 
talking  about  that  certain  category.  Should  we 

Mr.  CiPOLLA.  The  problem,  according  to  what  we  hear  from  agen- 
cies, is  that  that  very  individual  may  well  be  an  individual  you 
don't  want  to  lose,  and  when  you  open  the  opportunity,  particularly 
on  a  large  scale  for  that  person  who  is  coming  to  the  peak  point 
of  his  or  her  career  in  maybe  a  key  occupational  area,  you  don't 
want  to  give  them  the  opportunity  to  leave. 

Mr.  Wolf.  I  understand  that. 

Mr.  CiPOLLA.  That  is  the  reason  that  we  make  the  point  that 
there  ought  to  be  as  much  flexibility  as  possible,  but  on  the  other 
hand,  the  buyout  authority  ought  to  be  targeted  and  very  carefully 
applied  to  organizations  so  that  these  key  skills  aren't  lost. 
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Dr.  CSOKA.  If  the  buyout  is  given  across  the  board,  typically  what 
will  happen  is  your  best  people  will  leave. 

Mr.  Wolf.  I  know  and  I  worry  about  that. 

Could  you  develop  some  legislation?  I  have  asked  a  couple  people 
to  look  at  some  ideas  about  what  do  we  do.  I  mean,  didn't  I  deal 
with  you — when  you  were  at  Navy,  did  I 

Dr.  COLVARD.  Yes,  that  is  right. 

Mr.  Wolf.  Is  there  some  ideas  that  you  all  can  come  up  with  to- 
gether because  frankly  this  body  up  here  doesn't  have  the  ability 
to  really  deal  with  the  issue,  not  because  they  are  bad  men  or 
women,  they  are  all  good  up  here,  but  they  don't  understand.  A  lot 
of  people  have  never  faced  these  issues.  They  come  from  different 
world  views  and  different  things,  and  it  would  be  nice  to  see  the 
Federal  Government  be  like — and  I  used  to  tell  years  ago  how 
when  my  wife  got  a  job  with  the  Federal  Government,  my  mother 
used  to  tell  people  back  in  my  old  neighborhood,  my  wife,  her 
daughter-in-law  works  for  the  government  in  Washington.  It  was 
a  very  special  thing  and  nobody  else  had  that,  and  I  think  we  can 
return  to  those  days. 

I  am  concerned  that  this  body  in  the  political  environment  that 
we  are  in  really  doesn't  have  that  ability.  So  what  I  would  like  to 
ask  you,  maybe,  can  you  go  back  and  working  with  the  employee 
groups  and  using  the  knowledge  that  you  have,  develop  some 
model  legislation  so  there  is  some  rational  effort  here?  Can  you, 
would  you,  will  you? 

Mr.  FOSLER.  It  certainly  is  something  that  we  would  be  in  a  posi- 
tion to  be  able  to  do,  if  we  had  a  specific  request  from  the  Congress 
to  do  it. 

Mr.  Wolf.  I  don't  know  who  the  Congress  is.  I  guess  I  am  the 
Congress.  I  am  up  here.  I  am  making  a  request  that  you  look  at 
this  thing,  because  you  all  know  a  lot  that  people  who  are  going 
to  look  at  it  don't  know.  You  have  some  sensitivity — if  you  can 
come  up  with  some  ideas — ^because  you  will  be  sensitive.  You  will 
be  able  to  look  at  the  age  level.  You  will  be  able  to  look  at  the 
broad-banding.  Many  people  up  here  won't  have  that. 

What  do  you  need  to  officially  make  the  request?  Is  it  an  appro- 
priation of  $100,000  to  give  you  that  ability?  I  am  trying  to  see 
whereby  we  can  do  this  in  a  systematic  way. 

Mr.  FoSLER.  It  is  a  combination  of — especially  in  the  develop- 
ment of  legislation,  if  there  were  a  request  from  the  subcommittee 
or  the  committee  with  the  resources  to  be  able  to  do  it,  it  is  some- 
thing that  we  probably  would  be  able  to  do. 

Mr.  Wolf.  I  will  talk  to  the  Chairman  and  I  will  do  a  letter 
down  to  all  of  you  and  to  0PM  asking — frankly  I  am  not  so  sure 
that  we  need  this  committee  to  fund  something.  I  think  0PM  must 
have  some  ability,  and  I  think  maybe  the  best  thing  is  to  have 
0PM  to  look  at  their  finances  and  work  with  you  and  deal  with 
this. 

I  think  this  isn't  something  we  want  to  put  off  until  November 
or  December.  I  think  this  is  something  we  would  like  to  have  ready 
up  here  come  April  or  May  so  this  committee,  if  we  were  to  do  it 
using — in  respect  to  the  Government  Ops  and  working  together, 
appropriations  and  the  authorizing  committee,  could  get  something 
in  order  to  help  the  people  to  make  sure  that  this  thing  is  done  in 
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an  appropriate  way,  we  really  do,  not  just  trick  the  American  peo- 
ple that  we  have  done  some  downsizing,  but  we  really  changed  the 
mission,  this  line,  the  resources  must  shrink,  then  the  work  must 
shrink  too. 

So  let  me  do  that  and  we  will  write  0PM,  and  I  will  talk  to  Mr. 
Lightfoot,  the  Chairman. 

NEED  FOR  OPM 

Mr.  Lightfoot.  Thank  you,  Frank.  We  have  got  a  little  chart 
that  Michelle  just  uncovered  which  basically  shows  where  $113 
million  that  OPM  spends  each  year  goes. 

Roughly  you  can  see  about  44  percent  or  $50  million  goes  into 
recruitment  and  selection,  I  guess  the  next  biggest  chunk  would  be 
25  percent  in  personnel  systems,  14  percent  of  their  budget  is  com- 
puter databases,  administration,  investigation,  training  would  take 
up  the  rest  of  it.  Any  of  this  we  can  eliminate?  You  used  to  be  at 
OPM,  I  will  throw  you  the  hot  potato  first.  Doctor. 

Dr.  COLVARD.  Well,  of  course.  As  I  said  in  my  opening  statement, 
you  can  get  rid  of  OPM  as  an  agency,  but  there  are  some  functions 
that  have  to  be  done  by  someone  like  them.  The  recruitment  proc- 
ess, you  can  devolve  that  down  to  the  agencies  themselves,  and 
that  makes  a  lot  of  sense.  You  can  hire  locally. 

It  is  useful  to  have  an  available  database  that  people  can  access 
in  terms  of  where  are  jobs,  but  in  terms  of  the  actual  recruiting, 
reviewing,  the  hiring,  the  decision-making,  that  should  be  devolved 
down  to  the  agencies  and  performed  at  the  local  level.  That  will 
take  some  portion  out  of  OPM. 

I  don't  know  precisely  what  that  covers  so  I  don't  want — from  a 
distance  to  tell  somebody  else  how  to  run  their  agency;  I  don't  be- 
lieve in  taking  cheap  shots.  The  training  functions,  I  think  they  are 
already  dealing  with,  and  investigations. 

Each  of  those,  of  course,  are  execution  components  and  any  time 
you  have  an  execution  component,  it  can  clearly  be  done  several 
places.  It  is  only  in  things  like  personnel  systems  and  in,  say,  the 
national  databases  that  you  have  to  have  central  oversight  because 
you  are  worrying  about  maintaining  the  integrity  of  the  system  and 
establishing  policy. 

How  much  of  that,  again,  you  would  have  to  be  responsible  to 
take  a  guess  at  what  percentage,  but  the  function  as  a  classifier, 
it  could  be  done  somewhere  else. 

Mr.  Lightfoot.  Mr.  Kingston. 

DELEGATING  PERSONNEL  AUTHORITY 

Mr.  Kingston.  Thank  you,  Mr.  Chairman.  I  want  to  ask  a  ques- 
tion, just  kind  of  brainstorming  here.  Dr.  Colvard  and  Mr.  Cipolla, 
you  had  both  stressed,  actually  all  four  of  you  did,  the  need  for  au- 
thority, particularly  on  the  line  basis  and  to  let  employees  make  as 
many  decisions  as  possible  and  departments  and  management  and 
so  forth. 

If,  in  order  to  help  them  bind  into  departments,  I  guess  two  ques- 
tions, isn't  legislation  needed  to — ^for  some  of  that? 

Dr.  Colvard.  Yes,  it  is.  In  terms  of  the  broad-banding,  there  has 
to  be — it  is  my  understanding  that  there  has  to  be  some  enabling 
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legislation  to  allow  agencies  to  come  up  with  their  own  personnel 
system  according  to  the  ground  rules  that  you  establish. 
Mr.  LiGHTFOOT.  Is  NAPA  working  on  such  suggested  language? 

BROAD  BANDING  LEGISLATION 

Mr.  CiPOLLA.  NAPA,  in  1991,  not  only  worked  on  the  subject,  but 
proposed  some  specific  legislative  language.  Now  there  is  an  ad- 
ministration proposal  to  carry  out  a  recommendation  of  the  Na- 
tional Performance  Review  of  broad-banding  that  would  do  two 
things. 

One  would  be  to  eliminate  the  statutory  grade  level  definitions 
so  that  agencies  that  wanted  to  go  to  this  more  flexible  system 
could.  That  of  course  needs  enactment  by  the  Congress.  It  would 
be  based  on  this  study  which  the  academy  produced  in  1991,  and 
we  are  currently  worlang  with  31  agencies  to  help  them  figure  out 
how  to  apply  this  on  the  assumption  that  they  may  someday  get 
the  legislative  authority  to  actually  do  this. 

Mr.  Kingston.  What  kind  of  a  time  frame  are  we  looking  at  in 
order  to  have  that  legislation  updated  and  presented  to  whatever 
the  appropriate  committee  is  in  order  to  try  to  get  it  in  law? 

Mr.  CiPOLLA.  It  would  have  to  be  this  session  of  Congress. 

Mr.  Kingston.  But  how  soon  would  you  have  it  ready  for  us?  Or 
is  it  out  there?  I  don't  know.  I  am  brand-new  on  this  committee. 

Mr.  CiPOLLA.  The  administration  has  a  proposal  and  I  can't  com- 
ment on  exactly  where  it  is.  It  is  language  that  they  have  termed 
as  highlights  of  legislation.  I  don't  know  that  they  have  submitted 
a  specific  legislative  proposal. 

REDUCTION  TARGETS 

Mr.  Kingston.  Another  question  that  I  had  is  we  have  all,  and 
this  committee  has  discussed  it  in  a  prior  meeting,  about  you  don't 
go  in  and  say  across  the  board,  25,  30  percent  reduction,  but  there 
does  have  to  be  some  kind  of  a  mark  where  you  could  go  into  a  de- 
partment and  say,  we  need  you  to  cut  your  budget. 

There  is  not  a  magic  number  here,  but  if  you  do  not  come  up 
with  a  plan  for  significant  downsizing,  then  it  may  be  the  desire 
of  the  committee  to  reduce  your  budget  25  percent,  which  would 
kind  of  say,  you  know,  Chinese  proverb,  you  get  a  lot  done  with  a 
smile,  you  get  a  lot  done  with  a  smile  and  a  shotgun  in  your  hand, 
and  would  it,  in  your  opinion,  and  the  gentleman  from  Corporate 
America  may  have  a  harder  feeling  on  this,  but  would  that  be  an 
appropriate  approach? 

Dr.  CSOKA.  A  lot  of  times  that  is  what  companies  did.  In  other 
words,  rather  than  dictating  any  kind  of  number,  they  said,  you  got 
a  budget  that  is  reduced  by  this  much.  Now,  how  are  you  going  to 
doit? 

Mr.  Kingston.  Since  we  don't  want  to  micromanage  and  we  do 
want  them  to  buy  in  on  it,  particularly  the  employees  and  the  rep- 
resentatives of  the  unions  and  everybody,  this  could  be  an  ap- 
proach to  empower  them,  knowing  that  it  has  got  to  be  done. 

Dr.  CsOKA.  See,  that  is  part  of  the  Congress  or  the  upper  echelon 
saying,  this  is  our  goal,  we  must  move  here  and  it  could  be  a  finan- 
cial goal  then  the  how  to,  okay,  now  you  got  to  decide  how — it  could 


319 

be  head  count  reduction — it  is  left  to  the  agencies.  It  could  be  any 
number  of  things  that  alter  the  structure  of  that  work  force. 

Dr.  COLVARD.  In  the  budget,  you  will  get  more  response  and  I 
think  you  will  get  more  rational  response  if  you  quit  controlling  by 
full-time  equivalents  or  head  counts.  That  is  a  politically  attractive 
number,  but  it  is  devastating  when  you  are  out  there  managing.  I 
can  tell  you  from  experience.  You  have  got  one  billet  and  that  is 
the  coin  of  the  realm.  You  hire  a  Ph.D.  rather  than  a  secretary. 
What  you  really  need  is  a  secretary  to  type  up  a  report  for  the  ten 
Ph.D.s  you  have. 

Mr.  Kingston.  Would  an  approach  like  that  be  appropriate  for 
a  committee  like  this  in  that  we  are  never  going  to  really  under- 
stand the  real  workings  of  all  these  various  departments  and  agen- 
cies, but  we  do  know  the  number  and  we  can  get  to  the  number, 
you  know,  Route  1,  by  across-the-board  reduction,  or  Route  2,  by 
your  own  plan,  without  having  to  have  a  25  percent  marginal 
benchmark? 

Mr.  CiPOLLA.  As  a  generalization,  this  is  based  on  what  we  hear 
from  agencies  and  our  own  experiences.  That  approach  would  be 
more  workable  if  we  deal  in  terms  of  dollars  and  the  budget  as  op- 
posed to  individual  positions  and  FTE  control. 

Mr.  Kingston.  Okay,  one  other  comment  that 

Mr.  LiGHTFOOT.  Jack,  would  you  yield  just  a  second  on  that? 

Mr.  Kingston.  Yes. 

FTE  controls 

Mr.  LiGHTFOOT.  How  do  we  get  away  from  this  fixation  with 
FTEs?  It  is  like  a  licensing  problem  we  got  to  overcome  here. 

Dr.  COLVARD.  When  you  are  managing  the  payroll,  you  simply 
give  people  a  budget  ceiling  and  have  them  manage  within  it,  and 
you  hold  them  accountable  for  the  dollars.  You  simply  have  to  do 
it.  It  is  so  much  easier  to  count  humans  than  it  is  to  control  the 
dollars  that  we  fall  into  that.  It  is  also  easy  to  say  to  the  public, 
look — ^your  descending  chart  there.  We  have  done  something.  We 
haven't  done  anything. 

Mr.  CiPOLLA.  First  of  all,  the  groundwork  has  been  laid  in  the 
Defense  Department.  Since  1985,  the  Defense  Department  has 
been  exempt  from  FTE  ceilings.  Now,  they  continue  to  maintain,  if 
not  controls,  at  least  monitoring  against  head  counts  because  0MB 
and  0PM  required  them  to  do  so. 

However,  they  not  only  have  the  authority  not  to  operate  against 
ceilings,  it  is  against  the  law  for  them  to  do  it.  The  groundwork  is 
laid  there.  I  don't  know  why  the  same  approach  shouldn't  be  used 
in  other  government  agencies.  It  seems  to  me  that  consultation 
with  0MB  and  0PM  about  other  uses  of  the  headcount  that  are  in- 
terested in  ceiling  control  ought  to  be  the  determinant  about  apply- 
ing that  same  approach  across  the  board. 

Mr.  FOSLER.  You  know,  there  is  this  fundamental  tension  in  the 
National  Performance  Review  where,  on  the  one  hand,  the  authors 
of  the  performance  review  acknowledged  that  if  you  are  really 
going  to  restructure  and  downsize,  you  have  got  to  give  managers 
the  flexibility  to  manage  their  budget  as  opposed  to  FTE,  but  at  the 
same  time  they  set  the  FTE  targets  for  reduction.  It  is  a  fundamen- 
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tal  contradiction,  and  it  is  clearly  a  problem  that  agencies  are  at- 
tempting to  confront. 

Mr.  LiGHTFOOT.  I  yield,  back. 

Mr.  Kingston.  I  would  also  add  to  that,  USDA  has  done  a  lot 
of  that  in  a  couple  of  years,  as  well  as  Defense.  The  other  thing 
that  you  all  mentioned  was  that  you  need  to  have  the  resolution 
to  do  the  job  and  to  have  the  culture  inside  the  agency  that  we  are 
going  to  reduce  and  so  forth,  and  something  like  that  cannot  be 
mandated. 

CHANGING  THE  CULTURE  OF  GOVERNMENT 

How  can  you  go  about  giving  that  culture  to  an  agency?  Does  it 
start  at  the  top?  Is  it  leadership?  Does  it  start  at  the  White  House? 
How  do  you  get  it  to  the  line  employee  that  he  or  she  does  need 
to  look  for  ways  to  help  us  reduce  the  size? 

Dr.  CSOKA.  They  answered  for  the  government.  The  corporate  ex- 
perience is  that  it  comes  from  the  top.  There  is  a  very  clear  state- 
ment on  the  fundamental  culture  and  essence  of  the  business,  and 
then  strong  communications  down.  Until  people  buy  into  and  un- 
derstand that,  these  things  aren't  going  to  work. 

Mr.  FOSLER.  And  the  same  is  the  case  in  government  with  the 
difference  that  it  isn't  as  clear  who  the  top  is  in  the  government. 
You  have  the  Congress.  You  have  a  President  in  the  White  House, 
you  have  the  various  central  management  agencies,  0MB  in  par- 
ticular, the  Cabinet  secretaries,  and  intermediate-staffs  and  career 
managers  and  then  the  operating  divisions  as  well.  One  of  the  key 
things  that  needs  to  be  addressed  is  how  can  you  get  some  consen- 
sus on  what  that  culture  ought  to  be  and  get  a  pretty  uniform  sig- 
nal going  down  to  managers  who  are  actually  making  these  deci- 
sions, and  employees,  that  this  is  the  culture,  this  is  what  is  going 
to  happen.  It  is  something  that  not  only  has  it  got  to  be  done,  but 
they  are  going  to  get  support  as  well  when  they  go  ahead  and  do 
it. 

Dr.  COLVARD.  One  of  the  things  you  have  to  do  is  change  the  way 
you  develop  your  executives  in  the  career  cycle  because  right  now, 
you  develop  managers — ^you  develop  managers  and  not  executives. 
Managers  know  how  to  take  care  of  where  you  are.  A  leader  or  an 
executive  takes  it  to  a  new  place.  When  you  are  talking  about 
change,  you  are  developing  people  today  as  experts  up  the  line  in 
their  expertise.  I  was  a  career  SESer  and  grandfathered  into  the 
system  when  it  was  first  formed.  My  experience  is  that  you  get 
very  few  real  executives  in  the  Federal  Government. 

Not  because  they  are  not  good  people.  And  that  is,  as  Mr.  Fosler 
suggests,  with  the  multiplicity  of  heads  you  have  got,  one  of  the 
stabilizing  elements  has  to  be  the  career  civil  service,  and  we  are 
not  using  it  effectively  at  all. 

Mr.  CiPOLLA.  Even  if  you  could  figure  out  for  as  long  as  it  takes 
who  the  CEO  is  for  the  same  kinds  of  purposes  that  Dr.  Csoka  de- 
scribed in  the  private  sector,  they  will  be  gone  by  the  time  you  are 
able  to  do  anything. 

The  political  appointment  process  has  people  coming  and  going 
on  the  average  of  18  to,  what,  20  months  at  a  time,  so  that  the  key 
people  who  have  to  set  the  tone  for  the — for  culture  change  are  con- 
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tinually  moving,  and  that  happens  without  regard  to  whether  it  is 
a  poHtical  transition  or  not. 

INCENTIVES  FOR  SAVING  MONEY 

Mr.  Kingston.  Could  broad-banding  include  under  job  descrip- 
tion or  remuneration  schedule  what  you  have  done  to  save  money? 
Is  that  possible? 

Mr.  CiPOLLA.  Well,  it  certainly  could  be  a  factor,  not  necessarily 
as  part  of  the  broad-banding  system,  but  as  I  said  earlier,  one  of 
the  aspects  of  broad-banding  is  the  focus  on  performance  planning, 
rather  than  evaluation  of  what  has  happened  in  the  past.  You  focus 
on  what  needs  to  be  done  in  the  future,  and  certainly  that  kind  of 
an  expectation  could  be  built  into  that  planning  process. 

Dr.  COLVARD.  One  of  the  big  problems  you  talk  about  is  the  ca- 
reer civil  service.  There  is  nothing  career  about  civil  service,  other 
than  you  have  got  to  work  30  years  to  get  out.  It  is  a  job  system 
where  you  hire  people,  match  them  with  a  job.  There  are  ranges 
in  the  job,  whether  they  are  an  SES  and  the  whole  thing  is  around 
a  job  orientation.  If  you  are  going  to  get  the  kinds  of  ability  to  have 
the  leadership  change  you  are  talking  about,  you  are  going  to  have 
to  have  a  bigger  career  dimension  to  the  career  civil  service.  That 
includes  the  way  you  develop  and  utilize  them  at  the  top,  the  way 
you  deal  with  that  turbulent  boundary  condition  between  the  ca- 
reer SES  and  politicals.  I  have  been  on  both  sides  and  have  seen 
it  from  both  sides  and  it  is  an  interesting  boundary  we  have  never 
really  effectively  dealt  with. 

Mr.  Kingston.  Thank  you,  Mr.  Chairman.  I  don't  have  anything 
more. 

Mr.  LiGHTFOOT.  I  have  got  some  other  questions  that  I  would  like 
to  have  you  answer  for  the  record,  and  if  anybody  else  on  the  com- 
mittee does,  we  would  appreciate  that  too.  Your  comment  about 
discovering  who  is  in  charge  is  like  Conrad  Burns  over  in  the  Sen- 
ate says,  kind  of  like  there  is  a  log  floating  down  the  Potomac  with 
1,000  ants  on  it  and  they  all  think  they  are  driving.  Kind  of  the 
way  this  place  operates  from  time  to  time. 

Dr.  CoLVARD.  The  log  doesn't  care  what  the  ants  do  with  it. 

Mr.  LiGHTFOOT.  You  got  it.  Right  on,  and  everybody  thinks  they 
are  a  winner.  But  I  really  appreciate  your  taking  the  time  to  come 
up  this  morning,  and  really  I  think  we  could  have  this  discussion 
go  on  for  several  hours  because  it  is  very  interesting  and  obviously 
we  are  going  to  have  to  look  at  the  structure. 

You  know,  we  had  252,000  Federal  employees  that  we  were  going 
to  downsize  and  again,  it  is  that  whole  broad  ax  approach,  the  FTE 
thing,  that  just  has  never  made  sense  to  me  at  all,  why  we  can't 
deal  with  that. 

So  again,  we  will  obviously  be  calling  on  all  of  you  for  more  com- 
ments in  the  future  and  I  am  sure  Mr.  Wolf  will  pursue  his  initia- 
tive as  well,  but  thank  you  gentlemen  for  coming  this  morning.  The 
hearing  is  adjourned. 

[Questions  and  answers  for  the  record  from  NAPA  follow:] 
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Questions  for  the  Record 
Chairman  Lightfoot 


Question  1:   Does  OPM  do  a  good  job  of  overseeing  Federal  Personnel  Policy? 

There  are  significant  problems  with  federal  personnel  policy.  The  causes  of  the  problems  are 
not  directly  linked  to  OPM  oversight.  A  more  significant  causal  factor  has  been  a  monolithic 
approach  to  policy  development  which  drives  a  "one  size  fits  all"  policy,  and  a  focus  on 
personnel  inputs  and  processes  rather  than  outcomes.  The  federal  government  is  a  complex 
organization  with  diverse  missions  which  range  from  organizations  with  large  blue-collar 
workforces  to  some  of  the  world's  foremost  scientific  organizations.  The  notion  that  the  same 
personnel  policies  are  appropriate  in  these  vastly  different  settings  is  unrealistic.  This  fact 
creates  an  adverse  climate  for  OPM  oversight  since  they  are  required  to  seek  adherence  to 
policies  which  are  not  always  appropriate  for  the  mission  and  culture  of  some  federal 
organizations.  The  issue  of  focus  on  process  rather  than  outcome  is  a  productive  area  for 
improving  OPM  oversight.  The  outcome  which  should  be  expected  from  the  personnel  system 
is  a  clear  contribution  to  agency  mission  accomplishment,  not  lock-step  adherence  to  centralized 
rules.  If  OPM's  oversight  focuses  more  on  outcomes,  they  will  be  better  able  to  help  the 
government  become  more  effective  and  identify  policy  changes  which  are  necessary  to  improve 
management  of  the  federal  workforce. 

Question  2:  Can  you  identify  another  organizational  structure  which  might  provide  more 
effective  leadership  than  OPM? 

As  mentioned  during  the  NAPA  testimony,  the  policy  and  oversight  functions  of  OPM  must  be 
performed  somewhere  in  the  executive  branch.  There  are  options,  including  placing  this 
function  in  OMB.  A  trend  in  the  private  sector  is  to  strengthen  the  role  of  the  senior  human 
resources  executive  by  having  that  person  report  to  the  chief  executive  officer.  OPM's  role  as 
the  primary  advisor  to  the  President  on  civil  service  matters  should  be  strengthened  by  providing 
a  structure  which  ensures  that  the  Director  of  OPM  has  appropriate  direct  access  to  the  President 
and  his  senior  staff  on  civil  service  matters.  It  is  not  clear  that  such  a  structure  currently  exists. 

Question  3:   Does  OPM  do  a  good  job  of  providing  technical  assistance? 

OPM  has  significant  expertise  in  the  area  of  civil  service  rules  and  regulations.  What  is 
sometimes  lacking  is  the  ability  to  translate  those  rules  to  specific  mission  situations  to  help 
agencies  more  effectively  accomplish  their  mission  goals.  This  is  not  wholly  a  problem  with 
OPM,  but  is  often  a  function  of  the  shortcomings  of  a  centrally  controlled,  rule  based  system 
being  applied  to  a  diverse  and  rapidly  changing  government.  If  OPM  is  to  improve  their  ability 
to  provide  technical  assistance  which  adds  value  to  agencies'  missions,  they  will  need  to  recruit 
and  train  individuals  who  are  skilled  in  the  tailored  application  of  modem  human  resources 
techniques  to  different  settings.  This  will  require  a  broader  set  of  skills  than  those  needed  to 
research  and  inteipret  civil  service  rules. 
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Question  4:  Mr  CipoUa  mentioned  in  his  testimony  that  OFM,  MSPB,  EEOC,  and  FLRA 
each  have  some  responsibilities  involving  the  adjudication  or  mediation  of  personnel 
disputes.     What  would  be  a  better  organizational  structure? 

NAPA  is  currently  examining  this  issue  as  part  of  a  project  with  31  federal  agencies.  At  this 
point,  we  do  not  have  a  firm  recommendation.  However,  the  goal  should  be  to  achieve  a 
simplified  process  which  removes  duplicative  channels  of  appeal.  This  may  suggest  a  single 
agency  for  federal  employee  complaints.  We  will  have  more  information  on  this  subject  when 
we  complete  our  work  on  this  issue.  We  will  provide  more  information  to  the  subcommittee 
when  we  complete  our  analysis  of  the  employee  complaint  and  appeal  jurisdictional  overlap 
issue. 


Questions  for  the  Record 
Mr.  Coleman 


Question  1:  Have  you  examined  the  ramiflcations  of  allowing  more  federal  employees  to 
work  under  the  telecommuting  concept? 

We  are  aware  that  this  practice  is  rapidly  expanding  in  the  private  sector,  and  that  a  number  of 
federal  agencies  have  adopted  pilot  programs  to  test  the  concept.  We  have  not  examined  this 
practice  in  any  formal  way. 

Question  2:  Should  downsizing  be  approached  in  a  manner  other  than  across  the  board? 
Possibly  focusing  on  geographic  areas  with  a  broader  economic  base  to  absorb  the  excess 
employees? 

As  we  stated  in  our  testimony,  we  believe  that  downsizing  decisions  need  to  be  based  on  the 
work  to  be  done  and  not  be  accomplished  in  an  across  the  board  manner.  We  do  not  believe 
that  granting  exclusions  based  on  geographic/economic  considerations  is  the  best  way  to  ensure 
that  government  maintains  an  effective  workforce  to  accomplish  the  federal  government's 
mission. 

Question  3:   Comments  on  the  Border  Trade  Alliance  (BTA)  position  paper? 

We  have  not  had  an  opportunity  to  consider  all  of  the  implications  of  the  BTA  position  paper. 
NAPA  has  consistently  been  m  favor  of  organizational  changes  which  eliminate  overlap  and 
confusion  about  roles  and  responsibilities.  The  goals  of  better  public  service  at  the  lowest 
possible  cost  is  certainly  meritorious,  but  we  would  need  considerably  more  information  about 
this  situation  before  endorsing  the  specifics  of  the  BTA  proposal. 
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Question  4:  Why  is  it  in  the  best  interest  to  keep  diverse  segments  of  the  population  as 
federal  employees,  especially  if  we  do  try  to  achieve  a  more  customer-driven  government? 

Competence  must  always  be  the  key  selection  criterion  for  public  service.  There  are  competent 
people  within  all  segments  of  our  society.  A  competent  diverse  workforce  that  reflects  as  well 
as  represents  our  society  enhances  the  legitimacy  of  public  service.  The  principal  goal  of 
achieving  a  diverse  workforce  is  to  enhance  the  government's  ability  to  provide  service  to  a 
diverse  population.  This  practice  has  received  considerable  support  among  private  firms  who 
view  effective  diversity  programs  as  a  key  element  of  their  competitive  strategy.  Examples  of 
such  companies  include  Allstate  Insurance,  Apple  Computer,  Avon  Products,  Bank  of  America, 
Gannett  Company,  Inc.,  and  US  West  Communications.  Further,  the  last  in,  first  out  situation 
weakens  organizations  due  to  the  loss  of  employees  who  are  just  entering  their  most  productive 
years,  due  in  part  to  government  investments  in  their  training  and  development.  Under  a  last 
in,  first  out,  approach  to  downsizing,  the  remaining  workforce  tends  to  be  people  who  have 
fewer  years  of  service  ahead  of  them,  and  who  may  not  have  the  most  recent  academic  or 
technical  knowledge.  Also,  the  more  senior  employees  receive  higher  compensation,  on  average. 
NAPA  believes  that  the  taxpayers  will  benefit  if  acceptable  techniques  can  be  found  to  create 
incentives  for  the  senior  employees  to  leave  with  dignity  while  retaining  the  employees  with 
longer  term  career  interests. 
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Thursday,  January  19,  1995. 

DOWNSIZING  GOVERNMENT/GSA  CONSTRUCTION  AND 
LEASING 

WITNESSES 

CHARLES  A.  WORISCHECK,  CHAIRMAN  OF  THE  PROCUREMENT  SUB- 
COMMITTEE, NATIONAL   SOCIETY   OF   PROFESSIONAL  ENGINEERS 
(NSPE) 
GLENN  UTTLE,  ASSOCIATED  GENERAL  CONTRACTORS  OF  AMERICA 
THOMAS  B.  McCHESNEY,  PRESIDENT,  BUILDING  OWNERS  AND  MAN- 
AGERS ASSOCL^TION 

Introduction 

Mr.  LiGHTFOOT.  I  would  like  to  call  the  hearing  to  order  this 
morning. 

This  morning  we  are  continuing  our  hearings  on  downsizing  the 
Federal  Government  with  a  discussion  on  the  way  that  government 
fulfills  its  required  work  space  for  the  Federal  agencies,  in  general. 
GSA,  our  government's  contracting  officer,  they  provide  the  office 
and  courtroom  space.  GSA  repairs  and  rewards  contracts,  either  to 
build  a  new  facility  or  lease  an  existing  building  that  is  on  the  com- 
mercial market. 

The  witnesses  we  have  before  the  subcommittee  today  represent 
trade  organizations  that  provide  engineering,  construction,  and 
management  skills  in  the  private  sector  as  well  as  the  public  sec- 
tor. Members  of  these  organizations  have  often  performed  services 
for  GSA,  and  we  hope  to  probe  on  their  expertise  this  morning  and 
see  if  there  are  some  things  we  can  do  to  do  a  better  job. 

We  have  asked  them  to  share  their  views  with  us  on  comparisons 
between  private  and  public  sector  construction  leasing  programs,  as 
well  as  on  ideas  of  how  we  can  reduce  the  costs  associated  with  the 
building,  design,  construction,  leasing  and,  of  course,  management 
as  well. 

I  would  like  to  say  up  front  that  we  are  not  necessarily  promot- 
ing the  disestablishment  of  the  GSA.  That  is  not  the  purpose  of  the 
hearing  this  morning,  but  we  are  convinced  there  are  some  private 
sector  practices  which  GSA  could  apply  to  the  way  that  it  obtains 
buildings  for  the  government's  use,  and  it  is  that  sort  of  thing  of 
why  reinvent  the  wheel  when  we  have  got  some  real  test  tubes  out 
there  we  can  look  at  and  we  can  see  what  does  and  does  not  work. 

Additionally,  I  am  convinced  that  there  are  certain  Federal  re- 
porting requirements  that  add  administrative  burden,  as  well  as 
expense,  to  some  of  our  GSA  contracts  and  we  want  to  hear  about 
the  impact  of  these  requirements  fVom  people  who  actually  have  to 
implement  and  the  folks  that  live  with  them. 

In  the  area  of  construction,  I  am  very  concerned  about  the  factors 
which  drive  the  cost  of  construction  of  the  Federal  courthouses. 
There  appears  to  be,  and  I  guess  being  from  Iowa,  this  is  kind  of 
a  play  on  a  movie  that  was  made  out  in  our  part  of  the  country, 
but  if  you  appropriate  it,  they  will  spend  it.  If  you  build  it,  they 
will  come.  There  is  that  sort  of  a  mentality  and  I  think  that  we  find 
that  seems  to  be  somewhat  prevalent  in  the  design  and  the  con- 
struction of  courthouses. 
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If  we  provide  $200  million  for  a  courthouse,  the  courthouse  is 
going  to  be  built.  It  is  pretty  simple.  If  we  cut  the  amount  by  10 
percent,  interestingly  enough,  we  end  up  with  an  $880  million 
courthouse  and  it  seems  it  works  and  there  is  not  an  apparent  im- 
pact on  the  mission.  So  I  think  we  need  to  look  and  we  are  going 
to  look  at  how  our  thought  processes  work  in  those  areas. 

Courthouses  are  uniquely  government.  Engineer/construction 
firms  have  very  little  to  compare  with  the  private  sector,  but  I 
think  that  the  gentlemen  are  here  today  to  help  us  better  under- 
stand the  complexities  and  the  cost  drivers  that  are  inherent  in  a 
Federal  courthouse. 

And  additionally,  these  witnesses  may  be  able  to  share  some  sug- 
gestions on  cost  saving  measures  which  could  be  designed  into  the 
courthouse,  thereby  reducing  our  overall  cost  as  well. 

The  area  of  building  management,  we  think  that  there  should  be 
a  discussion  on  GSA's  role  in  managing  government  buildings.  Dur- 
ing the  hearing,  as  well  as  our  GSA  hearing  which  is  scheduled  in 
early  March,  we  plan  to  explore  how  GSA  performs  its  building 
management  function,  if  possible,  identify  some  ways  of  reducing 
government  costs  in  that  area  as  well. 

With  that,  I  would  like  to  recognize  our  subcommittee's  Ranking 
Minority  Member,  Mr.  Hoyer,  for  his  comments  and  after  that,  we 
will  have  some  brief  opening  remarks  and  continue  on. 

Mr.  Hoyer. 

Mr.  Hoyer.  Thank  you,  Mr.  Chairman.  I  would  like  to  welcome 
our  witnesses  today  to  the  second  overview  hearing  on  downsizing 
government  on  construction  and  leasing  issues. 

As  I  mentioned  yesterday,  I  am  in  full  support  of  reviewing  ways 
to  make  government  both  more  cost  effective  and  more  efficient.  In 
point  of  fact,  I  think  we  have  been  doing  that  over  the  last  two 
years  and  it  is  consistent  with  the  administration's  effort  on  re- 
viewing performance  and  reinventing  government. 

Obviously  the  National  Performance  Review,  an  on-going  process, 
is  now  looking  at  the  very  issues  that  the  Chairman  has  spoken  of 
in  terms  of  GSA's  operation.  Today's  hearing,  as  I  understand  it, 
focuses  on  ways  to  make  the  construction  and  leasing  programs 
under  GSA  more  effective  and  cost  conscious. 

That  is  also,  of  course,  what  Roger  Johnson,  the  Administrator 
of  the  General  Services  Administration  did  at  the  very  outset  in 
terms  of  his  time  out  and  review  process  in  which,  very  frankly,  we 
saved  millions  of  dollars,  at  least  in  projected  costs.  It  remains  to 
be  seen  whether  we  make  those  savings.  I  believe  we  will,  but  they 
are  prospective  in  nature.  As  the  committee  will  recall,  we  re- 
scinded some  $76  million,  is  it  not,  Betsy,  last  year,  based  upon  the 
time  out  and  review,  and  not  an  inconsequential  sum  of  money,  so 
that  we  have  in  fact  been  trying  to  do  exactly  what  we  can  obvi- 
ously do  better  and  what  we  constantly  need  to  review  in  order  to 
do  better.  This  issue  is  particularly  important  as  the  taxpayers  and 
the  Congress  are  very  concerned  about  the  size  of  government,  the 
cost  of  government  and  the  deficit  that  we  have  incurred  most 
starkly  over  the  last  14  years. 

I  look  forward,  therefore,  to  examining  the  approaches  presented 
today  and  looking  at  other  ideas  that  may  be  presented  over  the 
course  of  our  hearings.  I  will  add  one  thought  on  changes  to  the 
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leasing  and  construction  process  and  that  is  that  the  subcommittee 
can  only  go  so  far  in  making  changes.  Other  wider  changes  in  law 
will  have  to  be  done  through  the  appropriate  authorizing  commit- 
tees with  which  this  committee  has  cooperated  and  worked  very 
closely  in  the  past  and  I  am  sure  we  will  in  the  future. 

Let  me,  as  an  aside,  say,  Mr.  Chairman,  and  to  our  witnesses, 
I  may  not  be  able  to  be  here  for  the  whole  hearing,  for  which  I 
apologize.  I  will  review  it.  We  are  having  a  hearing  in  the  Labor 
Health  Appropriations  Committee  on  the  Corporation  for  Public 
Broadcasting  and  whether  that  ought  to  be  zero  funded.  Obviously 
a  matter  of  great  interest  in  and  of  itself,  so  I  may  have  to  run 
back  and  forth  between  the  two  committees,  but  I  welcome  you 
here,  look  forward  to  your  testimony,  and  assure  you  that  even  if 
I  am  not  here,  both  I  and  my  staff  will  be  reviewing  your  testimony 
to  see  what  applications  we  can  make  to  get  our  costs  down,  to  do 
it  better,  and  to  give  a  better  service  to  the  American  taxpayer. 

Thank  you,  Mr.  Chairman. 

Mr.  LiGHTFOOT.  Thank  you,  Mr.  Hoyer.  Our  three  witnesses 
today,  Mr.  Charles  Worischeck,  Chairman  of  the  Procurement  Sub- 
committee, National  Society  of  Professional  Engineers,  Mr.  Glenn 
Little,  Associated  General  Contractors  of  America,  and  Mr.  Thomas 
McChesney,  President,  Building  Owners  and  Managers  Associa- 
tion. 

Mr.  Worischeck,  if  would  you  like  to  start  and  we  will  make  all 
of  your  prepared  testimony  a  part  of  the  record  and  you  may  pro- 
ceed as  you  see  fit. 

Summary  Statement  of  NSPE 

Mr.  Worischeck.  Good  morning,  Mr.  Chairman  and  Members  of 
the  subcommittee.  I  am  Charles  Worischeck,  a  licensed  professional 
engineer.  I  represent  the  National  Society  of  Professional  Engi- 
neers and  I  am  the  Chairman  of  its  Procurement  Subcommittee 
and  I  am  a  representative  of  NSPE's  Professional  engineers  in  con- 
struction (PEC)  practice  division. 

The  National  Society  of  Professional  Engineers  appreciates  the 
opportunity  to  offer  testimony  to  the  Subcommittee  on  Treasury, 
Postal  Service  and  General  Government  and  on  the  various  types 
of  project  delivery  systems  and  how  they  affect  construction  costs. 

The  National  Society  of  Professional  Engineers  was  founded  in 
1934  and  represents  70,000  engineers  in  the  United  States  and 
abroad  in  535  local  chapters  and  54  State  and  territorial  societies. 
NSPE  is  a  broad-based  interdisciplinary  society  representing  all 
technical  disciplines  and  all  areas  of  engineering  practice,  including 
government,  industry,  education,  private  practice,  and  construction. 

Projects  may  be  designed  and  constructed  using  one  of  several 
project  delivery  systems  including  design-bid-build,  design-build, 
turnkey,  construction  management,  and  privatization.  Determining 
which  project  delivery  system  to  apply  to  a  given  project  depends 
upon  the  project's  level  of  complexity,  time  for  completion,  and  the 
funds  available  for  the  project. 

No  matter  what  type  of  project  delivery  system  is  selected,  NSPE 
recommends  that  project  quality,  rather  than  cost  alone,  be  the  pri- 
mary consideration  of  public  agencies.  Low  cost  should  not  be  the 
sole  influence,  particularly  in  the  project's  design  phase  since  poor 
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design  will  result  in  reduced  quality  of  the  final  project  and  in- 
creased life  cycle  costs. 

Traditionally,  the  project  delivery  system  of  choice  in  the  U.S. 
public  sector  has  been  design-bid-build.  Under  the  design-bid-build 
system,  the  project's  design  and  construction  are  contracted  sepa- 
rately. The  quality  of  the  project  design  is  ensured  since  the  owner 
selects  the  professional  design  services  on  the  basis  of  qualifica- 
tions and  then  negotiates  a  reasonable  fee  with  the  selected  profes- 
sional. The  services  for  construction  are  contracted  by  competitive 
bidding. 

NSPE  has  long  supported  the  procurement  of  engineering  design 
services  by  government  entities  on  the  basis  of  qualifications.  Fed- 
eral agencies  are  required  by  Public  Law  92-582,  commonly  known 
as  the  Brooks  Architect  and  Engineer  (A/E)  Act,  to  base  their  selec- 
tion of  design  professionals  on  qualifications.  Most  States  and  local- 
ities have  adopted  similar  qualifications-based  selection  procedures. 

NSPE's  support  for  the  qualifications-based  procurement  proce- 
dure is  based  on  the  following: 

Qualifications-based  selection  ensures  that  projects  are  designed 
in  a  manner  that  is  safe,  innovative,  environmentally  sound,  and 
cost  effective  over  the  project's  life  cycle. 

Qualifications-based  selection  allows  factors  which  affect  life 
cycle  costs,  such  as  construction  operations  and  maintenance  to  be 
factored  into  project  design.  Competitive  bidding,  on  the  other 
hand,  focuses  only  on  initial  capital  costs.  Over  the  life  of  a  project, 
the  engineering,  design  and  related  services  account  for  less  than 
one-half  of  1  percent  of  total  costs.  Yet  these  services  play  major 
roles  in  determining  the  other  99.5  percent  of  the  project's  life-cycle 
costs.  The  owner  is  more  likely  to  obtain  a  qualified  service  pro- 
vider through  qualifications-based  selection  than  through  competi- 
tive bidding.  This  is  because  the  qualifications-based  selection  pro- 
cedure requires  proposers  to  submit  information  regarding  the  ap- 
plicability of  their  qualifications  to  the  particular  project  at  hand. 
This  information  usually  includes  specialized  experience  for  the 
work  required;  past  quality  and  performance  of  work;  evidence  of 
timely  completion  on  other  assignments;  current  work  load  and  size 
of  stafi";  financial  stability  and  many  other  factors.  Thus,  the  owner 
makes  his  or  her  decision  on  these  factors  rather  than  price. 

NSPE  also  recognizes  design-build  as  a  potentially  viable  and  ac- 
ceptable system  for  project  delivery.  Under  design-build,  a  single 
entity  known  as  the  designer/builder  is  contractually  responsible 
for  both  the  desigii  and  construction  of  a  project. 

Both  design-build  and  design-bid-build  can  meet  the  public  need, 
but  the  choice  of  which  system  to  use  depends  on  the  nature  of 
each  project.  Accordingly,  the  Federal  Government  should  not  man- 
date a  single  project  delivery  system  for  its  construction  projects. 
Only  by  allowing  agencies  the  flexibility  to  select  from  among  the 
array  of  available  project  delivery  systems  will  the  Federal  Govern- 
ment achieve  its  objective  of  providing  quality  and  cost  efficient 
buildings  and  other  structures.  Professional  engineers,  architects, 
and  other  licensed  design  professionals  have  legal  and  ethical  re- 
sponsibilities to  protect  the  public's  safety,  health,  and  welfare.  No 
project  delivery  system  should  overlook,  diminish,  or  delegate  this 
responsibility.  No  matter  which  project  delivery  system  is  used, 
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owners  should  be  required  to  select  professional  design  services  on 
the  basis  of  qualifications  rather  than  price.  In  the  case  of  design- 
build,  the  designer/builder  must  be  procured  on  the  basis  of  its 
qualifications  since  design  and  construction  services  are  both  in- 
cluded in  the  combined  contract.  This  will  require  owners,  particu- 
larly those  with  a  penchant  for  competitive  bidding  rather  than 
qualifications-based  selection,  to  reinvent  both  their  procurement 
mind-set  and  the  procurement  procedures  themselves  using  a  "best 
value"  concept,  which  means  obtaining  the  highest  quality  possible 
at  the  best  price  possible,  rather  than  a  lowest-price  concept. 

The  design-build  process  when  properly  applied  will  produce  in- 
novation, construction  efficiencies,  real  time  savings,  and  a  reduc- 
tion in  the  owner's  need  to  monitor  the  designer  constructor  inter- 
face and  to  fix  total  project  cost  earlier  in  the  process  than  with 
other  project  delivery  systems. 

The  design-build  process  is  a  different  type  of  procurement  proc- 
ess. It  will  require  different  thinking  on  the  part  of  procurement 
officials,  a  new  paradigm.  For  those  who  have  been  accustomed  to 
using  the  low  bid  system  exclusively,  it  will  take  extra  effort  to 
master  a  new  system. 

We  have  attached  copies  of  the  NSPE  discussion  paper  and  pro- 
fessional policy  on  design-build  in  the  public  sector. 

NSPE  appreciates  the  opportunity  to  provide  testimony  on 
project  delivery  systems  which  may  reduce  construction  costs  for 
the  Federal  Government  and  commends  the  subcommittee  for  hold- 
ing a  hearing  on  this  important  subject. 

Thank  you. 

Mr.  LiGHTFOOT.  Thank  you,  sir.  And  in  chronological  order,  we 
have  designed  it  and  now  we  are  going  to  build  it. 

[The  NSPE  prepared  statement  follows:] 
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National  Society  of 
Profsaaknud  Engineers 


TESTIMONY 

ON  BEHALF  OF  THE 

NATIONAL  SOCIETY  OF  PROFESSIONAL  ENGINEERS 

ON 

PROJECT  DELIVERY  SYSTEMS 

BEFORE  THE 

SUBCOMMFTTEE  ON  TREASURY,  POSTAL  SERVICE, 

AND  GENERAL  GOVERNMENT 

OF  THE 

COMMITTEE  ON  APPROPRIATIONS 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

January  19,  1995 


Good  Morning,  Mr.  Chaiiman  and  members  of  the  Subcommittee.  I  am  Charles  Worischeck,  P.E., 
a  licensed  professional  engineer.  I  represent  the  National  Society  of  Professional  Engineers  (NSPE) 
and  am  the  Chairman  of  its  Procurement  Subcommittee  and  a  representative  of  NSPE's  Professional 
Engineers  in  Construction  (PEC)  practice  division. 

The  National  Society  of  Professional  Engineers  appreciates  the  opportunity  to  offer  testimony  to  the 
Subcommittee  on  Treasury,  Postal  Service  and  General  Government  and  on  the  various  types  of 
project  delivery  systems  and  how  they  affect  construction  costs. 

The  National  Society  of  Professional  Engineers  (NSPE)  was  founded  in  1934  and  represents  70,000 
engineers  in  the  United  States  and  abroad  in  535  local  chapters  and  54  state  and  territorial  societies. 
NSPE  is  a  broad-based  interdisciplinary  society  representing  all  technical  disciplines  and  all  areas  of 
engineering  practice,  including  government,  industry,  education,  private  practice,  and  construction. 

Projects  may  be  designed  and  constructed  using  one  of  several  project  delivery  systems  including 
design-bid-build,  design-build,  turnkey,  construction  management,  and  privatization.  Determining 
which  project  delivery  system  to  apply  to  a  given  project  depends  upon  the  project's  level  of 
complexity,  time  for  completion  and  the  funds  available  for  the  project. 

No  matter  which  type  of  project  delivery  system  is  selected,  NSPE  recommends  that  project  quality, 
rather  than  cost  alone,  be  the  primary  consideration  of  public  agencies.  Low  cost  should  not  be  the 
sole  influence,  particularly  in  the  project's  design  phase  since  poor  design  will  result  in  reduced  quality 
of  the  final  project  and  increased  life-cycle  costs. 

Traditionally,  the  project  delivery  system  of  choice  in  the  U.S.  public  sector  has  been  design-bid-build. 
Under  the  design-bid-build  system,  the  project's  design  and  construction  are  contracted  separately. 
The  quality  of  the  project  design  is  ensured  since  the  owner  selects  the  professional  design  services 
on  the  basis  of  qualifications  and  then  negotiates  a  reasonable  fee  with  the  selected  professional.  The 
services  for  construction  are  contracted  by  competitive  bidding. 

NSPE  has  long  supported  the  procurement  of  engineering  design  services  by  govenunental  entities  on 
the  basis  of  qualifications.  Federal  agencies  are  required  by  P.L.  92-582  (commonly  known  as  the 
Brooks  Architect  and  Engineer  (A/E)  Act)  to  base  their  selection  of  design  professionals  on 
qualifications.  Most  states  and  localities  have  adopted  similar  qualifications-based  selection 
procedures. 

NSPE's  support  for  the  qualifications-based  selection  procurement  procedure  is  based  on  the  foUowing: 


Qualifications-Based  Selection  ensures  that  projects  are  designed  in  a  manner  that  is  safe, 
iimovative,  environmentally  sound,  and  cost  effective  over  the  project's  life-cycle. 

Qualifications-Based  Selection  allows  factors  which  affect  life-cycle  costs  such  as  construction, 
operations,  and  maintenance  to  be  factored  into  project  design.  Competitive  bidding,  on  the 
other  hand,  focuses  only  on  initial  capital  costs.  Over  the  life  of  a  project,  the  engineering, 
design,  and  related  services  account  for  less  than  one-half  of  one  percent  of  total  costs.'  Yet 
these  services  play  major  roles  in  determining  the  other  99.5  percent  of  the  project's  life  cycle 
costs;  and, 
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•  The  owner  is  more  likely  to  obtain  a  qualified  service  provider  through  qualifications-based 
selection  than  through  competitive  bidding.  This  is  because  the  qualifications-based  selection 
procedure  requires  proposers  to  submit  information  regarding  the  applicability  of  their 
qualifications  to  the  particular  project  at  hand.  This  information  usually  includes  specialized 
experience  for  the  work  required;  past  quality  and  performance  of  work;  evidence  of  timely 
completion  on  other  assignments;  current  workload  and  size  of  staff;  financial  stability; 
reputation  among  fellow  professionals;  awards,  honors  or  other  recognition  of  outstanding 
work;  special  resources  or  capabilities;  and,  anticipated  rapport  and  compatibility  with  the 
client.   Thus  the  owner  makes  his/her  decision  on  these  factors  rather  than  price. 

NSPE  also  recognizes  design-build  as  a  potentially  viable  and  acceptable  system  for  project  delivery. 
Under  design-build,  a  single  entity  (known  as  the  design-builder)  is  contractually  responsible  for  both 
the  design  and  construction  of  a  project. 

Both  design-build  and  design-bid-build  can  meet  the  public  need,  but  the  choice  of  which  system  to 
use  depends  on  the  nature  of  each  project.  Accordingly,  the  Federal  government  should  not  mandate 
a  single  project  delivery  system  for  its  construction  projects.  Only  by  allowing  agencies  the  flexibility 
to  select  from  among  the  array  of  available  project  delivery  systems  will  the  Federal  government 
achieve  its  objective  of  providing  quality  and  cost  efficient  buildings  and  structures.  Professional 
engineers,  architects,  and  other  licensed  design  professionals  have  legal  and  ethical  responsibilities  to 
protect  the  public  health,  safety,  and  welfare.  No  project  delivery  system  should  overlook,  diminish, 
or  delegate  this  responsibility.  No  matter  which  project  delivery  system  is  used,  owners  should  be 
required  to  select  professional  design  services  on  the  basis  of  qualifications  rather  than  price.  In  the 
case  of  design-build,  the  design-builder  must  be  procured  on  the  basis  of  its  qualifications  since  design 
and  construction  services  are  both  included  in  the  combined  contract.  This  will  require  owners, 
particularly  those  with  a  penchant  for  competitive  bidding  rather  than  qualifications-based  selection, 
to  reinvent  both  their  procurement  mindset  and  the  procurement  procedures  themselves,  using  a  "best 
value"  concept  (obtaining  the  highest  quality  possible  at  the  best  price  possible)  rather  than  a  lowest 
price  concept. 

The  design-build  process  when  properly  applied  will  produce  innovation,  construction  efficiencies,  real 
time  savings,  and  a  reduction  in  the  owners  need  to  monitor  the  designer/constructor  interface  and  to 
fix  total  project  cost  earlier  in  the  process  than  with  other  project  delivery  systems. 

The  design-build  process  is  a  different  type  of  procurement  process.  It  will  require  different  thinking 
on  the  part  of  procurement  officials,  a  new  paradigm.  For  those  who  have  been  accustomed  to  using 
the  low  bid  system  exclusi"ely,  it  will  take  extra  effort  to  master  a  new  system. 

We  have  attached  copies  of  the  NSPE  discussion  paper  and  professional  policy  on  Design-Build  in  the 
Public  Sector. 

NSPE  appreciates  the  opportunity  to  provide  testimony  on  project  delivery  systems  which  may  reduce 
construction  costs  for  the  federal  government  and  commends  the  Subcommittee  on  Treasury,  Postal 
Service  and  General  Government  for  holding  a  hearing  on  this  important  subject. 


Price  Bidding  for  Design  Professionals:  Is  It  in  the  PubUc  Interest?,  Amencan  Consulting  Engineers  CouncU,  Washington, 
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NSPE  Discussion  Paper 

DESIGN-BUILD  IN  THE  PUBUC  SECTOR 


INTRODUCTION 


Design-build  is  a  project  delivery  system  whereby  a  single  entity  (known  as  the  design- 
builder)  is  contractually  responsible  for  both  the  design  and  construction  of  a  project. 
Design-build  is  a  distinct  alternative  to  design-bid-build,  which  has  been  the  project  delivery 
system  of  choice  in  the  U.S.  public  sector.   Under  design-bid-build,  the  project's  design  and 
construction  are  contracted  separately.   The  owner  usually  selects  professional  design 
services  on  the  basis  of  qualifications  and  then  negotiates  the  fee  with  the  selected 
professional  and  contracts  for  construction  services  by  competitive  bidding. 

In  the  public  sector,  design-build  is  used  as  a  specialized  project  delivery  system  in  certain 
limited  situations.   Public  agencies  have  used  an  array  of  design-build  arrangements  for 
project  construction.    Government  officials,  design  professionals,  and  construction 
contractors  involved  in  these  efforts  report  mixed  opinions  on  the  organization  and  success  of 
this  system. 

Public  agencies  are  some  times  restricted  from  using  design-build  by  statutes  and 
regulations  written  with  the  design-bid-build  project  delivery  system  in  mind.   These  laws, 
enacted  to  protect  the  public,  may  not  be  appropriate  when  applied  to  design-build.   Selection 
of  the  design-build  project  delivery  system  without  modification  to  current  statutes  and 
regulations  can  result  in  consequences  that  are  contrary  to  the  public  interest.   Consequently, 
public  agencies  are  seeking  statutory  and  regulatory  changes  to  overcome  some  of  the 
barriers  to  implementing  design-buUd. 

Despite  these  statutory  and  regulatory  barriers,  design-build  may  nevertheless  be  considered 
a  viable  system  for  project  delivery.   Clearly,  it  is  an  accqptable  system,  as  design-build  has 
been  used  in  the  U.S.,  and  is  in  more  frequent  use  in  other  parts  of  the  world,  in  both  the 
public  and  private  sectors. 

The  National  Society  of  Professional  Engineers  (NSPE)  adopted  a  professional  policy  on 
the  design-build  project  delivery  system  over  twenty  years  ago  after  intensive  internal 
discussions  concerning  the  ethical  and  professional  considerations  of  such  a  policy.  That 
policy  reads: 

The  National  Society  of  Professional  Engineers  recognizes  that  design/construct  or 
turnkey  is  an  established  and  acceptable  process  and  that  an  owner  desiring  to  use  this 
procedure  may  properly  obtain  engineering  services  by  combining  the  design  and 
construction  under  a  single  agreement  with  a  firm  qusdified  in  both  respects. 
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Regardless  of  the  method  selected,  the  engineering  services  should  be  performed 
under  the  direction  of  a  registered  professional  engineer  competent  in  the  specific 
areas  of  practice  required  for  the  successful  completion  of  the  project.' 

It  is  the  responsibility  of  the  professional  engineer,  legally  and  ethically,  to  protect  the 
public  health,  safety,  and  welfare  on  projects  in  which  they  arc  involved.   This  responsibility 
cannot  be  overlooked,  lessened,  or  delegated  in  the  design  of  a  project  using  design-build  or 
any  other  project  delivery  system. 

NSPE  seeks  to  educate  and  inform  its  members  and  the  public  on  the  use  of  the  design- 
build  project  delivery  system  in  the  public  and  private  sector.   NSPE,  representing  engineers 
in  all  areas  of  practice,  is  able  to  present  a  comprehensive  view  on  this  subject,  as  each  of 
these  practice  areas  has  developed  a  different  perspective  based  on  their  roles  in  and 
experiences  with  the  design-build  project  delivery  system. 

The  body  of  this  paper  highlights  experiences  and  concerns  derived  from  the  woric  of  many 
of  our  members  in  the  design-build  project  delivery  system.   NSPE  recommends  this  paper 
as  an  aid  to  those  considering  the  use  of  design-build,  those  considering  offering  their 
services  under  a  design-build  arrangement,  and  those  involved  in  revising  and  implementing 
the  statutes  and  regulations  governing  public  procurement  procedures. 

BACKGROUND 

The  Project  Delivery  System 

The  process  by  which  projects  are  designed  and  constructed  is  known  as  the  project  delivery 
system.   Any  project  delivery  system  consists  of  numerous  stages,  including  identification  of 
need  for  the  project;  development  of  a  scope  of  work;  development  of  a  cost  estimate; 
authorization  and  sqjpropriation  of  funds;  land  acquisition  (if  necessary);  in-house  design  or 
request  for  proposal  (RFP)  for  design  woric  by  a  consulting  design  professional;  in-house 
construction  or  procurement  of  outside  construction  services;  contract  negotiation;  project 
supervision;  and  post-construction  management.  These  stages  may  be  accomplished  by 
different  arrangements  of  entities,  leading  to  an  array  of  project  delivery  systems  such  as 
design-bid-build,  design-build,  turnkey,  construction  management,  and  privatization.   Project 
delivery  systems  for  public  works  projects  involve  multiple  participants,  including  the  public, 
the  government  agency  (hereafter  referred  to  as  the  owner),  construction  contractors 
(hereafter  referred  to  as  the  constructor),  and  design  professionals  (hereafter  referred  to  as 
the  designer).   For  the  purposes  of  this  paper,  the  terms  "designer"  and  "constructor"  apply 
both  to  independent  entities  and  to  the  internal  design  and  construction  units  within  a  full- 
service  design-build  firm. 

The  engineering  profession  plays  a  key  role  in  the  project  delivery  system.   The  public  is 
most  familiar  with  the  engineer  as  the  designer  of  the  project.   But,  engineers  also  fUl  other 
key  design,  administration,  and  management  roles  in  the  system  as  employees  or 
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representatives  of  the  owner,  the  construction  manager,  and  the  constructor.  The  engineering 
profession  has  a  broad  perspective  on  all  stages  of  the  project  delivery  system  because  of  this 
breadth  of  roles. 

History  of  Design-Build 

Design-build  is  not  a  new  project  delivery  system,  but  rather  one  that  has  been  used  for 
centuries  throughout  the  world.   Those  who  built  the  projects  that  are  landmarics  of  ancient 
civilization  used  processes  essentially  similar  to  modem  design-build.   Also,  in  the  early 
years  in  the  United  States,  much  of  the  public  infrastructure  was  built  using  the  design-build 
method. 

The  present  design-bid-build  system,  whereby  design  and  construction  are  separated,  was 
borne  out  of  the  "spoils  system"  and  a  lack  of  widespread  technical  expertise.    Conceptually, 
design-bid-build  was  established  to  produce  facilities  to  meet  the  needs  of  a  growing 
population  at  the  "lowest  cost"  to  the  public.   The  system  ensured  that  goods  and  services 
were  purchased  on  the  basis  of  a  "low  bid."   This  was  in  contrast  to  prior  systems  whereby 
purchases  could  be  made  on  the  basis  of  political  or  personal  preferences  as  opposed  to  who 
may  offer  the  best  work.   Design-bid-build  functioned  on  the  basis  that  project  plans  and 
specifications,  prepared  by  trained  professionals  and  executed  by  a  properly  supervised  "low 
bidder,"  would  produce  the  desired  product  at  the  lowest  cost. 

That  concept  fostered  our  present  system  of  procurement  statutes  and  regulations,  an 
enormous  number  of  contract  disputes,  inevitable  litigation,  and  a  resulting  body  of  case  law. 
Consequently,  owners,  designers,  and  constructors  have  been  pursuing  alternative  methods  to 
make  the  interfaces  in  project  delivery  systems  more  workable.   Design-build  is  one  such 
effort. 

Since  the  1940s  the  private  sector  has  successfully  used  design-build  in  the  U.S.  for  a  range 
of  projects,  including  industrial  plants,  hospitals,  office  buildings,  retail  centers,  and  hotels. 
It  has  been  estimated  that  by  1997,  77  percent  of  private  sector  projects  will  be  built  on  the 
basis  of  design-build.^  It  is  important  to  recognize  that  the  successful  ^iplication  of  design- 
build  in  the  private  sector  does  not  necessarily  mean  that  the  public  sector  will  experience 
equivalent  success.  There  are  substantial  differences  between  these  two  sectors,  particularly 
in  their  latitude  to  select  the  design-builder. 

While  the  U.S.  public  sector  predominantly  uses  the  design-bid-build  project  delivery 
system,  use  of  design-build  is  increasing.   Ilie  public  sector  has  used  design-build  for  the 
design  and  construction  of  prisons,  public  and  military  housing,  educational  facilities, 
physical  fitness  facilities,  warehouses,  and  other  projects  where  the  scope  of  work  can  be 
easily  developed  or  replicated.   In  some  cases,  the  public  sector  has  used  design-build  in 
conjunction  with  privatization,  an  emerging  public  works  management  system  whereby  the 
government  contracts  with  a  private  entity  to  undertake  some  or  all  phases  of  the  system  that 
have  been  traditionally  the  responsibility  of  the  government,  including  project  financing,  land 
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acquisition,  design,  construction,  operation,  and/or  ownership. 

The  federal  government's  experience  with  design-build  is  rather  recent,  in  part  because  the 
i^jplicabie  federal  regulations  have  been  a  disincentive  to  its  use.   For  example,  the  Federal 
Acquisition  Regulation  (FAR)  System  includes  a  provision  under  its  rules  for  construction 
and  architect-engineer  contracts  that  states,  "no  contract  for  the  construction  of  a  project  shall 
be  awarded  to  the  firm  that  designed  the  project  or  its  subsidiaries  or  affiliates,  except  with 
the  s^jproval  of  the  head  of  the  agency  or  authorized  representative."^ 

The  U.S.  Department  of  Defense  (DOD),  has  used  design-buUd  only  since  1987,  when  it 
received  authorization  under  the  Military  Construction  Authorization  Act  of  1986.   In  that 
statute.  Congress  authorized  DOD  to  enter  into  no  more  than  three  contracts  per  year  for 
military  construction  projects  using  turnkey  procedures.   Turnkey,  similar  to  design-build,  is 
a  project  delivery  system  in  which  the  owner  procures  a  single  entity  for  limited  real  estate 
services,  such  as  project  fmancing  and  site  selection/purchase,  in  addition  to  design  and 
construction  services.    In  the  National  Defense  Authorization  Act  for  Fiscal  Years  1992  and 
1993,  Congress  lifted  the  three-per-year  limitation  on  turnkey  contracts  and  instead 
authorized  the  military  agencies  (Army,  Navy  and  Air  Force)  to  use  turnkey  procedures  for 
construction  projects  on  a  projea-by-project  basis,  with  prior  departmental  ^jproval. 

Civilian  federal  agencies  are  also  using  design-build  under  their  general  acquisition 
authorities.   The  General  Services  Administration  (GSA),  which  is  responsible  for  the 
construction  of  federal  buildings,  spent  $577  million,  33  percent  of  their  $1,719  billion  Fiscal 
Year  1991  budget,  on  design-build  projects.*  The  Departments  of  Energy,  State,  and 
Veterans  Affairs  are  also  using  the  design-build  project  delivery  system  on  a  number  of 
projects. 

At  the  state  level,  laws  and  legal  decisions  have  run  the  gamut  ftom  prohibiting  design- 
build  to  expressly  authorizing  its  use.   For  example,  Florida  has  adopted  changes  to  its 
procurement  and  licensing  statutes  so  that  design-build  by  public  agencies  is  legal.   Florida 
statute  also  provides  specific  agencies,  such  as  school  boards  and  the  Department  of 
Transportation,  the  express  authority  to  use  design-build.   Alaska,  California,  Idaho,  and 
Virginia  are  among  the  states  that  also  expressly  permit  design-build,  at  least  for  certain 
projects.   But  in  other  states,  such  as  New  York,  design-build  has  been  found  to  be 
incompatible  with  the  state's  procurement  and/or  licensing  statutes.' 

The  Design-Build  Team 

The  design-build  team  can  take  many  forms  depending  on  who  is  the  design-builder.   On 
some  projects  the  owner  is  the  design-builder  because  it  performs  all  of  the  design  and 
construction  phases  in-house.  In  other  cases,  the  owner  designs  the  project  to  an  incomplete 
level  and  then  awards  a  contract  to  an  outside  design-builder  to  complete  the  design  and 
construction.   In  still  other  circumstances,  the  owner  procures  the  services  of  an  outside 
design-builder  for  all  phases  of  design  and  construction. 


The  outside  design-builder  can  organize  itself  in  various  ways.   The  designer  and  the 
constructor  may  be  units  within  a  single  firm.   Or,  two  or  more  entities  may  form  a  joint 
venture,  establish  a  prime  contractor/subcontractor  relationship,  or  jointly  sign  a  contract. 
Eithei  the  designer  or  the  constructor  may  assume  the  lead  role  in  any  of  these  relationships. 

The  stnictuie  of  the  design-builder  will  vary  by  project,  depending  on  factors  such  as  the: 

•  scope  of  the  project; 

•  technical,  managerial,  and  administrative  design  and  construction  C2q)ability  of  the 
owner, 

•  technical,  managerial,  and  administrative  design  and  construction  cqiability  of  outside 
designers  and  constructors; 

•  availability  of  outside  designers  and  constructors; 

•  owner's  preference  as  to  the  structure  of  the  outside  design-builder  team; 

•  requirements  of  or  restrictions  in  federal,  state  or  local  statutes  and  regulations; 

•  case  law; 

•  contract  provisions; 

•  availability  of  financing,  insurance,  and  bonding  to  the  design-build  team  members; 
and, 

•  customary  business  practices  in  the  locality  or  region. 

Benefits  of  Design-build 

The  public  owner's  interest  in  using  design-build  is  attributable  to  several  potential  benefits 
derived  from  the  system  that  may  be  less  easily  attained  or  non-attainable  through  other 
systems.   The  following  are  among  the  potential  benefits. 

•  Project  costs  may  be  lowered  because  of  the  close  woridng  relationship  between  the 
designer  and  the  constructor,  who  are  on  the  same  design-build  "team."   This  may 
lead  to  the  incorporation  of  more  economical  design  features  and  the  ^iplication  of 
cost-saving  construction  methods. 

•  The  project  may  proceed  more  efficiently  because  designers  and  constructors  are 
members  of  the  same  team.   The  interface  between  designer  and  constructor,  often 
adversarial  within  design-bid-build  systems,  may  become  more  open  and  foster  a 
coq)erative  exchange  of  ideas  to  produce  a  profitable  project. 

•  Construction  efficiency  may  be  improved  because  design  efficiencies  can  be  woven 
into  the  entire  construction  process  and  because  the  designer,  as  a  member  of  the 
design-build  team,  can  participate  directly  in  resolving  design  issues  that  surface 
during  construction. 

•  The  owner  may  have  more  design  options  to  choose  from. 
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•  The  owner  may  gain  the  ability  to  fix  total  project  costs  earlier  in  the  process  than 
with  other  project  delivery  systems. 

•  The  project  may  be  completed  more  rapidly  because  the  procurement  of  design  and 
construction  services  is  consolidated  into  a  single  selection  process  and  because  "fast- 
track"  procedures  may  be  implemented  more  readily.   Fast-track  procedures  allow 
certain  elements  of  construction  to  proceed  in  step  with  the  design  process.    Design- 
bid-build,  on  the  other  hand,  usually  requires  completed  plans  and  specifications 
before  the  construction  process  (including  bidding)  can  commence. 

•  The  owner's  administrative  burdens  may  be  reduced  because  the  procurement  of 
design  and  construction  services  is  consolidated  into  a  single  selection  process. 

•  The  owner  establishes  a  single  point  of  contact  for  communicating  its  goals, 
objectives  and  scope  of  work. 

•  The  burden  on  the  owner  to  mediate  disputes  between  the  designer  and  the  constructor 
is  eliminated  because  a  sole  design-builder  may  be  held  contractually  accountable  and 
responsible  for  the  entire  project. 

•  The  owner  will  no  longer  need  to  monitor  the  designer/constructor  interface.   The 
design-bid-build  project  delivery  system,  on  the  other  hand,  requires  the  owner  to  be 
concerned  about  loss  of  communication  and  misunderstanding  between  designers  and 
constructors,  which  may  create  legal  and  liability  issues,  as  well  as  additional  costs. 

THE  PROBLEM  roENTDlED 

The  design-build  project  delivery  system  is  not  without  potential  problems.   Owners, 
designers,  and  constructors  who  have  worked  on  design-build  projects  report  mixed  opinions 
on  its  success.   The  following  are  among  the  potential  disadvantages  resulting  from  use  of 
design-build. 

•  The  project  cost  may  be  greater  because  of  extra  costs  or  claims  incurred  when  delays 
occur  in  the  construction  phase,  due  to  the  need  to  resolve  permitting  and 
environmental  issues  or  to  solidify  owner  preferences.   The  design-bid-build  project 
delivery  system,  on  the  other  hand,  generally  allows  for  resolution  of  these  issues 
during  the  less-expensive  design  phase. 

•  Higher  costs  may  be  incurred  if  the  owner  chooses  to  employ  a  separate  entity  to 
oversee  the  design-build  process.   In  the  design-bid-build  system  the  designer  who  has 
prq)ared  the  project  plans  and  specifications,  or  another  professional,  typically 
provides  oversight  of  construction  to  assure  the  owner  that  the  project  is  properly 
constructed.   When  using  design-build,  some  owners  have  found  it  necessary  to 
engage  an  indq)endent  design  and/or  construction  professional  to  review  the  woiic  of 
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the  design-build  team  to  assure  that  the  project  has  been  satisfactorily  executed. 

The  project  may  require  longer  completion  time,  particularly  if  the  scope  of  woric  or 
permitting  issues  are  unresolved.   If  a  design-build  pioject  is  awarded  with  an 
incomplete  scope  (including  project  specifications),  if  the  scope  is  modified  in- 
process,  or  if  permitting  and  environmental  issues  are  unresolved  after  construction  is 
conmienced,  projects  can  be  delayed. 

The  design-build  project  delivery  system  may  be  more  labor  intensive  and  technically 
demanding  for  the  owner  than  is  design-bid-build.   Design-build  projects  require  the 
owner  itself  to  carefully  prepare  a  scope  of  work  that  defines  its  requirements  in 
detail.   In  design-bid-build,  consulting  designers  may  provide  additional  definition  for 
project  requirements,  thus  requiring  less  labor  and  expertise  on  the  owner's  part.   The 
designer's  plans  and  specifications  are  then  reviewed  with  the  owner  prior  to  bidding 
the  project. 

The  owner  may  lose  direct  control  over  design.   Design-bid-build  provides  for  periods 
of  consultation  with  the  design  professional  serving  as  faithful  agent  or  trustee  for  the 
owner.   The  design-build  system,  on  the  other  hand,  places  the  designer  as  more 
accountable  to  the  design-build  team,  of  which  he  or  she  is  an  integral  part,  than  to 
the  owner. 

Design  decisions  may  be  determined  or  inqjpropriately  influenced  by  team  members 
other  than  the  designer.   This  is  more  likely  to  occur  when  a  non-designer  is  the  lead 
on  the  design-build  team.   The  leader  may  pressure  designers  to  reduce  self-imposed 
quality  criteria  or  design  standanis  to  minimum  levels  in  order  to  maximize  profit. 

The  direct  relationship  and  line  of  communication  between  the  owner  and  the  designer 
is  altered.   When  the  designer  and  the  constructor  form  a  single  contractual  entity,  the 
owner  loses  the  benefit  of  the  designer's  independent  construction  oversight  and 
monitoring  on  the  owner's  behalf.   Consequently  the  owner  loses  its  ability  to  assure 
project  quality  through  a  system  of  "checks  and  balances"  between  the  designer  and 
the  constructor,  such  as  exists  under  the  design-bid-build  process. 

The  designer's  ability  to  properly  project  and  design  for  the  project's  life-cycle  costs 
and  make  appropriate  adjustments  may  be  hindered  because  of  restraints  imposed  by 
budgets  and  emphasis  in  the  selection  process  on  "low  bid." 

The  designer  may  be  selected  on  the  basis  of  price  rather  than  qualifications, 
potentially  compromising  the  public  health,  safety,  and  welfare. 

The  design-build  project  delivery  system  may  discourage  competition.   Fewer  entities 
have  the  inherent  capacity  to  provide  design-build  services.   As  a  result,  larger  full 
service  entities  will  be  able  to  dominate  the  procurement  process  to  the  detriment  of 
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small  designers  or  constructors.  If  the  requirements  for  design-build  submittals 
requires  the  design-builder  to  prepare  an  extensive  technical  proposal,  the 
development  of  such  a  detailed  submittal  without  the  promise  of  compensation  may 
make  participation  in  the  submittal  process  prohibitive  for  some  entities.   It  is 
important  to  note  that  the  public  sector  in  Europe  has  experienced  a  shift  to  a  reduced 
number  of  bids  on  design-build  projects  to  principally  a  few,  large,  full  service 
design-builders. 

•  The  magnitude  of  liability  risk  to  the  designer  may  discourage  participation  by  highly 
qualified  designers.    Given  the  relatively  small  percentage  of  the  overall  project  that 
his  or  her  services  represent,  the  risk  may  far  outweigh  the  potential  return.   As  a 
member  of  the  design-build  team,  the  designer  is  linked  to  the  construction  process  to 
a  greater  degree  than  under  design-bid-build.   Consequently  the  designer  faces 
liability  exposure  to  construction-related  issues  such  as  job-site  safety  and  construction 
methods,  as  well  as  responsibility  for  losses  should  the  project  fail  to  meet 
expectations  for  any  reason. 

•  The  owner  should  possess  special  management  and  procurement  capabilities  such  as 
the  ability  to  make  judgements  on  a  "best  value"  rather  than  "lowest  price"  basis,  to 
select  design-build  offerors,  to  develop  project  requirements,  to  assess  project 
progress  and  quality,  and  to  monitor  payments.    Under  the  design-bid-build  system, 
the  designer  performs  many  of  these  tasks. 

Potential  legal,  political,  and  business  practice  barriers  also  exist  that  impede  the  use  of 
design-build. 

•  Guaranty/Warranty  provisions  that  are  often  a  part  of  design-bid-build  construction 
contracts  could  void  a  designer's  professional  liability  insurance  if  such  provisions  are 
carried  forward  to  a  design-build  contract. 

•  Project  financing,  insurance,  and  bonding  for  design-builders  may  be  unavailable  or 
difficult  to  obtain. 

•  Bonding  and  insurance  providers  are  uncomfortable  with  the  long-term  guarantees  and 
warranties  which  may  be  incoiporated  into  the  design-build  contract.   Consequently, 
process  guarantees  (which  guarantee  a  result  from  process  equipment  installed  for  a 
given  purpose),  if  required,  may  be  difficult,  if  not  impossible,  to  insure. 

•  The  owner  should  have  both  design  and  construction  funds  in  hand  at  the  outset  of  the 
project. 

•  Many  current  laws  do  not  allow  for  free  and  effective  use  of  design-build. 

•  Design-build  may  conflict  with  state  licensing  and  procurement  laws. 
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•         Owners,  designers  and  constructors  may  lack  the  special  communication, 

organizational,  and  business  skills  to  effectively  manage  and  administer  the  design- 
build  system. 

KEY  CONSIDERATIONS 

Because  engineers  play  a  leading  role  in  the  design-build  project  delivery  system,  the 
engineering  profession  has  a  responsibility  to  participate  in  the  development  of  policies  and 
practices  that  guide  or  impact  its  use. 

The  National  Society  of  Professional  Engineers  (NSPE)  is  neither  an  advocate  nor  opponent 
of  the  design-build  project  delivery  system.   NSPE  recognizes  that  more  than  one  project 
delivery  system  may  meet  project  requirements  such  as  safety,  function,  time  from 
conception  to  completion,  capital  and  life-cycle  costs,  environmental  quality,  and  appearance. 
Accordingly,  NSPE  acknowledges  that  owners,  when  undertaking  a  public  project,  should 
have  the  freedom  to  choose  among  an  array  of  project  delivery  systems,  including  design- 
buUd. 

NSPE  recommends  that  design-build  may  be  appropriate  when  the  following  conditions 
exist: 

the  project  must  be  completed  more  quickly  or  efficiently  than  can  be  accomplished 
through  other  project  delivery  systems; 

the  project  scope  of  work  is  not  complex;  or,  for  complex  projects,  a  reasonable 
number  of  competing  technologies  are  available; 

the  project  will  not  require  extensive  environmental  permitting  or  right-of-way 
acquisition  during  the  design  phase; 

the  project  scope  of  work  is  sufficiently  detailed; 

when  the  preparation  of  proposals  requires  engineering  design,  provisions  should  be 
made  to  reimburse  qualified  proposers  for  such  engineering  costs; 

the  owner  is  willing  to  accept  innovative  or  alternative  designs  and  construction 
methods  and,  accordingly,  does  not  restrict  the  designer  or  constructor  through  an 
excessively  restrictive  scope  of  work; 

the  designer  retains  authority  to  make  design  decisions; 

the  designer  retains  a  direct  line  of  communication  with  the  owner; 

design  and  construction  services  are  procured  on  the  basis  of  qualifications; 
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•  the  owner  establishes  favorable  conditions  that  encourage  multiple  entities  to  compete 
for  the  project  award; 

•  in  circumstances  where  the  designer  is  an  independent  design  professional  not 
employed  by  a  fiill  service  design-build  firm,  the  designer's  professional  liability  is 
limited  solely  to  that  portion  of  the  overall  design-build  project  over  which  he  or  she 
has  control; 

•  the  owner  does  not  require  an  independent  design  professional  not  employed  by  a  full 
service  design-build  firm  to  provide  a  process  guaranty; 

•  adequate  project  financing,  insurance,  and  bonding  are  available  to  the  design-builder; 

•  the  owner  has  the  capability  to  effectively  oversee  and  administer  the  design-build 
system;  and, 

•  adequate  funds  are  available  at  project  commencement  for  both  design  and 
construction. 

Responsibility  to  the  Public 

The  public  expects  its  construction  projects  to  be  safe  for  habitation  or  use,  healthful, 
environmentally-sound,  free  of  functional  and  cosmetic  flaws,  and  long-lasting.   The  public 
also  expects  federal,  state,  and  local  governments  to  construct  projects  at  reasonable  costs. 
The  public  is  not  particularly  concerned  with  which  project  delivery  system  is  utilized  or  of 
the  procedures  and  methods  by  which  projects  are  designed  and  constructed.   However,  their 
paramount  consideration  is  whether  the  project  fulfills  the  owner's  stated  requirements.   In 
addition,  the  project  should  be  completed  as  scheduled  and  within  the  funding  allocated. 

Participants  in  a  public  project  delivery  system,  whether  they  be  owners,  designers,  or 
constructors,  have  an  obligation  to  ensure  that  these  public  expectations  are  met.   Each 
participant  has  a  different  obligation  in  the  system.   The  owner  will  need  to  select  a  project 
delivery  system  which  is  appropriate  to  satisfy  the  owner's  requirements,  including  public 
health,  safety,  and  welfare.   The  sole  basis  for  selection  of  a  particular  project  delivery 
system  should  be  the  expected  outcomes  from  such  a  system.   The  owner  should  not  select  a 
system  solely  because  it  reduces  its  responsibilities  or  lessens  its  administrative  workload, 
benefits  that  may  be  advantageous  to  the  owner,  but  not  necessarily  the  public.   Designers 
and  constructors  have  the  responsibility  to  provide  quality  design  and  construction  that  fulfill 
the  requirements  of  the  project  scope. 
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Scope  of  Work 

Any  successful  project  requires  a  sufficiently  detailed  scope  of  work.   A  poorly  crrJted  or 
inadequate  scope  sets  the  stage  for  complications  later  in  the  process,  including  th;  owner's 
loss  of  control  over  the  project  design  and  disputes  between  owners,  designers,  and 
constructors  over  their  interpretations  of  the  scope.    Furthermore,  a  poorly  crafted  scope  may 
discourage  designers  and  constructors  from  submitting  proposals  for  the  project,  for  fear  of 
obligating  themselves  to  an  ambiguously-defined  project.   This  results  in  lessened 
competition  and  higher  costs  to  the  owner. 

In  the  design-build  project  delivery  system,  it  is  particularly  important  that  the  scope  of 
work  be  thoroughly  defined  because  it  is  the  single  statement  of  the  owner's  minimum 
project  expectations,  upon  which  the  design-builder  submits  its  proposal,  is  selected,  and 
proceeds.    In  the  design-bid-build  system,  even  when  the  scope  of  work  is  somewhat  vague, 
the  designer  is  able  through  application  of  his  or  her  professional  education  and  experience, 
to  guide  the  owner  through  the  decision  process  to  reach  a  final  design.   The  cost  of 
providing  these  services  is  usually  on  a  reimbursable  basis  provided  by  a  negotiated  fee 
structure.    It  is  then  the  owner's  responsibility  to  select  a  constructor  to  implement  the 
agreed-upon  design.   In  the  design-build  system,  however,  the  price  to  complete  the  project 
has  usually  been  agreed  to  in  advance.    Accordingly,  consultations  between  the  design- 
builder  and  the  owner  may  be  restricted  to  hours  agreed  to  in  the  contract  or  controlled  by 
the  economic  structure  of  the  design-builder's  bid  costs.    Since  completion  time  is  often  the 
essence,  the  design-builder  is  under  pressure  to  r^idly  plan  and  execute  the  project,  also 
limiting  the  time  available  for  consultation.   Thus,  if  an  owner  expects  to  obtain  a  quality 
project  through  design-build,  its  scope  of  work  must  be  considerably  more  detailed  than  a 
scope  of  work  for  the  design  of  a  design-bid-build  project.   A  precise  scope  assists  the 
design-builder  and  the  owner  in  ensuring  that  they  supply  and  receive  a  completed  project 
that  fulfills  the  owner's  expectations. 

Conversely,  the  scope  of  work  should  not  be  so  precisely  defined  as  to  resfjict  designers 
and  constructors  from  selecting  innovative  and  alternative  designs  and  construction  methods. 
When  professionals  are  permitted  to  explore  new  solutions,  the  public  benefits  through 
increased  efficiency,  improved  quality,  and  reduced  costs.   Many  of  the  benefits  that  occur 
through  innovation  occur  during  the  earliest  stages  of  project  development,  often  as  a  result 
of  cooperation  between  the  designer  and  the  constructor.   Owners  should  not  sacrifice  the 
benefits  accrued  through  innovation.   Accordingly,  the  scope  of  work  should  clearly  define 
the  owner's  needs  and  expectations  as  to  the  final  project  without  rigidly  controlling  the 
means  of  accomplishing  them. 

This  dilemma  over  the  extent  to  which  the  scope  of  work  should  be  specific  or  flexible  does 
not  justify  restricting  the  use  of  design-build  solely  to  projects  of  limited  complexity.   The 
fact  that  scopes  of  work  for  complex  projects  necessitate  a  greater  level  of  instruction  does 
not  preclude  the  use  of  design-build;  simple  projects  merely  require  less  instruction  in  the 
scope. 
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Complex  projects  do,  however,  require  a  greater  level  of  effort  and  expense  on  the  part  of 
the  design-builder  at  the  proposal  stage.   In  particular,  the  designer  on  the  design-build  team 
(if  the  designer  and  constructor  are  separate  entities)  is  likely  to  incur  much  greater  non- 
reimbursable costs  to  prepare  the  designs  required  to  submit  the  proposals  for  the  design- 
build  team  under  the  design-build  system  than  to  be  considered  under  the  design-bid-build 
system.  This  occurs  because  the  extent  of  design  required  for  a  design-build  proposal  is 
greater.   When  extensive  engineering  design  effort  is  required  to  prepare  a  design-build 
proposal,  the  owner  should  provide  remuneration  for  that  design  effort. 

Designer  Responsibility 

Professional  engineers,  architects,  and  other  licensed  design  professionals  have  legal  and 
ethical  responsibilities  to  protect  the  public  health,  saf^,  and  welfare.   No  project  delivery 
system  should  overlook,  diminish,  or  delegate  this  responsibility.   Design-build  places  the 
designer's  independence  and  ability  to  retain  control  over  his  or  her  design  work  in  potential 
jeopardy,  because  of  the  nature  of  the  relationship  that  is  formed  between  the  designer  and 
constructor.   This  could  result  in  non-design  professionals  superseding  the  designer  in 
decisions  that  impact  project  design.   To  avoid  this,  the  agreement  between  the  owner  and 
design-builder  should  require  that,  in  all  matters  that  affect  the  health,  safety  and  welfare  of 
the  public,  the  designer  must  be  the  decision  maker.   The  contract  should  also  specify  that 
engineering  services  are  required  to  be  performed  by  or  under  the  supervision  of  a  licensed 
professional  engineer. 

Owner-Designer-Constructor  Communications 

In  order  for  any  project  delivery  system  to  succeed,  all  of  the  participants  ~  owner,  designer, 
and  constructor  ~  need  to  establish  a  direct  relationsh^)  and  line  of  communication  with  each 
other.   Most  importantly,  each  participant  should  be  permitted  to  communicate  openly  with 
each  of  the  other  participants.   This  open  line  of  conununication  among  the  participants 
establishes  a  system  of  "checks  and  balances,"  the  absence  of  which  may  place  the  project  in 
jeopardy  of  being  controlled  by  a  single  participant.   The  preservation  of  direct 
communications  between  the  designer  and  the  owner,  the  constructor  and  the  owner,  and  the 
designer  and  the  constructor  benefits  both  the  public  and  the  owner. 

Owners  should  not  assume  that  an  indq)endent  "checks  and  balances"  system  is  an  inherent 
element  of  the  design-build  project  delivery  system.   In  many  design-build  projects,  the 
designer  and  the  constructor  are  either  employed  by  a  full-service  design-build  firm  or  are 
members  of  a  single  contractual  entity,  and,  Aerefore,  are  not  independent  of  each  other. 

Since  the  greatest  cost  in  design-build  projects  is  usually  construction-related  rather  than 
design-related,  the  constructor  may  dominate  the  interface  with  the  owner,  and,  possibly, 
override  engineering  decisions.   This  domination  can  lead  to  unacceptable  consequences. 
Accordingly,  the  designer,  whether  an  employee  of  a  full  service  design-build  firm  or  an 
independent  member  of  a  design-build  team,  should  have  direct  access  to  the  owner  in  all 
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matters  concerning  design. 

Qualifications-Based  Selection 

The  design-builder  should  be  selected  on  the  biisis  of  many  factors  other  than  price.  The 
design-build  procurement  pnx:ess  should  require  that  design  and  construction  professionals  be 
selected  only  after  their  qualifications  to  perform  the  work  have  first  been  established. 
Furthermore,  it  is  imperative  that  the  design  professional  and  construction  contractor  upon 
whose  qualifications  die  design-builder  was  selected  be  retained  for  the  duration  of  the 
project. 

NSPE  has  long  supported  the  procurement  of  engineering  services  by  governmental  entities 
on  the  basis  of  qualifications.   Federal  agencies  are  required  by  P.L.  92-582  (commonly 
known  as  the  Brooks  Architect  and  Engineer  (A/E)  Act)  to  base  their  selection  of  design 
professionals  on  qualifications.  Most  states  and  localities  have  adopted  similar  qualifications- 
based  selection  (QBS)  procedures. 

NSPE's  support  for  the  qualifications-based  selection  procurement  procedure  is  based  on 
the  following  assertions. 

•  QBS  ensures  that  projects  are  designed  in  a  manner  that  is  safe,  innovative, 
environmentally  sound,  and  cost  effective  over  the  project's  life-cycle. 

•  QBS  allows  life-cycle  costs  such  as  construction,  operations,  and  maintenance  to  be 
factored  into  project  design.   Competitive  bidding,  on  the  other  hand,  focuses  only  on 
initial  capital  costs.    Over  the  life  of  a  project,  the  engineering,  design,  and  relatol 
services  account  for  less  than  one-half  of  one  percent  of  total  costs.'  Yet  these 
services  play  major  roles  in  determining  the  other  99.5  percent  of  the  project's  life 
cycle  costs;  and, 

•  the  owner  is  more  likely  to  obtain  a  qualified  service  provider  through  QBS  than 
through  competitive  bidding  because  the  QBS  procedure  requires  proposers  to  submit 
information  that  outlines  the  applicability  of  their  qualifications  to  the  particular 
project  at  hand.   This  information  usually  includes  specialized  experience  for  the  work 
required;  past  quality  and  performance  of  work;  evidence  of  timely  completion  on 
other  assignments;  current  workload  and  size  of  staff;  financial  stability;  r^utation 
among  fellow  professionals;  awards,  honors  or  other  recognition  of  outstanding  work; 
special  resources  or  capabilities;  and,  anticipated  rappott  and  compatibility  with  the 
client.   The  owner  obtains  greater  information  on  wUch  to  base  a  decision  than  it 
receives  under  competitive  bidding. 

No  matter  the  project  delivery  system,  owners  should  be  required  to  select  professional 
design  services  on  the  basis  of  qualifications  rather  than  price.   In  the  case  of  design-build, 
the  design-builder  must  be  procured  on  the  basis  of  its  qualifications  since  design  and 
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constniction  services  are  both  included  in  the  combined  contract.  This  will  require  owners, 
particularly  those  with  a  penchant  for  competitive  bidding  rather  than  QBS,  to  reinvent  both 
their  procurement  mindset  and  the  procurement  procedures  themselves,  using  a  "best  value" 
concept  (obtaining  the  highest  quality  possible  at  the  best  price  possible)  rather  than  a  lowest 
price  concept. 

Competition 

The  public  is  best  served  when  the  project  delivery  system  encourages  multiple  entities  to 
submit  project  proposals.   Competition  ensures  that  the  owner  will  have  a  choice  in  selecting 
among  service  providers,  thus  maximizing  the  likelihood  that  it  will  obtain  the  most  qualified 
service.   Accordingly,  the  owner  should  ensure  that  all  entities,  whether  they  be  small 
entities  that  team  with  others  to  create  a  design-build  team  or  large  design-build  firms,  have 
an  equal  opportunity  to  submit  proposals. 

A  major  barrier  to  participation  in  design-build  competitions  is  the  inordinate  amount  of 
time  and  money  that  proposers  may  be  required  to  invest  in  order  to  properly  prepare  their 
proposals.   Some  design-build  procurements  require  the  proposers  to  submit  extensive  design 
plans  and  specifications.   In  fact,  the  designer  must  complete  a  substantial  portion  of  the 
design  work  in  advance  of  winning  the  project  award.   As  such,  the  designer  may  incur  more 
non-reimbursable  expenses  when  offering  proposals  for  design-build  projects  than  when  being 
selected  under  design-bid-build.  This  unfairness  has  led  eligible  designers  to  bypass 
participation  in  the  design-build  system. 

To  address  this  disincentive  to  participation,  as  well  as  the  inequity  involved,  the  owner 
should  provide  appropriate  reimbursement  to  design-builders  for  their  preparation  of 
proposals,  whether  they  are  selected  or  not,  when  the  scope  is  such  that  extensive  design 
effort  is  required  to  submit  the  proposal.   Additionally,  owners  should  institute  a  process  of 
"short-listing,  whereby  first,  an  unlimited  number  of  firms  may  submit  a  statement  of 
qualifications;  then  the  owner  will  select  a  limited  number  of  qualified  firms  that  would  then 
be  eligible  to  submit  detailed  proposals.   This  short-listing  process  significantly  reduces  the 
number  of  entities  needlessly  developing  detailed  project  proposals.   It  also  reduces  the 
owner's  reimbursement  costs  solely  to  those  few  short-listed  firms  that  do  not  receive  the 
award,  rather  than  to  the  entire  pool  of  firms  that  would  have  submitted  detailed  proposals 
had  there  not  been  a  short-listing  process. 

Liability 

Designers  also  are  hesitant  to  participate  in  design-build  because  of  the  increased  liability 
exposure  that  can  be  incurred  through  such  participation.   This  exposure  occurs  in  many 
forms,  including  the  presence  of  guaranty/warranty  clauses  in  design-build  contracts,  the 
uncertainty  of  obtaining  appropriate  liability  insurance  from  the  insurance  market,  and 
increased  exposure  to  bodily  injury  claims  from  woiicers  on  the  job  site.   The  insurance  and 
bonding  industry  is  gradually  responding  to  the  needs  of  the  design-build  market,  but  the 
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pnident  independeat  designer  must  still  proceed  cautiously  in  the  design-build  arena.   For 
example,  the  structure  of  the  design-build  team  is  of  great  importance  to  insurers.   When  a 
designer  perfonns  substantially  as  a  subcontractor  to  the  design-builder,  his  or  her  liability 
remains  large  ly  unchanged.   But,  partnership  or  leadership  in  such  a  venture  creates  a  whole 
new  set  of  circumstances  that  must  be  addressed.    As  a  further  concern,  the  liability  risk 
incurred  by  designers  in  the  course  of  their  activities  on  projects  that  involve  hazardous 
materials,  pollutants,  or  asbestos  keeps  many  capable  proposers  out  of  the  design-build  area. 

One  of  the  principle  liability  issues  of  concern  to  the  designer  depends  on  whether  or  not 
the  contract  agreed  to  between  the  design-builder  and  the  owner  contains  a  guaranty/warranty 
clause  and,  if  so,  whether  or  not  this  clause  extends  to  the  designer.   Guarantee/warranty 
clauses  are  typically  contained  in  stand-alone  construction  contracts  and  seldom  contained  in 
stand-alone  design  contracts.   Unfortunately,  owners  and  constructors  have  carried  these 
clauses  forward  in  design-build  contracts,  even  though  a  design-builder  is  distinctly  different 
from  a  construction  contractor.  In  carrying  forward  these  clauses,  the  designer  within  the 
design-build  team  may  be  required  to  provide  a  guaranty/warranty  as  well. 

It  is  inappropriate  for  designers  to  guarantee  or  warrant  their  design  woii^  or  to  be  required 
to  do  so  by  an  owner.  Guaranties/warranties  are  typically  applied  to  products  rather  than 
services,  such  as  those  provided  by  design  professionals.   Engineering  (much  like  law  or 
medicine)  is  based  on  professional  judgement;  therefore,  its  practitioners  caimot  appropriately 
guarantee/warrant  a  particular  outcome. 

NSPE  also  believes  that  guaranty/ warranty  clauses  are  unnecessary,  given  that  the  owner 
receives  adequate  protection  through  professional  negligence  laws  and  the  designer's 
professional  liability  insurance.   A  designer  who  is  found  to  have  been  negligent  in  the 
performance  of  assigned  duties  can  be  held  responsible  for  the  payment  of  any  damages 
incurred,  without  having  signed  a  guaranty/warranty  clause. 

In  addition,  professional  liability  insurance  policies  provide  for  termination  of  coverage 
when  a  designer  agrees  to  guarantee  or  warrant  woilc.   Ahnost  all  design  professional 
liability  insurance  policies  exclude  coverage  for  claims  related  to  express  warranties  or 
guarantees  where  ^e  engineer  guarantees  certain  aspects  of  the  project.'  This  nullification 
occurs  because,  from  the  insurance  industry's  perspective,  the  designer  has  agreed  to  accept 
a  greater  degree  of  liability  than  is  ordinarily  found  in  the  profession.    As  such,  a  designer 
who  guarantees/warrants  his  or  her  woric,  either  by  knowing  intent  or  by  "accident"  through 
their  participation  in  a  contract  that  contains  such  a  clause,  is  in  jeopardy  of  being  completely 
exposed  to  liability  without  the  benefit  of  insurance. 

For  these  reasons,  NSPE  opposes  legislation  or  regulations  that  require  professional 
engineers  to  guarantee  or  warrant  their  design  work.   Furthermore,  NSPE  urges  owners, 
whether  through  contract  terms  or  through  enactment  of  statutes  or  regulations,  to  make 
expressly  clear  that  designers  serving  as  subcontractors  on  design-build  teams  shall  not  be 
held  to  any  guaranty/warranty  clauses  that  may  be  required  of  the  constructor  in  the  design- 
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build  contract. 

Absent  such  statutes  or  regulations,  designers,  when  considering  entering  into  a  design- 
build  contract,  should  recognize  the  potential  additional  liability  responsibilities  they  may  be 
accruing  and  make  appropriate  liability  arrangements. 

Owner  Capability 

Owners  have  human  resource  needs  that  must  be  addressed  in  order  for  design-build  to  be  an 
effective  project  delivery  system.   Owners  must  have  in-house  staff  or  consultants  that  are 
familiar  with  the  design  and  construction  process  and  capable  of  supervising  the  technical, 
financial,  and  administrative  aspects  of  project  delivery  systems.   Owners  should  offer  salary 
and  compensation  packages  that  attract  competent  staff.   Owners  should  also  provide 
continuing  education  and  training  opportunities  so  that  their  employees  can  improve  their 
skills.   This  is  particularly  important  to  the  successful  implementation  of  design-build 
because  it  is  a  relatively  new  system  that  challenges  traditional  ways  of  thinking  and 
contracting  procedures.   Because  implementation  of  design-build  requires  owners  to  adopt 
new  procurement,  financial,  and  legal  frameworks,  NSPE  encourages  owners  to  adopt  human 
resource  practices  that  prepare  their  employees  to  meet  these  new  challenges. 

Project  Funding 

Owners  also  face  a  potential  hurdle  in  obtaining  sufficient  funds  for  implementing  design- 
build  contracts.   Unlike  design-bid-build,  where  capital  costs  can  usually  be  spread  across 
multiple  fiscal  years  (as  the  design  woik  and  construction  work  are  treated  as  separate 
contracts,  they  usuaUy  involve  separate  funding  actions),  design-build  necessitates  that  total 
project  funding  be  available  at  the  outset.   As  such,  owners  will  have  to  convince  their 
governing  bodies  of  the  need  for  total  funding  up  front.   Owners  should  implement  design- 
build  procedures  only  if  adequate  funds  have  been  made  available  in  such  a  manner.   NSPE 
will  support  owners  in  advocating  for  public  woiks  budgets  that  adequately  cover  their 
fiinding  needs. 

Statutory  and  Regulatory  Issues 

Federal,  state,  and  local  statutes  and  regulations  have  been  written  with  project  delivery 
systems  without  consideration  for  design-build.   For  example,  many  states  have  passed 
statutes  and  regulations  which  may  prohibit  non  professional  entities  from  providing  design 
or  construction  services.    Furthermore,  some  states  may  prohibit  firms  which  are  authorized 
to  provide  one  professional  service  from  also  providing  other  professional  services  which 
may  be  required  under  design-build.   Accordingly,  changes  may  have  to  be  made  to  these 
statutes  and  regulations  in  order  to  accommodate  design-build. 

Although  design-build  may  not  be  expressly  forbidden  by  statute,  neither  may  it  be 
expressly  authorized.   Absent  this  authorization,  some  public  officials  may  be  reluctant  to 
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select  project  delivery  systems  that  step  outside  of  traditional  bounds.  Accordingly,  statutory 
language  that  expressly  authorizes  design-build  may  be  appropriate  if  the  government  wishes 
to  encourage  its  use. 

Each  unit  of  government  should  carefully  review  applicable  law  prior  to  initiating  a  design- 
build  procurement  to  satisfy  themselves,  and  to  assure  the  potential  design-builder,  that  such 
a  procurement  is  appropriate. 

SIMMARY 

Public  owners  are  seeking  alternative  project  delivery  systems  that  meet  public  needs  with 
minimal  legal  and  fiinctional  problems.   Consequently,  interest  in  public  sector  use  of  design- 
build  has  increased  in  recent  years. 

The  design-bid-build  system  is  the  predominant  public  project  delivery  system  of  the  U.S. 
construction  industry.  Many  elements  of  the  industry  fear  that  much  of  the  legal/liability 
precedents  that  have  been  established  in  the  industry  over  many  years  will  be  ^jplied  to  the 
design-build  project  delivery  system.  They  fear  that  such  precedents  may  be  injqjpropriately 
applied  to  the  design-build  system.  The  success  of  design-build  depends  on  whether  the 
needs  and  concerns  of  all  participants  ~  the  public,  the  owner,  the  designer,  the  constructor, 
and  the  financing,  insurance,  bonding  and  financial  institutions  ~  are  addressed. 

Because  design-build  is  a  fact  of  life,  professional  engineers  who  wish  to  provide  design 
services  to  the  public  must  become  knowledgeable  as  to  its  benefits  and  pitfalls.   Professional 
engineers  should  participate  in  all  viable  project  delivery  systems. 

NSPE,  Tq)resenting  engineers  in  practice  as  owners,  designers  and  constructors,  is 
convinced  that  design-build  can  be  a  viable  project  delivery  system.   NSPE  has  determined 
that  its  role  in  the  policy  making  process  should  be  to  outline  recommendations  as  to  the 
conditions  under  which  design-build  may  be  used  to  advantage  and  to  highlight  the  business 
practice,  legal,  ethical,  statutory,  and  regulatory  barriers  that  impede  its  suitability.  This 
discussion  pj^r  is  also  intended  to  be  a  reference  document  for  those  considering  use  of  or 
participation  in  design-build  arrangements. 


'  Professional  Policy  12S-B  -  Design-Constma,  National  Society  of  Professional  Engineers,  Alexandria,  VA, 
Januaiy  1992. 

2  DaU  attributed  to  Dr.  Janet  Yates  in  the  press  release  of  the  Design-Build  America  '95  Conference  and  Exhibition, 
PSMJ.  Newton,  MA,  August  24,  1994. 

'  48  CFR  36.208. 

*  Design-BuUd  in  the  Federal  Sector:  Report  of  the  Task  CommitUe  on  Design-BuiU,  American  Society  of  Civil 
Engineers,  Washington,  D.C.,  1992. 
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An  overview  of  itate  laws  and  regulations  as  they  related  Co  design-build  can  be  found  in  Design-Bidld  Contract 
Management:  The  Law  Struggles  to  Keep  Face  with  the  Design-Build  Trend,  Robeit  H.  Buesing,  Esq.,  Tampa,  FL, 
1994. 

'  Price  Bidding  for  Design  Professionals:  Is  It  in  the  Public  Interest?,  American  Consulting  Engineers  Council, 
D.C.,  n.d. 


'  Professional  Liability  Insurance,  Lisa  Houdashelt,  U.S.  Woman  Engineer,  p.  12,  1993. 
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Approved  by  the  NSPE  Executive  Committee  ■■  December  12,  1994 

NATIONAL  SOCIETY  OF  PROFESSIONAL  ENGINEERS 

PROFESSIONAL  POUCY  (PP  No.  XXX) 

DESIGN-BUILD  IN  THE  PUBUC  SECTOR 


It  is  the  policy  of  the  National  Society  of  Professional  Engineers  (NSPE)  that  the  method  used 
in  the  design  and  construction  of  a  project  must  be  based  on  the  premise  that  the  system  is 
competitive  and  produces  high  quality  results  that  meet  the  many  public  needs. 

More  than  one  project  delivery  system  may  meet  project  requirements  such  as  safety,  function, 
time  from  conception  to  completion,  capital  and  life  cycle  costs,  environmental  quality  and 
appearance.  NSPE  acknowledges  that  owners  of  public  projects  should  have  the  freedom  to 
choose  among  an  array  of  project  delivery  systems,  including  design-build.  Regardless  of  the 
method  selected,  the  engineering  services  should  be  performed  under  the  direction  of  a  registered 
professional  engineer  competent  in  the  specific  areas  of  practice  required  for  the  successful 
completion  of  the  project. 

The  selection  of  the  design-build  team  should  be  based  on  the  professional  qualifications  of  the 
design  and  construction  team  members  by  use  of  a  multi-stage  selection  process  which 
emphasizes  "Quality  Based  Selection"  in  addition  to  other  considerations  including  price. 

The  selection  shall  be  made  on  the  professional  qualifications  of  the  design  and  construction  team 
based  on  criteria  established  by  the  owner.  Price  information  may  be  provided  with,  but 
separate  from,  the  technical  proposal.  Prices  shall  not  be  revealed  until  the  technical  evaluation 
has  been  made.  The  resuhs  of  the  technical  evaluation  shall  not  be  revealed  until  after  the 
pricing  proposals  have  been  revealed.  Criteria  for  award  of  the  project  shall  establish  a  process 
whereby  the  successful  offeror  is  chosen  by  the  combination  of  the  technical  and  qualitative 
proposal  and  price. 
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Mr.  LiGHTFOOT.  Mr.  Little. 

Summary  Statement  of  AGCA 

Mr.  Little.  Good  morning,  Mr.  Chairman,  thank  you,  members 
of  the  subcommittee,  I  appreciate  having  the  opportunity  to  appear 
before  you  today  to  present  testimony  on  behalf  of  the  Associated 
General  Contractors  of  America.  AGC  is  a  national  trade  associa- 
tion of  more  than  33,000  firms,  including  8,000  of  America's  lead- 
ing general  contracting  firms. 

My  name  is  Glenn  Little.  I  am  Vice  President  and  General  Man- 
ager of  the  Mid-Atlantic  Region  of  Turner  Construction  Company, 
the  Nation's  largest  builder  of  buildings. 

The  private  building  industry  has  changed  immensely  over  the 
last  30  years.  We  have  discovered  that  when  an  element  does  not 
measure  up,  we  have  to  change  it.  We  have  become  more  accommo- 
dating to  the  customer,  more  conscious  of  life  cycle  costs,  more  con- 
cerned with  both  the  utility  and  adaptability  of  structures. 

Government  must  be  challenged  to  follow  the  same  processes  for 
creating  change  as  in  the  private  sector  to  produce  more  efficiency. 
Congress,  GSA,  and  the  Administrative  Office  of  the  Courts  have 
not  only  recognized  some  of  these  problems,  but  they  have  made 
strides  to  address  existing  inefficiencies. 

The  GSA's  Time  Out  and  Review  examined  200  major  construc- 
tion leasing  projects  and  produced  anticipated  savings  of  $1.34  bil- 
lion. The  magnitude  of  these  savings  shows  the  effectiveness  of  em- 
ploying private  sector  management  techniques  to  control  construc- 
tion parameters  and  costs. 

AGC  applauds  the  strides  GSA  has  already  made  in  streamlining 
its  activity.  AGC  will  continue  to  work  with  GSA  in  the  future  to 
improve  its  activities  through  the  following  items: 

One,  we  believe  GSA  should  focus  on  its  core  competency  and 
eliminate  activities  that  are  redundant  or  inefficient. 

Two,  GSA  has  a  definable  role  in  property  management,  includ- 
ing building,  leasing  and  renovation,  but  this  role  should  only  be 
protected  if  it  is  cost  effective. 

Three,  GSA  should  establish  public  building  policies,  procedures, 
rules  and  regulations  for  real  property  development. 

Four,  GSA  should  constantly  reinvent  itself  and  test  its  policies 
in  a  real  life  setting  to  ensure  that  they  are  measuring  up  to  the 
advanced  building  designs  employed  by  the  private  sector. 

Five,  if  cost  effective,  GSA  should  give  agencies  more  authority 
to  choose  their  real  property  services  provider  within  the  guidelines 
established  by  GSA,  whether  this  is  a  public  or  private  provider. 

Economizing  is  recognized  as  an  appropriate  role  for  the  Federal 
Government.  In  fact,  many  of  these  recommendations  have  come 
from  the  reinventing  government  panel  headed  by  Vice  President 
Gore. 

In  1993  I  served  on  the  Independent  Courts  Building  Program 
panel  initiated  by  the  General  Services  Administration  with  the 
support  of  the  Administrative  Office  of  the  Courts  and  the  Judici- 
ary to  investigate  the  methods  for  improving  the  Federal  courts 
building  approach. 

No  item  was  too  small  or  insignificant  for  consideration  by  that 
panel.   For  example,  the   Independent  Courts  Building  Program 
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Panel  recommended  the  consolidation  of  management  resources  in 
GSA  and  AOC  to  provide  the  most  efficient  use  of  taxpayer  dollars. 
It  recommended  the  creation  of  the  Courthouse  Management 
Group,  called  the  CMG,  comprised  of  experts  in  the  building  field, 
including  architects,  engineers,  builders,  owners,  operators  and  de- 
velopers who  would  use  their  expertise  to  rein  in  the  overzealous 
site  selection,  programs,  and  designs.  The  CMG  must  then  balance 
the  needs  and  demands  of  courts  and  agencies  against  the  govern- 
ment's responsibility  to  wisely  invest  precious  taxpayer  dollars. 

It  is  our  understanding  that  GSA  has  fully  implemented  the 
Courthouse  Management  Group  known  as  the  CMG  initiative. 
There  are  many  other  tested  methods  for  improving  the  rate  of  re- 
turn and  the  investment  of  public  dollars  that  should  be  consist- 
ently employed  in  the  public  building  program. 

Some  of  these  methods  include  the  concept  of  developing  project 
management  teams  like  the  CMG,  outsourcing,  and  perhaps  sin- 
gularly the  most  important,  partnering.  The  project  partners  work 
together  to  resolve  conflicts,  avoid  confusion,  eliminate  delay,  and 
prevent  costly  changes.  This  is  the  most  important  change  that  has 
taken  place  in  construction  relationships  over  the  past  several  dec- 
ades. 

GSA  has  become  a  real  leader  in  promoting  this  teamwork  ap- 
proach to  the  construction  process.  Partnering  has  played  an  im- 
portant role  in  making  such  projects  as  the  National  Archives 
II 

Mr.  HOYER.  What  building  was  that? 

Mr.  Little.  National  Archives  II. 

Mr.  HoYER.  Where  is  that  located? 

Mr.  Little.  In  College  Park.  Made  such  projects  as  the  National 
Archives  II,  new  Federal  Courthouse  in  Shreveport  and  the  Federal 
building  in  Boston,  very  successful  projects. 

There  are  other  methods,  procurement  reform,  value  engineering, 
both  during  the  design  and  construction  phases,  as  well  as  the  pro- 
gram phase,  revise  the  life  cycle  cost  estimates  to  include  techno- 
logical obsolescence,  operation  and  maintenance  planning,  and 
prequalification  of  contractors. 

By  employing  private  sector  methods,  much  has  already  been 
achieved  in  the  area  of  cost  control  and  continued  encouragement 
should  be  given  to  further  develop  methods  of  streamlining  oper- 
ations and  regulations  to  enhance  efficiency  and  increase  savings. 

GSA  currently  controls  less  than  half  of  the  overall  Federal 
building  budget.  With  their  proven  success,  it  may  become  appar- 
ent that  the  consolidation  of  other  building  construction  services 
within  GSA  could  provide  the  best  opportunity  for  savings. 

Whatever  decisions  are  made,  the  overriding  goal  should  be  to 
encourage  GSA  to  focus  on  its  core  competencies,  to  be  responsive 
to  the  customer,  to  be  responsible  for  its  actions  and  to  ensure  a 
sufficient  return  on  each  tax  dollar  invested. 

We  all  share  a  common  goal,  to  wisely  invest  the  taxpayers' 
money.  I  am  pleased  we  have  been  given  the  opportunity  to  share 
our  views  with  the  committee  this  morning.  I  would  be  happy  to 
answer  any  questions.  Thzink  you. 

[The  AGC  prepared  statement  follows:] 
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J.  Glenn  Little 

Vice  President  and  General  Manager 
Mid- Atlantic  Region 


Turner  Construction  Company 
4601  North  Fairfax  Drive,  Suite  900 
Arlington,  Virginia  22203 
(703)841-5200 


Qualifications 

Mr.  Little  joined  the  Company  in  1975  as  Manager  of 
Government  Contracts.  He  has  management  oversight  of 
Turner's  Federal  contracting  nationwide  and  has  an 
extensive  knowledge  of  Federal  Procurement  Regulations. 
Mr.  Little  is  Vice  President  and  General  Manager  for 
Turner's  Mid-Atlantic  Region  which  includes  the  District 
of  Columbia,  Virginia,  Maryland,  and  North  Carolina. 

Turner,  with  an  annual  volume  of  approximately 
$2.7  billion  in  construction,  has  been  ranked  by 
Engineering  News  Record  as  the  "Number  One"  building 
contractor  in  the  nation  for  five  consecutive  years.  In  1916, 
when  Turner  was  already  14  years  old,  it  was  retained  to 
build  die  National  Bureau  of  Standards,  the  beginning  of  its 
experience  of  building  for  the  Federal  Government. 
Turner's  experience  has  continued  and  it  is  currently 
building  major  Federal  Government  facilities  in  California, 
Maryland,  Illinois,  Michigan,  Minnesota,  and  Ohio. 


Education 

B.A.,  Hawthorne  College,  1965 


Board  Member 


Cystic  Fibrosis 
Accokeek  Foundation 
Christmas  in  April 
Salvation  Army 


Board  of  Trade 

Associated  General  Contractors  of  America 

Leadership  Washington 

D.C.  Building  Institute  of  America 

Washington  Building  Congress 

Associated  Builders  and  Contractors 

National  Association  of  Industrial  and  Office  Properties 


The  Company's  repeat  business  from  both  public  and 
private  clients,  in  1993,  its  91st  year  of  business,  accounted 
for  approximately  61%  of  Turner's  new  work  nationwide. 
Turner  is  recognized  as  the  industry  leader  in  providing 
quality  service  in  diverse  markets. 

Experience 

1988  -  Present  Turner  Construction  Company 
Mid-AUantic  Region 
Vice  President  and  General  Manager 

1985  Turner  Construction  Company 

Elected  Vice  President/General  Manager 

1981-1988    Turner  Construction  Company 

Various  Management  Assignments 


1 975  -  1 98 1    Turner  Construction  Company 

New  York,  New  York  and  Washington,  D.C. 
Manager  of  Government  Contracts 
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Testimony  of  Glenn  Little 

on  behalf  of 

The  Associated  General  Contractors  of  America 

presented  to  the 

Subcommittee  on  Treasury,  Postal  Service 

and  General  Government 

of  the  Committee  on  Appropriations 

U.S.  House  of  Representatives 

on  the  topic  of 

Improving  Efficiency  in  the  Federal  Building  Program 

January  19, 1995 


IMTiOKITT< 


Tl^e  Associated  General  Contractors  of  America  (AGC)  is  a  national  trade  association 
of  more  than  33,000  firms,  including  8,000  of  America's  leading  general  contracting 
firms.  They  are  engaged  in  the  construction  of  the  nation's  commercial  buildings,  shop- 
ping centers,  factories,  warehouses,  highways,  bridges,  tunnels,  airports,  water  works 
facilities,  waste  treatment  facilities,  dams,  water  conservation  projects,  defense  facilities, 
muJti-family  housing  projects  and  site  preparation/utilities  installation  for  housing 
development. 


The  Associated  General  Contractors  of  America 
1957  E  Street  N.W..  Washington,  D.C.  20006-5199.  (202)  393-2040.  Fax  ( 


358 


Good  morning  Mr.  Chairman  and  members  of  the  Subcommittee.  I  appreciate  having  the 
opportunity  to  appear  before  you  today  to  present  testimony  on  behalf  of  the  Associated  General 
Contractors  of  America  (AGC).  AGC  is  a  national  trade  association  of  more  than  33,000  firms, 
including  8,000  of  America's  leading  general  contracting  firms. 

My  name  is  Glenn  Little.  I  am  Vice  President  and  General  Manager  of  the  Mid  Atlantic  Region  of 
Turner  Construction  Company,  the  Nation's  leading  builder.  Turner  Construction  Company 
(Turner),  headquartered  in  New  York  City,  was  founded  in  1902.  In  1993, 1  served  on  the 
Independent  Courts  Building  Program  Panel  and  have  dedicated  a  great  deal  of  time  to 
investigating  methods  for  improving  the  federal  courts  building  program  initiated  by  GSA  with  the 
support  of  the  Administrative  Office  of  the  Courts  and  the  Judiciary  to  investigate  methods  for 
improving  the  Federal  Courts  Building  program.  My  interest  in  improving  the  program  did  not 
end  with  the  delivery  of  the  panel's  recommendations  in  December  of  1993~rather,  the 
completion  of  the  report  renewed  my  interest  in  improving  the  system  I  believe  in  the 
recommendations  of  the  panel,  many  of  which  could  be  applied  across  the  board  to  all  federal 
building  programs. 

The  Panel  recognized  the  need  for  the  federal  government  to  retain  the  trust  of  the  American 
people  and  to  assure  them  that  tax  dollars  are  being  spent  in  an  efficient  and  effective  manner. 
Because  of  the  magnitude  of  government  spending,  opportunities  for  small  savings  on  individual 
items  can  result  in  significant  savings  to  the  treasury.  No  item  was  too  small  or  insignificant  for 
consideration  by  the  panel.  I  am  sure  these  ideals  are  shared  by  the  members  of  this  Committee 


and  that  is  why  I  feel  this  hearing  is  so  valuable. 

The  private  building  industry  has  changed  immensely  over  the  last  30  years.  We  constantly 
challenge  every  component  of  our  operations.  When  an  element  does  not  measure  up,  it  is 
changed.  We  have  become  more  accommodating  to  the  customer,  more  conscious  of  the  life 
cycle  costs,  more  concerned  with  both  the  utility  and  adaptability  of  structures.  We  are  not  just 
trying  to  meet  today's  needs,  we  are  also  trying  to  meet  the  needs  of  the  next  generation.  We  have 
changed  the  focus  of  our  industry  to  better  utilize  space  and  apply  cost  controls  through  out  the 
project  cycle  from  building  design  and  location  to  the  modularization  of  work  stations  so  working 
environments  can  adapt  to  changes  in  the  work  performed. 

Government  must  be  challenged  to  follow  the  procedures  that  have  been  employed  by  the  private 
sector  to  improve  efficiency. 

Congress,  General  Services  Administration,  and  the  Administrative  Office  of  the  Courts  have  not 
only  recognized  some  of  these  problems  but  has  also  made  strides  to  address  existing 
inefficiencies.  The  Independent  Courts  Building  Program  Panel  and  GSA's  "Time-Out  and 
Review"  program  have  investigated  and  utilized  proven  efficiencies  employed  by  the  private 
sector.  This  is  a  fundamental  change  from  historic  federal  building  procurement.  The  "Time-Out 
and  Review"  examined  200  major  construction  and  leasing  projects  and  yielded  anticipated 
savings  of  $1 .34  billion.  The  magnitude  of  this  savings  forecast  shows  the  effectiveness  of 
employing  private  sector  management  techniques  to  control  construction  parameters  and  costs.  It 


also  shows  that  the  utilization  of  these  techniques  in  federal  procurement  is  long  overdue. 

AGC  applauds  the  strides  GSA  has  already  made  in  streamlining  its  activities.  AGC  and  GSA 
have  had  a  productive  dialog  over  the  past  several  years  in  addressing  building  construction 
issues.  We  will  continue  to  work  with  GSA  in  the  future  to  improve  its  activities  through  some  of 
the  following  suggested  activities: 

GSA  should  focus  on  its  core  competency  and  eliminate  activities  that  are  redundant 
and/or  inefficient  There  is  both  the  need  and  the  opportunity  to  create  value  within  the 
system  that  exists. 

GSA  has  a  definable  role  in  property  management,  including  building,  leasing  and 
renovation.  But  this  role  should  only  be  protected  if  it  is  cost  effective.  For  instance,  GSA 
should  not  be  in  the  business  of  deciding  the  dimensions  and  speeds  of  elevators.  The 
projects  parameters  should  be  given  to  the  architects  who  are  trained  and  paid  to  make 
these  types  of  decisions. 

GSA  should  establish  public  building  policies,  procedures,  rules  and  regulations  for  real 
property  development  These  should  be  developed  and  constantly  updated  utilizing  the 
most  advanced  design  and  engineering  standards  available. 

GSA  should  constantly  reinvent  itself  and  test  its  policies  in  real  life  settings,  to  not  only 
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ensure  they  are  functional  but  to  ensure  that  they  are  measuring  up  to  advanced  building 
designs  employed  by  the  private  sector. 

GSA  should  review  its  overhead  operations  and  apply  the  same  economies  that  are  being 
applied  to  construction  contracting  in  the  private  sector.  For  instance,  this  Committee 
should  explore  the  consolidation  of  personnel  and  resources  within  GSA  to  ensure  that 
GSA  focuses  only  on  its  core  competencies. 

If  cost  effective,  GSA  should  give  agencies  more  authority  to  choose  their  real  property 
service  providers  within  guidelines  established  by  GSA,  whether  this  is  a  public  or  private 
source.  This  open  process  would  allow  greater  access  to  the  federal  market  for  outside 
contractors  and  it  would  help  GSA  provide  quality  service  at  a  reasonable  cost. 

GSA  has  a  role  as  a  Federal  asset  manager  if  it  employs  a  strong  infusion  of  private  sector 
innovation,  strong  collaboration  with  client  agencies  and  a  mission  to  control  costs  and 

create  value  for  the  taxpayer. 

Economizing  is  recognized  as  an  appropriate  role  for  the  federal  government.  In  fact,  many  of 
these  recommendations  have  come  from  the  reinventing  government  panel  headed  by  Vice 
President  Gore  or  the  Independent  Courts  Building  Program  Panel.  The  need  to  ensure  that  tax 
receipts  are  wisely  invested  and  that  they  produce  an  acceptable  rate  of  return  is  also  recognized 
by  Congress  and  is  the  focus  of  the  work  of  this  Committee. 
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For  example,  the  Independent  Courts  Building  Program  Panel  recommended  the  consolidation  of 
management  resources  to  produce  the  most  efficient  use  of  taxpayer  dollars.  It  recommended  the 
creation  of  the  Courthouse  Management  Group  (CMG)  comprised  of  experts  in  the  building  field 
(architects,  engineers,  builders,  owners,  operators  and  developers)  who  would  use  their  expertise 
to  rein  in  over  zealous  site  selection  procedures  and  designs.  To  be  successful  the  CMG  must  be 
vested  with  the  power  to  make  tough  choices  on  how  best  to  evaluate  and  deal  with  needs.  The 
CMG  must  then  balance  the  needs  and  demands  of  departments  and  agencies  against  the 
government's  responsibility  to  wisely  invest  precious  taxpayer  dollars.  A  single  source  of 
responsibility,  with  proper  authority,  assures  continuity,  uniformity,  and  overall  direction.  We 
support  GSA's  formal  implementation  of  the  Court  House  Management  Group  initiative.  AGC  is 
concerned  that  a  fragmented  government  construction  program  could  be  inefficient  and  unable  to 
control  wasteful  site  selection  and  design  decisions. 

The  greatest  opportunity  for  savings  is  at  the  beginning  of  a  project.  Changes  become  more 
difficult  and  costly  as  a  project  progresses  With  this  in  mind,  cost  control  must  be  implemented  at 
the  very  beginning  of  a  project  and  must  be  a  primary  focus  throughout  the  process.  The  CMG 
concept  creates  the  mechanism  for  controlling  costs,  identifying  savings,  and  implementing 
controls  that  create  value  from  the  project's  genesis. 

There  are  several  tested  methods  for  improving  the  rate  of  return  on  the  investment  of  public 
dollars  that  should  be  consistently  employed  in  the  public  building  program.  Some  of  these 
methods  include: 


Project  management  teams-consisting  of  qualified  decision  makers  from  each 
entity  involved  in  the  project  to  manage  every  aspect  of  the  project.  Team 
members  have  the  power  to  make  critical  decisions  quickly-eliminating  delay  and 
improving  communications  between  parties  to  the  project. 

Outsourcing-By  utilizing  experienced  private  program  management,  construction 
management  and  real  estate  firms,  substantial  savings  in  personnel  and  training  could  be 
achieved. 

Partnering-Cements  and  quantifies  the  symbiotic  relationship  of  the  project  team. 
The  project  partners  work  together  to  resolve  conflicts,  avoid  confusion,  eliminate 
delay  and  prevent  costly  change  orders  This  is  the  most  important  change  that  has 
taken  place  in  construction  relationships  over  the  past  several  decades.  GSA  has 
become  a  real  leader  in  promoting  this  teamwork  approach  to  the  construction 
process.  Partnering  has  delivered  such  projects  as  the  National  Archives  II  and 
New  Federal  Courthouse  in  Shreveport  on  time  and  within  budget.  In  addition, 
employing  partnering  in  the  design  stage  will  produce  additional  savings. 

Cost  reduction  incentives-cultivates  innovation  by  rewarding  ideas  that  bring  a 
project  in  below  budget  rather  than  on  budget. 

Procurement  reform-Such  as  two-phase  selection  procedures  when  using  design-build 
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delivery  systems  for  larger  projects. 

Value  engineering— A  frequently  used  method  of  employing  innovation  to  evaluate 
every  aspect  of  the  program  as  well  as  the  design  in  terms  of  appropriateness  to 
overall  project  goals  and  cost  effectiveness  AGC  has  been  working  with  GSA  to 
expedite  reviews  of  proposals  in  the  beginning  of  a  project  where  they  can 
realistically  be  incorporated. 

Revise  life-cycle  costs-Costs  should  be  revised  to  include  technical  obsolescence. 

Operations  and  maintenance  planning-Should  be  considered  to  ensure  that 
structures  are  both  efficient  to  build  and  efficient  to  operate. 

Prequalification  of  contractors-can  assure  qualified  contractors  are  awarded  contracts 
leading  to  fewer  legal  problems  and  more  dependable  project  delivery. 

These  methods  are  proven  to  not  only  reduce  project  costs  but  also  enhance  the  utility  of  a 
structure  through  the  careful  cultivation  of  innovation. 

There  is  much  to  be  praised  in  the  leadership  role  of  this  Committee  and  the  GSA  to  improve 
value  in  the  public  building  program  by  working  cooperatively  with  other  agencies.  By  employing 
private  sector  methods  much  has  already  been  achieved  in  the  area  of  cost  containment  and 
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continued  encouragement  should  be  given  to  further  develop  methods  of  streamlining  operations 
and  regulations  to  enhance  efficiency  and  increase  savings.  These  accomplishments  should  be 
implemented  throughout  the  government  in  all  areas  of  building  construction.  GSA  currently 
controls  only  40%  of  the  overall  federal  building  budget.  With  their  proven  success  it  may  become 
apparent  that  consolidation  of  other  building  construction  services  within  GSA  could  provide  the 
best  opportunity  for  savings. 

What  ever  decisions  are  made,  the  overriding  goal  should  be  to  encourage  GSA  to  focus  on  its 
core  competencies,  to  be  responsive  to  the  customer,  to  be  responsible  for  its  actions,  and  ensure 
a  sufficient  return  on  each  tax  dollar  invested.  These  ideas  have  been  implemented  in  the  private 
sector  and  Congress,  GSA  and  other  agencies  seem  to  be  moving  in  that  direction  as  well.  We 
share  a  common  goal-to  wisely  invest  the  taxpayers  money  and  I  am  pleased  that  I  have  been 
given  this  opportunity  to  share  our  views  with  the  Committee. 

I  would  be  happy  to  answer  any  questions  at  this  time. 
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Mr.  LiGHTFOOT.  Mr.  McChesney. 

Summary  Statement  of  BOMA 

Mr.  McChesney.  Thank  you  very  much,  Mr.  Chairman.  My 
name  is  Tom  McChesney  and  I  am  here  today  as  President  of  the 
Building  Owners  and  Managers  Association,  known  as  BOMA. 

In  my  capacity  as  BOMA  president,  I  represent  an  organization 
of  individuals  who  are  keenly  aware  of  the  obstacles  that  must  be 
overcome  when  doing  business  with  the  government.  However,  I 
am  not  here  today  to  chastise  GSA,  but  to  share  a  few  thoughts 
on  how  government  can  take  the  most  reasonable  and  cost-effective 
approach  to  real  property  management. 

Let  me  first  comment  on  the  subcommittee's  interest  in  leasing. 
All  things  being  equal,  BOMA  members,  of  course,  would  indeed 
prefer  that  the  Federal  Government  lease  space  from  the  private 
sector.  However,  we  do  recognize  that  ownership  may  be  preferable 
to  leasing  in  certain  circumstances — where  the  government  has  a 
stable,  long-term  presence,  for  example. 

Where  an  ownership  need  is  identified,  the  GSA  should  be  able 
to  explore  purchase  and  lease/purchase  options  so  that  the  govern- 
ment's pursuit  of  ownership  provides  the  best  available  deal  with- 
out adding  excess  vacancy  that  new  construction  can  create  in 
some  markets. 

Along  with  our  concerns  over  government  construction  and  va- 
cancy rates,  BOMA  has  brought  a  number  of  frustrations  and  rec- 
ommendations to  the  attention  of  GSA  and  Congress  over  the  past 
several  years. 

We  have  long  advocated  GSA  action  to  improve  its  procedures 
and  streamline  its  operations,  and  GSA  has  made  significant 
progress  in  several  areas.  We  are  pleased  to  note  that  the  GSA  has 
launched  a  series  of  reforms — including  a  top-to-bottom  restructur- 
ing of  the  Public  Buildings  Service  to  fashion  an  operation  that  is 
more  in  line  with  the  private  sector. 

The  product  of  these  efforts,  recently  unveiled,  is  a  new  structure 
organized  along  "Business  Lines."  GSA  anticipates  that  this  ar- 
rangement will  improve  service  and  efficiency. 

In  response  to  the  Administration's  request  for  $1.4  billion  in 
budgetary  reduction,  GSA  has  identified  a  number  of  areas  where 
the  government  could  save  an  estimated  $24  billion  over  the  next 
five  years.  GSA's  projections  include  several  billion  dollars  in  sav- 
ings from  the  decreased  office  demands  of  a  smaller  Federal  work 
force.  They  also  include  a  proposal  to  cut  agency  rental  charges. 
GSA's  recommendations  and  the  potential  savings  that  could  result 
are  certainly  worth  close  inspection. 

While  "road  tests"  of  these  new  arrangements  have  just  begun, 
larger  questions  are  already  confronting  us  all — questions  relating 
less  to  whether  a  "new  and  improved"  GSA  is  right  for  America, 
and  more  to  whether  America  should  have  a  GSA  at  all. 

As  this  question  is  echoing  through  many  halls — ^both  in  Con- 
gress and  at  18th  &  F  Streets,  let  me  make  it  clear  that  BOMA 
believes  the  appropriate  approach  is  not  a  wholesale  dismantling  of 
the  Public  Buildings  Service. 

GSA  is  an  important  stabilizer  in  Federal  operations.  We  support 
a  thoughtful  review  of  GSA  programs  and  policies  to  identify  those 
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functions  that  GSA  should  or  should  not  handle.  However,  we  cau- 
tion against  indiscriminate  cuts  that  would  decimate  the  agency 
and  undermine  its  ability  to  carry  out  the  necessary  function  of 
real  property  oversight. 

My  members  don't  want  to  deal  with  50  different  agencies  re- 
garding real  estate  needs.  A  centralized  clearinghouse  able  to  make 
good  business  decisions  is  certainly  the  preference.  My  members 
don't  want  undue  delay  in  negotiating  and  closing  deals.  They  want 
a  streamlined  approach,  devoid  of  unnecessary  red  tape,  that 
makes  good  sense  for  all  parties  involved. 

With  Federal  downsizing  of  272,000  people  over  the  next  several 
years,  some  effort  must  be  undertaken  to  oversee  and  manage  the 
shifting  office  needs.  We  may  well  find  that  GSA's  services  are 
needed  now  more  than  ever. 

My  members  do  not  seek  to  take  over  all  the  operations  of  the 
Public  Buildings  Service.  However,  a  review  of  every  GSA  business 
line  and  function  may  identify  opportunities  where  the  private  sec- 
tor can  provide  cost  savings  to  the  government  while  improving 
quality  and  customer  service. 

If  GSA  is  used  effectively,  money  can  be  saved.  If  GSA  employs 
private  sector  real  estate  professionals  correctly,  additional  funds 
can  be  saved. 

Unfortunately,  there  is  only  so  much  that  GSA  can  do  internally 
before  they  bump  up  against  obstacles  that  undermine  flexibility 
and  limit  choice — both  of  which  are  vital  for  a  successful  real  estate 
operation. 

GSA  must  have  the  cooperation  of  Congress  to  truly  move  for- 
ward with  the  arsenal  of  tools  needed  to  function  properly  in  the 
real  estate  world.  Current  scoring  rules  preclude  lease/purchase  ar- 
rangements and  they  should  be  changed. 

Mr.  HOYER.  Amen. 

Mr.  McChesney.  Amen.  While  scoring  rules  effectively  ensure 
that  capital  purchases  merit  examination,  they  also  prevent  the 
GSA  from  taking  advantage  of  favorable  lease/purchase  opportuni- 
ties that  could  benefit  taxpayers. 

Congress  should  ensure  that  the  Federal  Buildings  Fund  is  a 
true  revolving  account.  Agency  rental  payments  to  the  fund  are  too 
often  directed  to  extraneous  projects  at  the  expense  of  regular 
maintenance  and  necessary  capital  improvements. 

Congress  should  consider  GSA's  request  for  an  Opportunity  Pur- 
chase Fund.  GSA  is  presently  unable  to  take  advantage  of  highly 
favorable  purchase  opportunities  that  demand  quick  action  and 
cash  pa3nTient. 

Congress  should  simplify  the  Competitiveness  in  Contracting 
Act,  known  as  CICA.  The  current  practice  of  "competing"  every 
lease  renewal  is  clearly  inefficient  relative  to  the  government's  re- 
turn on  time  and  cost  invested. 

While  this  is  by  no  means  an  exhaustive  list  of  potential  areas 
of  improvement,  it  is  a  significant  starting  point.  GSA  has  many 
ideas  on  the  table  that  merit  attention  and  Congress  has  much  to 
add  to  the  debate. 

BOMA  is  pleased  to  represent  the  private  real  estate  community 
in  this  discussion.  Hearing  the  comments  of  my  partners  here,  I 
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think  there  are  several  areas  where  we  very  much  agree,  and  I 
look  forward  to  your  questions  as  we  proceed. 

Thank  you. 

Mr.  LiGHTFOOT.  Thank  you. 

[The  BOMA  prepared  statement  follows:] 
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INTRODUCTION 

Good  morning.  My  name  is  Tom  McChesney.  I  am  Executive  Vice  President  and  District 
Manager  for  the  Pittsburgh  oflBce  of  Grubb  &  Ellis  Company  -  the  largest  publicly-held,  full 
sendee  real  estate  company  with  offices  nationwide. 

I  am  here  today  as  President  of  the  Building  Owners  and  Managers  Association  International 
(BOMA).  BOMA  is  the  voice  of  the  oflBce  building  professional.  BOMA's  1 5,000  members  own 
or  manage  over  six  (6)  billion  square  feet  of  U.S.  commercial  ofiBce  space. 

Over  the  past  two  years,  much  discussion  has  centered  on  improving  the  operation  and 
management  of  the  federal  government's  real  property  programs.  Legislators  from  both  sides  of 
the  aisle  -  on  both  sides  of  the  Hill  -  have  tuned-in  to  examine  GSA,  the  Courts,  and  how  the 
government's  real  estate  business  is  being  handled. 

In  my  capacity  as  BOMA  president,  I  represent  an  organization  of  individuals  who  are  keenly 
aware  of  the  hurdles  that  must  often  be  crossed  to  do  business  with  the  government,  and  I  am 
pleased  to  share  a  few  thoughts  on  behalf  of  the  private  commercial  real  estate  sector. 

Let  me  say  that  I  am  not  here  today  to  chastise  GSA,  but  to  discuss  areas  where  significant  cost 
savings  can  be  achieved  and  to  help  identify  obstacles  that  inhibit  the  government  from  taking  the 
most  reasonable  and  cost  eflFective  approach  to  real  property  management. 


LEASING 

Let  me  first  comment  on  the  Subcommittee's  interest  in  leasing.  All  things  being  equal,  BOMA 
members  would  indeed  prefer  that  the  federal  government  lease  space  from  the  private  sector. 
Market  conditions,  especially  those  of  the  past  several  years,  often  ensure  that  favorable  lease 
terms  are  available  to  save  the  government  money.  Such  deals  make  good  business  sense  and 
should  not  be  overlooked  when  and  where  it  is  appropriate  to  lease  ofiBce  space. 

Leasing  space  instead  of  purchasing  or  constructing  space  also  benefits  the  government  by 
ensuring  flexibility.  Short-term  contracts  allow  the  government  to  constantly  reassess  its  needs 
without  being  locked  in  for  the  lifetime  of  a  building.  This  point  is  especially  significant  in  light  of 
the  move  to  downsize.  As  the  federal  workforce  shrinks,  so  will  the  amount  of  office  space 
needed  to  house  it.  Leasing  provides  the  flexibility  that  is  so  important  under  such  circumstances. 

Leasing  also  addresses  the  acute  problem  of  deferred  maintenance.  For  a  number  of  reasons,  the 
Federal  Buildings  Fund  is  often  unable  to  finance  the  regular  and  necessary  maintenance  of  many 
government  facilities.  As  such  maintenance  is  deferred,  the  federal  government's  owned  portfolio 
falls  into  disrepair,  resulting  in  longer-term  problems  and  larger  eventual  costs  to  taxpayers. 
Leasing  removes  this  substantive  cost  by  eliminating  the  federal  government's  property 
maintenance  responsibilities. 
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While  we  are  discussing  leasing  versus  owning  in  general  terms,  I  would  also  point  out  that 
construction,  specifically,  is  a  very  expensive  option  for  the  federal  government.  Should 
ownership  be  deemed  necessary,  it  would  likely  be  favorable  for  the  government  to  purchase  or 
lease-purchase  space  rather  than  construct  it,  except  perhaps  in  the  case  of  special  use  facilities 
such  as  courthouses,  prisons,  etc.  which  are  generally  not  available  in  the  private  sector.  Where 
an  ownership  need  is  identified,  GSA  should  be  able  to  explore  all  options  -  including  lease- 
purchase  and  purchase  of  existing  buildings  -  so  that  the  government's  pursuit  of  ownership 
provides  the  best  available  deal  without  further  exacerbating  vacancy  problems  in  individual 
markets. 


IMPROVING  GSA 

The  private  sector  understands  and  appreciates  GSA's  responsibility  to  fiilfill  the  space 
requirements  of  various  federal  agencies,  and  we  work  with  the  government  toward  that  end. 
Over  the  past  several  years,  BOMA  has  brought  a  number  of  fiustrations  and  recommendations  to 
the  attention  of  GSA  and  Congress  in  an  attempt  to  enable  the  federal  government  to  expand  its 
real  estate  options  and  make  more  timely  decisions. 

I  am  pleased  to  say  that  GSA  has  made  significant  progress  in  a  number  of  areas.  For  example: 

•  BOMA  has  long  held  that  the  government  should  measure  square  footage  using  the  same 
standard  that  is  prevalent  in  the  private  commercial  real  esUte  industry.  While  not  overly 
diflBcult  to  rectify,  measurement  differences  represent  the  type  of  obstacles  that  must  be 
overcome  if  you  want  to  do  business  with  the  government.  Every  obstacle  limits  the  degree 
of  private  sector  participation,  thereby  limiting  the  options  available  to  GSA.  We  are 
encouraged  that  GSA  has  taken  steps  to  include  local  measurement  standards  in  their  lease 
prospectuses,  and  are  pleased  that  they  are  taking  part  in  BOMA's  Standard  Method  of  Floor 
Measurement  Revision  process  in  an  attempt  to  develop  a  nationally  uniform  measurement 
standard  for  both  private  and  public  real  estate. 

•  Federal  regulations  require  GSA  to  outline  specific  solutions  to  space  needs  and  commit  to 
those  solutions  years  before  the  space  may  actually  be  attained.  Such  practices  limit  GSA's 
ability  to  adapt  to  changing  market  conditions  to  pursue  options  that  may  prove  favorable  at  a 
later  date.  The  private  sector  has  joined  many  GSA  professionals  in  calling  for  a  more 
strategic  asset  management  program  that  would  steer  the  government's  present  and  long-term 
capital  investments.  As  part  of  its  restructuring,  GSA  has  just  initiated  a  Portfolio 
Management  Business  Line  —  an  important  step  for  GSA  and  taxpayers  alike. 

•  Government  procurement  procedures  are  equally  complex  and  convoluted  whether  GSA  is 
leasing  10,000  or  500,000  square  feet.  Overly  complex  procedures  are  a  disincentive  to 
competitive  bidding  among  members  of  the  private  sector.  BOMA  has  been  encouraged  by 
GSA's  streamlined  approach  to  leases  for  space  less  than  10,000  square  feet  and  recommend 
applying  similar  approaches  to  all  GSA  leases.  ' 
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The  length  of  GSA's  bidding  process,  from  solicitation  to  decision,  often  requires  that  multiple 
respondents  to  the  solicitation  keep  their  property  off  the  market  until  the  award  date  -  which 
could  be  six  (6)  months  or  longer.  Even  after  an  agreement  has  been  made,  individual 
agencies  can  and  have  overruled  the  decision,  fiirther  undermining  GSA's  authority.  As  you 
can  imagine,  effective  business  negotiations  are  diflBcult  and  the  best  deals  are  often  never 
presented.  Such  practices  deny  OS  A  the  ability  to  take  advantage  of  the  best  available 
opportunities.  To  address  these  issues,  GSA  has  initiated  Business  Process  Reengineering 
wlUch  is  designed  to  simplify  the  troubled  bidding  process. 


REVIEW  AND  RESTRUCTURING 

The  private  sector  has  long  advocated  GSA  action  to  improve  its  procedures,  streamline  its 
operations  and  revise  its  policies,  and  we  are  pleased  to  note  that  GSA  has  launched  a  series  of 
reforms  —  including  a  top-to-bottom  restructuring  of  the  Public  Buildings  Service  to  fashion  a 
GSA  that  "works  better  and  costs  less."  It  is  refreshing  to  see  GSA  implementing  new 
operational  and  managerial  procedures  designed  to  improve  its  real  estate  operations  by  bringing 
them  more  in  line  with  the  private  sector. 

•  As  part  of  the  National  Performance  Review,  GSA  conducted  an  overdue  examination  of  its 
real  estate  operations  and  initiated  the  "reinvention"  of  GSA 

•  The  product  of  these  efforts,  recently  unveiled,  is  a  new  structure  organized  along  "Business 
Lines."  GSA  anticipates  that  this  arrangement  will  improve  service  and  efficiency. 

•  In  response  to  the  Administration's  request  for  $1 .4  billion  in  savings,  GSA  has  identified  a 
number  of  areas  where  the  government  could  save  an  estimated  $24  billion  over  the  next  five 
years.  GSA's  projections  include  several  billion  dollars  in  savings  from  the  decreased  office 
demands  of  a  smaller  federal  workforce  and  include  a  proposal  to  cut  the  rents  charged  federal 
agency  lessees.  GSA's  recommendations  and  the  potential  savings  that  could  result  are 
certainly  worth  close  inspection. 


A  FUTURE  FOR  GSA 

While  "road-tests"  of  these  new  arrangement  have  just  begun,  larger  questions  are  already 
confronting  us  all  ~  questions  relating  less  to  whether  a  "new  and  improved"  GSA  is  right  for 
America  and  more  to  whether  America  should  have  a  GSA  at  all. 

As  this  question  is  echoing  through  many  halls  -  both  in  Congress  and  at  18th  &  F  Streets,  let  me 
make  it  clear  that  BOMA  believes  the  appropriate  approach  is  not  a  systematic  dismantling  of  the 
Public  Buildings  Service  but  a  thoughtfiil  review  of  its  programs  and  policies  to  identify  those 
functions  that  GSA  is  best  qualified  to  handle  and  the  most  cost-effective  means  for  fiilfilling 
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those  functions.  BOMA  is  encouraged  that  GSA  has  retained  a  private  finn  to  conduct  such  a 
review  and  we  look  forward  to  the  results  of  this  process. 

GSA  is  an  important  stabilizer  in  federal  operations  and  we  caution  against  cuts  that  would 
decimate  the  agency  and  undermine  its  ability  to  carry  out  the  necessary  function  of  real  property 
oversight.  My  members  don't  want  to  deal  with  50  different  agencies  regarding  real  estate  needs. 
A  centralized  clearinghouse  able  to  make  good  business  deals  is  certainly  the  preference.  My 
members  don't  want  undue  delay  in  negotiating  and  closing  deals.  They  want  a  streamlined 
approach  devoid  of  unnecessary  redtape,  that  makes  good  sense  for  all  parties  involved.  With  a 
federal  downsizing  of  272,000  people  over  the  next  several  years,  some  eflfort  must  be  undertaken 
to  oversee  and  manage  the  shifting  oflBce  needs  and  we  may  well  find  that  GSA's  services  are 
needed  now  more  than  ever. 

My  members  do  not  seek  to  take  over  all  of  the  operations  of  the  Public  Buildings  Service. 
However,  a  thorough  review  of  every  GSA  business  line  and  function  may  identify  opportunities 
where  the  private  sector  can  provide  cost  savings  to  the  government  while  improving  quality  and 
customer  service.  For  example,  GSA  spends  an  inordinate  amount  of  time  and  resources 
overseeing  the  execution  of  small  leases.  Out-task  such  responsibilities  to  the  private  sector  and 
you  will  find  high  quality  work  at  equitable  prices. 

Bottom  line:  If  you  use  GSA  correctly,  money  can  be  saved.  If  the  GSA  employs  private  sector 
real  estate  professionals  correctly,  additional  fiinds  can  be  saved. 


CONGRESS  HAS  A  ROLE 

Unfortunately,  there  is  only  so  much  that  GSA  can  do  internally  before  they  bump  up  against 
obstacles  that  undermine  flexibility  and  limit  choice  -  both  of  which  are  vital  for  a  successful  real 
estate  operation.  GSA  must  have  the  cooperation  of  Congress  to  truly  move  forward  with  the 
arsenal  of  tools  needed  to  function  properly. 

•  Current  scoring  rules  precluding  lease-purchase  arrangements  should  be  changed.  While 
scoring  rules  effectively  ensure  that  capital  purchases  merit  examination,  they  also  preclude 
GSA  fi-om  taking  advantage  of  favorable  lease-purchase  opportunities  that  could  benefit 
taxpayers.  GSA  must  regulariy  forgo  attractive  lease  terms  and  purchase  options  because  the 
collective  rental  payments  would  be  scored  in  a  single  fiscal  year  rather  than  spread  over  the 
term  of  the  agreement.  A  change  in  the  scoring  rules  as  they  pertain  to  lease-purchase 
arrangements  would  provide  GSA  with  additional  flexibility  to  respond  to  favorable  market 
opportunities. 

•  Congress  should  ensure  that  the  Federal  Buildings  Fund  is  a  true  revolving  account.  Agency 
rental  payments  to  the  Federal  Buildings  Fund  are  too  often  directed  to  extraneous  projects 
and  purposes  at  the  expense  of  regular  maintenance,  capital  improvements,  etc.  The  fiind  was 
established  for  these  purposes.  It  is  intended  for  these  purposes.  Congress  should  ensure  that 
GSA  is  allowed  to  use  it  for  these  purposes. 
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Congress  should  consider  GSA's  request  for  an  Opportunity  Purchase  Fund.  GSA  is 
presently  unable  to  take  advantage  of  highly  favorable  purchase  opportunities  that  demand 
quick  action  and  cash  payment.  With  proper  oversight,  an  annual  budgetary  line-item  for 
opportunity  purchases  would  enable  GSA  to  consider  every  market  opportunity  when 
fulfilling  agency  space  requirements. 

Congress  should  simplify  the  Competitiveness  in  Contracting  Act  (CICA).  The  current 
practice  of  "competing"  every  lease  renewal  is  clearly  inefficient  relative  to  the  government's 
return  on  the  time  and  cost  invested.  In  many  instances,  both  the  tenant  agency  and  the  GSA 
are  perfectly  satisfied  with  the  space  they  are  in,  but  the  current  rules  require  openly 
competing  every  lease  renewal.  In  actuality,  ahnost  all  renewals  are  made  with  the  existing 
landlord  —  but  with  a  significant  amount  of  wasted  time  and  effort.  The  CICA  could  be 
upheld  more  efficiently,  in  cases  where  the  intent  is  to  stay  in  place,  through  a  system  of 
assessing  fmr  rental  rates  with  multiple  appraisals  -  thereby  minimizing  the  bureaucratic 
procurement  process  substantially. 


CONCLUSION 

While  this  is  by  no  means  an  exhaustive  list  of  potential  areas  of  improvement,  it  is  a  significant 
starting  point.  GSA  has  many  ideas  on  the  table  that  merit  attention.  Congress  has  much  to  add 
to  the  debate.  BOMA  is  pleased  to  represent  the  private  real  estate  conununity  in  this  discussion 
and  we  look  forward  to  working  wth  the  Subcommittee  and  GSA  as  this  process  evolves. 

Thank  you.  I  would  be  pleased  to  answer  any  questions. 


Founded  in  1907,  the  Building  Owners  and  Managers  Association  (BOMA)  International  is  a 
dynamic  federation  of  98  local  associations  whose  members  own  or  manage  over  6  billion 
square  feet  of  commercial  properties  and  facilities  in  North  America.  The  membership  — 
comprised  of  building  owners,  managers,  developers,  leasing  professionals,  facility  managers, 
asset  managers  and  the  providers  of  goods  and  services  —  collectively  represents  all  facets  of  the 
commercial  real  estate  industry.  BOMA  is  firmly  established  as  the  respected  resource  on 
national  matters  affecting  the  industry. 
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USE  OF  PRIVATE  SECTOR  IDEAS 


Mr.  LiGHTFOOT.  We  again  appreciate  all  three  of  you  coming,  and 
I  want  to  do  one  round  of  questions  here  and  limit  it  to  five  min- 
utes so  everyone  gets  an  opportunity,  then  we  will  kind  of  throw 
it  open  for  a  free-for-all  because  I  think  we  have  got  a  lot  to  talk 
about  and  sometimes  we  can  move  more  rapidly  in  that  format. 

I  would  like  to  start  off  with  the  engineering  and  design  phase 
of  it.  Some  of  the  concepts  that  the  engineering  community  uses  in 
the  private  sector  to  reduce  costs,  at  the  same  time  ensure  good 
quality  construction,  you  mentioned  two  or  three,  design-build,  and 
so  on. 

Do  you  think  that  the  GSA  encourages  the  use  of  those  methods 
that  seem  to  work  very  successfully  in  the  private  sector?  What  is 
your  perception  of  that? 

Mr.  WORISCHECK.  The  answer  would  be,  I  think  that  the  people 
that  work  within  the  agency  wish  they  could  implement  some  of 
these,  but  they  have  obstacles  to  implementing  many  of  the  things 
that  we  do  in  the  private  sector. 

The  simple  fact  is  that  legislation  is  not  favorable  to  combined 
design  and  building,  except  in  very  limited  circumstances.  There  is 
a  resistance  on  the  part  of  the  people  that  have  to  work  in  this  to 
do  something  that  they  don't  have  direct  authority  to  do.  It  is  rath- 
er on  the  fringe  of  what  they  need  to  do. 

We  need  effective  changes  in  the  statutory  and  regulatory  area 
to  give  them  some  comfort  in  it  and  also  to  allow  them  something 
that  has  been  out  of  the  purview  of  some  of  the  public  servants, 
and  that  is  dealing  subjectively  with  the  people  that  are  going  to 
build  and  provide  the  services  they  need. 

In  quality-based  selection  of  both — and  this  area  of  both  the  de- 
sign and  construction  forces  is  an  important  part  of  it.  At  this 
point,  there  is  resistance  at  the  Federal  and  at  all  levels  of  govern- 
ment in  going  into  something  other  than  the  low  bid  initial  capital 
cost  concept.  We  think  that  we  need  many  changes  in  the  regu- 
latory and  statutory  area  to  make  it  more  efficient  and  more  eco- 
nomical for  the  government  to  do  what  it  has  to  do. 

Mr.  LiGHTFOOT.  We  have  some  people  here  today  with  the  au- 
thorizing committees  to  listen,  so  hopefully  we  can  coordinate  some 
of  this  together. 

You  pretty  much  answered  the  second  question  I  guess  as  to 
what  could  GSA  do  to  use  some  of  these  cost-saving  concepts.  Be- 
yond what  we  would  need  to  do  to  change  regulations  and  proce- 
dures for  them,  is  there  encouragement  there  for  them  to  pursue 
these  cost  saving  ideas? 

Mr.  WORISCHECK.  I  am  not  too  sure 

Mr.  LiGHTFOOT.  Is  the  mind-set  there  I  guess  is  a  better  way  to 
put  it. 

Mr.  WORISCHECK.  On  the  part  of  private  industry? 

Mr.  LiGHTFOOT.  By  GSA  to  pursue  some  of  the  private  industry 
ideas. 

Mr.  WORISCHECK.  Well,  we  were — GSA  was  pursuing  some  of 
that  earlier  in  1994  when  the  Federal  Procurement  Act  came  up  for 
review,  and  the  design-build  portion  of  it  was  finally  taken  out  of 
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that  legislation  as  a  result  of  Congressman  Brooks'  objection  to  it 
that  it  did  not  allow  quality-based  selection  of  design  professionals. 

Mr.  LiGHTFOOT.  Okay. 

Mr.  Hoyer. 

Mr.  Hoyer.  Let  me  pursue  that.  You  say,  "accordingly,  the  Fed- 
eral Government,  should  not  mandate  a  single  project  delivery  sys- 
tem for  its  construction  projects."  It  is  my  understanding  that  we 
do  not  do  that,  and  you  are  just  urging  that  we  don't  do  it  because 
it  was  considered,  as  part  of  the  procurement  act  you  just  men- 
tioned. 

There  has  been  this  debate,  and  of  course  what  happens  in  the 
public  sector  is  you  have  this  situation  that  occurs  where  a  losing 
bidder  alleges,  and  it  gets  a  lot  of  publicity,  that  the  Federal  Gov- 
ernment has  paid  $100,000,  $1  million  or  $5  million  or  more  de- 
pending upon  the  cost  of  the  project  than  the  lowest  bidder  would 
cost.  It  becomes  difficult  for  the  public  sector  to  explain  to  the  pri- 
vate sector,  otherwise  known  as  our  constituents,  who  say  why 
didn't  you  get  it  for  $5  million  less?  Why  are  you  squandering  my 
money? 

Its  difficult  for  me  to  come  back  and  say,  the  reason  is  because 
Mr.  Worischeck  is  really  the  best  you  can  get  and  in  the  long-term, 
30  years  from  now,  I  will  be  able  to  tell  you  that  we  saved,  because 
it  is  only  a  half  to  1  point  of  the  total  project  cost  or  1.5  points  of 
the  total  project  cost.  Eventually,  I  will  be  able  to  show  you  a  sav- 
ings, unfortunately,  the  constituent  who  is  going  to  vote  in  18 
months  does  not  have  the  judgment  28  and  a  half  years  later  to 
say  Hoyer  was  right,  and  so  all  of  us  say,  you  know — 

Mr.  Hoyer.  Your  statement  is  we  ought  not  to  mandate  a  single 
project  delivery  system.  We  do  currently  have  that  flexibility,  don't 
we? 

Mr.  Worischeck.  We  do,  but  in  a  very  limited  sense,  and  quite 
frankly,  I  do  not  believe  that  most  public  servants  are  willing  to 
risk  the  wrath  either  of  their  agency  or  Congress  in  doing  some- 
thing that  might  or  might  not  fulfill  all  of  the  plethora  of  regula- 
tions and  things  that  restrict.  I  think  there  is  some  more  need  for 
definitive  permission,  if  you  will,  to  explore  and  to  use  new  and  in- 
novative thinking  in  providing  for  the  necessities  of  government. 

Mr.  Hoyer.  I  agree  with  you  100  percent.  Let  me  suggest  some- 
thing to  those  of  you  who  represent  the  private  sector.  When  a  pub- 
lic official  in  GSA  or  any  other  agency  takes  a  risk,  by  definition, 
there  is  a  downside.  If  there  were  no  downside,  it  wouldn't  be  a 
risk.  It  is  like  investing  your  money.  If  it  is  a  sure  thing,  you  are 
probably  going  to  get  a  pretty  low  return. 

We  have  tried  to  encourage  on  this  subcommittee  the  taking  of 
risk  by  our  people,  but  it  is  tough  to  do  because  of  the  second 
guessing  and  Monday  morning  quarterbacking  that  goes  on  all  the 
time  and  the  civil  servant  feels  unprotected  when  that  happens. 

Mr.  Worischeck.  Right. 

Mr.  Hoyer.  Therefore  what  I  am  urging  is  that  the  private  sector 
really  needs  to,  when  they  don't  win  and  the  employee  gets  an  in- 
centive award — we  don't  have  any  money  left  of  course  for  an  in- 
centive award — or  a  pat  on  the  back.  We  need  the  private  sector 
to  come  in  and  say,  yes,  that  was  a  risk,  and,  yes,  it  didn't  turn 
out  as  well  as  it  could  have,  but  the  fact  of  the  matter  is,  seven 
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times  out  of  ten,  it  will  turn  out  well  and  the  taxpayer  will  save 
money  and  the  product  will  be  better. 

I  just  call  that  to  your  attention  because  risk  taking — and  I  have 
talked  to  Vice  President  Gore  about  this — risk  taking  implies  that 
there  will  be  from  time  to  time  losses  and  we  need  in  Congress  and 
the  public  sector  and  in  the  administration  and  in  the  private  sec- 
tor to  support  those  civil  servants  who  have  the  guts  who  take  a 
risk,  realizing  that  they  will  expose  themselves  in  an  environment 
where  that  is  not  always  very  healthy  for  them.  So  I  hope  you  all 
take  that  to  mind. 

I  have  probably  taken  my  five  minutes  just  on  that. 

Let  me  say  that  I  wanted  to  stay  here  to  hear  all  of  your  state- 
ments. I  found  the  statements  of  Mr.  Little  and  Mr.  McChesney, 
in  particular,  very  positive.  Mr.  Little,  you  pointed  out  how  much 
progress  we  have  made. 

I  happen  to  believe  Roger  Johnson,  and  the  notion  of  putting 
ideas  on  the  table  and  sort  of  pushing  people  to  make  decisions. 
The  time  out  and  review  was  criticized,  a  lot  of  our  Members  were 
very  concerned  about  it.  What  do  you  mean  my  project  didn't  go 
forward?  This  committee  stuck  in  a  bipartisan  fashion  with  Mr. 
Johnson. 

I  think  you  are  right.  You  mentioned  $1.34  billion  as  projected 
savings.  I  had  mentioned  $76  million  that  we  cut  out  of  last  year's 
bill.  I  think  we  are  making  progress,  and  I  think  the  American 
public  needs  to  know  that  there  is  no  disagreement  between  the 
parties  or  between  the  private  and  public  sectors,  that  we  want  to 
do  this  in  the  most  efficient  manner  possible. 

Obviously  from  my  standpoint,  if  I  want  a  project  in  my  district, 
whether  it  is  a  water  project,  a  courthouse,  a  public  building,  what- 
ever it  might  be,  if  I  can  convince  the  public  that  it  will  be  built 
efficiently  and  effectively  and  they  will  get  good  quality,  we  are 
going  to  be  better  off. 

And  Mr.  McChesney,  you  heard  me  say  amen.  This  committee 
has  been  talking  for  a  long  time  about  the  lease/purchase  advan- 
tages. As  you  know,  OMB  in  the  middle  1980s  clamped  down  on 
that  and  the  reason  they  clamped  down  on  it,  may  be  Archives  IL 
John  Berry,  who  some  of  you  missed  and  it  is  a  shame,  came  up 
with  some  really  innovative  ideas  on  how  to  fund  Archives  IL 

The  original  rationale  we  got  it  through  on  didn't  ultimately  end 
up  being  the  financing  vehicle,  but  having  said  that,  it  does  make 
sense  to  amortize  a  building  over  30  years.  It  doesn't  necessarily 
make  sense  for  OMB  to  say,  if  you  are  going  to  build  Archives, 
which  I  guess  came  in  at  about  $250,  or  $230  million,  somewhere 
in  that  neighborhood,  it  doesn't  necessarily  make  sense  to  pay  for 
that  building  all  up  front.  That  is  like  saying,  if  you  are  going  to 
buy  a  home,  you  got  to  pay  the  $150,000  or  $200,000  cost  up  front. 
None  of  us  do  that.  We  talk  about  living  like  families  live.  No  fam- 
ily in  America,  except  maybe  the  Rockefellers  or  Perot  goes  in — or 
a  drug  dealer,  unfortunately — goes  in  and  plops  down  $150,000  or 
$200,000  cash  to  buy  a  home. 

We  amortize  it.  We  pay  a  mortgage.  That  makes  sense  for  some 
of  these  large  building  projects  that  will  be  used  over  time.  Susan 
Brett  is  here — she  has  worn  so  many  hats  over  the  years,  as  you 
know,  Jim — and  we  have  talked  about  this  and  the  new  Members 
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of  the  committee — how  we  fund  this  and  how  it  makes  sense  to 
fund  it  is  a  big  issue,  because  we  are  driven  in  a  lot  of  respects 
by  scoring. 

You  will  find  out  our  problems  with  scoring,  have  nothing  to  do 
with  good  business  practice,  have  nothing  to  do  with  saving  money 
and  everything  to  do  with  how  CBO  and  OMB  score  our  ability  in 
this  committee  to  spend  money  this  year — short  term,  very  small 
thinking  kind  of  decisions.  Jim  and  I  have  agonized  about  it,  as 
have  Frank  Wolf  and  I.  We  have  been  on  this  committee  from  the 
beginning  together,  have  agonized  on  how  you  get  at  this  question, 
but  you  raise  it  and  we  really  do  need  to  work  on  it. 

I  have  talked  to  Leon  Panetta  about  it  and  Roger  Johnson  about 
it,  but  it  doesn't  make  sense  that  we  are  driven  by  scoring  and  not 
by  sound,  good  business  practice. 

Mr.  McChesney.  Amen. 

Mr.  HOYER.  Thank  you.  Thank  you,  Mr.  Chairman.  I  am  sorry 
I  took  that  time,  but  this  is  a  very  impressive  panel  you  put  to- 
gether, very  positive. 

Mr.  LiGHTFOOT.  Mr.  Wolf. 

Mr.  Wolf.  Mike  was  here  first. 

Mr.  Forbes.  I  will  pass,  Mr.  Chairman. 

Mr.  LiGHTFOOT.  Mr.  Wolf. 

Mr.  Wolf.  Thank  you.  I  have  a  couple  questions.  One,  I  was  im- 
pressed with  your  testimony,  as  Mr.  Hoyer  said,  and  also  you  seem 
to  be  giving  GSA  a  pretty  good  rating.  Is  that  a  fair — not  perfect, 
but  a  pretty  good  rating? 

Mr.  McChesney.  Yes. 

DAVIS-BACON 

Mr.  Wolf.  I  have  a  couple  questions.  One,  a  little  off  of  what  you 
were  talking  about,  but  I  think  one  we  have  to  deal  with  and  that 
is  Davis-Bacon.  What  do  you  think  the  cost  of  Davis-Bacon  has 
been  to  the  construction  program,  say,  over  the  last  10  years  or 
what  impact  would  it  have  to  exempt  Federal  buildings  from  Davis- 
Bacon?  And  your  thoughts  would  be  helpful. 

Mr.  Little.  In  some  areas  of  the  country  on  a  wage  rate  basis, 
you  could  have  a  savings  of  $4  or  $5  rate  per  hour. 

Mr.  Wolf.  And  so  to  try  to  get  an  idea  of  what  that  would  be — 
let's  say  Washington  or  New  York. 

Mr.  Little.  We  wouldn't  have  an  interest  in  New  York  without 
Davis-Bacon.  You  would  be  paying  union  wages. 

Mr.  Wolf.  Where  would  you  get  the  savings  from? 

Mr.  Little.  In  the  areas  that  are  fundamentally  open  shop,  con- 
struction areas. 

Mr.  Wolf.  What  would  it  be  in  an  area  like  that  for  building  a, 
let's  say,  if  you  used  the  Archives  building  or  just  take  a  building, 
$200  million,  what  would  your  savings  be?  Significant  or  insignifi- 
cant? 

Mr.  Little.  I  would  again  say  that  in  the  Washington  area,  the 
savings  could  average  $3  per  hour. 

Mr.  Wolf.  But  translate  that  over  what  the  impact  is  for  the 
building. 
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Mr.  Little.  If  you  take  the  inward  cost  is  somewhere  about  30, 
40  percent  of  the  cost  of  the  building,  multiply  it  out,  you  would 
probably  come  in  at  5  or  7  percent. 

Mr.  HOYER.  Of  the  labor  cost? 

Mr.  Little.  Yes,  of  the  labor  costs. 

Mr.  Wolf.  The  other  question  I  had,  on  page  8  you  said,  "GSA 
currently  controls  over  40  percent  of  the  overall  Federal  building 
budget.  With  their  proven  success,  there  may  be  an  apparent  con- 
solidation of  other  building  construction  services  within  GSA  could 
provide  the  best  opportunity."  Where  is  the  rest? 

Mr.  Little.  The  23  Federal  agencies  or  departments  that  have 
real  estate,  capacity  to  buy  and  sell,  lease,  on  the  building  side,  and 
they  are  all  listed  across  here,  and  this  was  compiled  by  the  Gore 
commission,  and  in  that  process,  there  is  a  whole  host  of  activities 
that  go  on. 

Mr.  Wolf.  Where  is  the  largest?  DOD?  Where  is  the  largest  out- 
side? 

Mr.  Little.  I  would  have  to  get  back  to  you  on  that.  I  would  be 
glad  to. 

Mr.  Wolf.  Could  you  break  down  where  that  60  percent  is? 

Mr.  Little.  I  can  break  down  through  every  agency.  I  just  did 
not  bring  that. 

consolidating  building  operations 

Mr.  Wolf.  Has  there  been  any  thought  of  consolidating  all  of 
GSA,  doing  a  good  job  of  consolidating  at  all?  Because  I  have 
sensed  the  trend  is  going  the  other  way.  They  were  trying  to  take 
the  Pentagon  away  from  GSA  and  let  the  Pentagon  run  it. 

Mr.  Little.  The  issue  is,  we  believe,  if  it  is  cost  effective.  You 
have  to  look  at  it  on  a  case-by-case  basis.  For  instance,  there  are 
agencies  on  here,  such  as  the  National  Aeronautic  and  Space  Ad- 
ministration, DOE,  and  there  is  a  question  of  whether  or  not  GSA 
can  be  effective  given  the  expertise  of  the  professionals  in  the 
building  sector. 

Mr.  Wolf.  But  has  somebody  looked  at  it? 

Mr.  Little.  If  you  look  at  who  is  going  to  sell  a  property,  who 
is  going  to  buy  a  property  in  these  agencies,  who  can  acquire  spe- 
cial purpose  bases  in  all  these  boxes,  it  is  an  extraordinarily  large 
real  estate  undertaking. 

Mr.  Wolf.  You  will  send  me  that? 

Mr.  Little.  I  will  be  glad  to. 

Mr.  McChesney.  Congressman,  I  have  a  document  here  which 
indicates  that  approximately  40  percent  of  the  Federal  Crovem- 
ment's  general  purpose  office  space  is  controlled  by  the  GSA,  31 
percent  in  other  agencies,  and  29  percent  by  DOD. 

Mr.  Wolf.  Twenty-nine,  wow.  That  gets  to  be  a  jurisdictional 
struggle  up  here,  but  my  sense  is  that  GSA  is  doing  a  good  job.  It 
would  really  make  more  sense  to  have  it  all  under  GSA. 

Mr.  McChesney.  In  the  property  management  area  they  have 
benchmarked  these  costs  with  private  industry  and  Boma  has  pro- 
vided some  data  on  that.  The  GSA  portion  is  doing  fairly  well.  They 
have  looked  at  the  nonGSA  operated  agencies  and  have  identified 
significant  potential  savings  there  if  the  same  operating  costs  were 
reduced  across  the  board  in  all  agencies. 
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Mr.  Wolf.  I  think  maybe  the  committee  ought  to  consider  asking 
GAO  or  somebody  to  look  at  the  difference  between  Defense  and 
the  others  and  GSA  because  there  may  be,  particularly  if  there  are 
authorizers  here,  there  may  be  an  opportunity  for  authorizers,  if  it 
shows  that  is  the  case,  to  consolidate  that.  So  I  would  make  a  re- 
quest that  the  Chairman  might  want  to  consider  that,  writing  GAO 
and  asking  them  to  took  a  look  at  that,  take  a  look  at  your  data 
and  say  what  are  the  costs  per  square  foot  or  whatever  way  you 
would  measure  from  and  see  because  maybe  there  ought  to  be  an 
effort  to  consolidate. 

That  gets  into  what  Mr.  Hoyer  was  talking,  the  whole  scoring 
problem,  taking  jurisdiction  away  from  one  committee  to  the  other. 
But  since  we  are  in  this  reforming  and  changing,  if  we  could  do 
that  and  save  money,  I  think  that  is  a  very,  very  good  idea. 

You  are — Mr.  McChesney,  your  idea  here  where  an  ownership 
need  is  identified,  GSA  should  be  able  to  explore  all  options,  includ- 
ing lease/purchase  and  purchasing  of  existing  buildings.  It  is  very 
important.  We  asked  GSA  to  look  at  the  RTC.  I  would  have 
thought  GSA  and  the  RTC  would  have  had  a  relationship.  I  don't 
know,  and  if  somebody  is  here  from  GSA,  how  many  buildings  did 
GSA  take  from  the  RTC?  Zero.  That  is  unbelievable.  I  mean,  they 
were  out  there  selling  off  all  the  market — I  see  GSA  saying  it  is 
dollars,  it  is  cash. 

It  is  scoring  rules,  and  Mr.  Hoyer  was  right,  but  we  really  ought 
to  deal  with  that  because  they  would  come  into  a  market,  construct 
this  building,  and  down  the  street  would  be  the  empty  building,  the 
empty  building,  the  empty  building.  It  happened  in  my  area,  out 
in  the  Dulles  corridor,  empty  buildings,  you  can  see  them  and  yet 
they  are  constructing  a  new  building  nearby. 

This  committee  really  ought  to  deal  with  that  because,  hopefully, 
I  pray  to  the  good  Lord  we  will  never  go  through  another  RTC  situ- 
ation. But  they  ought  to  have  that  ability  to  go  in.  Because  an  of- 
fice is  an  office,  but  sometimes  it  is  not  because  if  you  have  secu- 
rity and  CIA  versus — but  generally  we  can  all  pretty  much  fit  in, 
and  to  go  in  and  take  a  building  on  the  market,  to  take  it  out 
whereby  you  could  help  a  locality,  I  think  makes  relative  sense. 

So  I  would  hope  the  Chairman  would  look  at  that  and  we  ought 
to  give  GSA  the  opportunity  in  that  opportunity  fund,  whatever  we 
want  to  call  it.  But  I  think  we  ought  to  put  money  in  the  oppor- 
tunity fund  and  tell  GSA  they  have  the  authority.  But  no  buildings 
from  RTC?  It  is  unbelievable. 

I  have  a  couple  others  I  will  just  ask  for  the  record.  The  other 
one  is,  you  said,  in  many  instances,  both  the  tenant  agency  and 
GSA  are  perfectly  satisfied  with  the  space  they  are  in,  but  the  cur- 
rent rules  require  ultimately  competing  every  lease  renewal. 

That  is  something  else  that  we  should  look  at  because  the  agency 
knows  it  is  going  to  stay  there.  All  the  employees  have  moved 
there.  They  all  live  around  there.  They  set  up  their  lives  based  on 
that.  They  are  not  going  to  go  if,  as  long  as  they  have  this  leverage 
where  they  can  tell  the  owner,  hey,  we  may  go,  so  there  is — I  think 
there  ought  to  be  that  and  I  think  your  idea  of  wasted  time  and 
effort  is  so  important. 

Mr.  McChesney.  One  of  the  other  aspects  of  that  is  in  a  long- 
term  lease,  given  the  market  cycles,  they  can't  go  out  as  private  in- 
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dustry  does.  If  I  am  paying  an  over-the-market  rate,  I  can  renego- 
tiate my  renewal  now  and  get  a  lower  rate  right  now.  GSA  can't 
do  that. 

Mr.  Wolf.  You  mean  GSA  has  to  wait  until  the  whole 

Mr.  McChesney.  That  is  right. 

Mr.  Wolf.  I  didn't  know  that.  What  is  that?  Come  on,  it  is  an 
open  meeting. 

Ms.  Brett.  It  is  generally  the  agency — the  government  because 
they  sign  a  contract,  and  it  is  the  industry  that  wants  the  rate 
fixed  for  20  years.  They  don't  want  GSA  to  have  the  opportunity 
to  go  back. 

Mr.  Wolf.  But  there  still  ought  to  be  the  opportunity,  right? 

Ms.  Brett.  It  is  also  CICA.  CICA  requires  them  on  these  add- 
ons, on  extensions.  That  is  why  there  is  no  hold-over  leases.  CICA 
requires  the  government  go  back  and  compete  over  the  end  of  the 
lease  term. 

Mr.  Wolf.  That  probably  ought  to  be  changed,  don't  you  agree? 

Ms.  Brett.  We  have  had  discussions  with  GSA  about  maybe  ex- 
tending the  lease  term  from  20  to  25  years  so  they  would  have  an 
opportunity  to  get  a  better 

Mr.  Wolf.  Mr.  Worischeck,  you  had  a  comment. 

Mr.  Worischeck.  I  am  going  to  go  back  to  your  first  point  about 
Davis-Bacon.  I  think  the  unknown  cost  of  that  is  that  firms  have 
refused  to  compete  because  they  consider  the  Davis-Bacon  wages 
not  to  be  the  prevailing  rate  in  the  area  and  it  would  upset  their 
whole  payroll  schedule  if  they  were  forced  on  one  job,  a  portion  of 
their  company  to  Davis-Bacon  wages  and  someone  on  another  job 
working  for  them  gets  different  wages.  So  some  of  them  just  don't 
compete  on  that  basis. 

And  the  other  comment  I  have  is  the  people  that  determine  what 
are  the  prevailing  wages  in  an  area  ofttimes  do  not  go  through  that 
30  percent  of  the  industry,  I  think,  they  are  required  to  use,  or  one- 
third  of  the  industry  to  investigate  that  rate.  They  simply  go  to  the 
local  union  hall  and  say,  what  are  your  rates? 

So  that  I  think  you  might — without  having  to  change  the  Davis- 
Bacon  Act,  you  might  look  into  those  areas  where  the  prevailing 
wages  indeed  may  not  be  the  prevailing  wages  in  an  area,  but  are 
simply  a  convenience  to  whatever  agency  is  establishing  them. 

Mr.  Wolf.  That  is  a  good  point.  I  have  a  couple  more  for  the 
record,  but  I  think  you  make  a  very  good  point  and  hopefully  the 
authorizing  committee  will  look  at  this.  I  am  really  not  anti-labor. 
I  come  from  a  background,  all  of  my  family  really  come  out  of  labor 
and  organized  labor. 

I  think  Davis-Bacon  though  has  to  be  looked  at  for  some  change. 
You  have  raised  some  that  I  hadn't  even  thought  of  I  guess  a  con- 
tractor doesn't  even  want  to  get  into  that  system  because  if  you  do 
it  only  for  one  job,  what  the  impact  will  be  for  your  company,  and 
since  we  are  reducing  spending,  whether  people  like  it  or  dislike  it, 
that  is  the  trend.  The  more  we  can  look  at  these  things  and  adjust 
them  whereby  we  are  treating  workers  fairly,  I  mean,  we  don't 
want  to  go  to  the  days  of  exploitation  clearly,  but  the  more  oppor- 
tunity for  people  to  work  and  continue  to  do  these  things,  the  more 
jobs.  I  think  it  would  have  been  better. 
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So  if  one  of  the  authorizers  could  look  at  that,  I  think  it  is  some- 
thing that — I  am  going  to  thank  the  Chairman  for  this  hearing,  one 
of  the  better  ones,  and  I  am  going  to  thank  the  witnesses  very 
much. 

Mr,  LiGHTFOOT.  Thank  you,  Mr.  Wolf. 

Mr.  Visclosky. 

Mr.  Visclosky.  Mr.  Chairman,  if  I  could  defer  for  the  time  being, 
that  would  be  great. 

Mr.  LiGHTFOOT.  Sure. 

Mr.  Kingston. 

Mr.  Kingston.  Mr.  Worischeck,  I  would  love  to  get  a  copy  of 
what  you  just  said  to  Mr.  Wolf  in  writing  that  maybe  we  could 
share  it  with  Cass  Ballenger  because  he  has  a  bill  right  now  to 
eliminate  the  Davis-Bacon  Act  and  we  would  like  to — maybe  you 
got  a  good  idea  here  about  the  prevailing  wages. 

Mr.  Worischeck.  I  would  be  glad  to  put  that  in  writing  and 
have  it  delivered  to  the  committee. 

SITE  SELECTION 

Mr.  Kingston.  I  think  other  Members  might  be  interested  in 
that. 

Mr.  Little,  you  talked  about  site  selection.  Sometimes  it  appears, 
particularly  in  courthouse  selection,  that  it  is  driven  more  by  the 
desire  of  a  strong  personality,  a  Federal  judge,  or  maybe  someone 
with  GSA  rather  than  good  engineering  or  cost  efficiency.  Now, 
that  appears  to  be  what  it  is  to  me. 

Am  I  wrong,  or  is  that  50-50,  or  is  that  a  fair  statement? 

Mr.  Little.  I  think  that  politics  plays — a  local  community,  a  ju- 
diciary system  or  at  the  State  level — a  role  in  selecting  sites  that 
are  not  conducive  to  the  lowest  construction  costs.  You  have  court- 
houses constructed  over  highways.  You  have  them  constructed  in 
odd  shapes,  which  makes  the  efficiency  of  the  courthouse  difficult 
to  achieve,  which  drives  costs  up. 

Mr.  Kingston.  What  is  the  balance  there?  Because  if  you  have 
the  mayor  and  the  city  council  who  wants  it  in  a  downtown  area, 
but  you  can  get  it  a  lot  cheaper  a  quarter  of  a  mile  away,  how  do 
you 

BENCHMARKING  COURTHOUSE  CONSTRUCTION 

Mr.  Little.  The  Panel  on  Courts  Program,  which  put  out  a  re- 
port in  December  1993,  made  a  recommendation  for  the  CMG, 
CMG  has  oversight,  it  has  representation  with  the  judiciary,  the 
Office  of  Administration  of  the  Courts,  GSA.  What  it  does  is  take 
professionals  who  work  with  the  regional  GSA  offices  to  control 
costs  by  identifying  what  the  cost  parameters  might  be,  i.e.,  estab- 
lishing a  benchmark,  and  that  benchmark  relates  to  the  site  selec- 
tion as  well  as  to  the  costs  per  square  foot. 

So  it  is  obvious  that  courthouses  in  certain  geographic  areas  in 
certain  cities  are  going  to  cost  more  than  in  other  parts  of  the  coun- 
try. All  of  that  is  contained  in  this  document  which  I  have  submit- 
ted to  the  committee,  the  official  document. 

Mr.  Kingston.  Let  me  ask  you  a  couple  of  follow-up  questions  on 
that.  Now,  I  have  been  into  some  very  attractive  judge's  chambers 
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and  recently  had  to  visit — had  the  opportunity  to  go  to  the  Su- 
preme Court. 

Mr.  ISTOOK.  Our  judge's  in  Oklahoma  are  not  as  attractive  as 
yours. 

Mr.  Kingston.  I  was  in  the  Supreme  Court  about  two  weeks  ago 
and  was  somewhat  delighted  but  shocked  to  see  how  small  their  ac- 
tual offices  were,  yet  that  is  not  the  case  on  these  circuits.  Now, 
as  a  contractor,  do  you  see  a  lot  of  big  shot  complexes,  you  know, 
driving  up  the  cost  of  projects  so  that  people  can  have  rooms  bigger 
than  this  for  their  personal  office? 

Mr.  Little.  We  see  lots  of  different  designs,  and  clearly  the  cri- 
teria of  the  program  which  is  decided  by  the  courts  and  GSA  deter- 
mines the  cost  and  space  for  any  given  building.  The  recommended 
control  point  for  that  is  the  CMG,  and  GSA  has  agreed  to  initiate 
that  program  and  we  have  a  program  in  place  now  according  to 
CMG's  understanding. 

Contractors  do  not  determine  the  size,  but  there  is  a  wide  range 
out  there.  For  example,  the  total  cost,  the  benchmark  of  a  gross 
square  foot  cost  in  a  courthouse  should  be  in  the  neighborhood  of 
$170  per  square  foot,  gross  square  foot,  and  we  have  seen  costs 
that  are  well  over  $200  and  we  have  seen  costs  that  are  well  under 
$170,  so  it  varies. 

Mr.  Kingston.  The  ones  that  are  well  over  it  on  the  wide  range, 
would  you  say  that  is  a  waste  of  money? 

Mr.  Little.  That  is  impossible  for  AGC  to  comment  on,  but  what 
I  would  recommend 

Mr.  Kingston.  How  about  as  Glenn  Little,  individual,  who 
knows  something  about  contracting? 

Mr.  Little.  I  believe  that  in  the  1990s  we  have  to  do  with  less, 
so  there  is  room  to  value  engineer  any  courts  building  now  without 
jeopardizing  the  function  of  the  court,  or  the  security  of  the  court, 
to  make  it  cost  less. 

Mr.  Kingston.  Mr.  Chairman,  if  I  have  some  time  for  one  more 
question,  can  I? 

Mr.  LiGHTFOOT.  Yes. 

Mr.  Kingston.  The  security  thing,  I  have  noticed  a  lot  more  se- 
curity and  I  am  not  sure  that  it  is  always  justified.  How  much  does 
that  cost  extra  for  security?  And  the  reason  why  I  ask  that  is  not 
so  much  how  much  is  it  to  make  a  guard  shack  or  something  like 
that,  but  aren't  there  cases  where  there  are  Federal  buildings 
maybe  owned  by  the  RTC  or  GSA  somewhere  that  could  be  used 
for  courthouse  annexes  that  have  said,  no,  we  can't  do  it  because 
we  have  to  have  everybody  together  and  that  is  for  security  rea- 
sons? 

Mr.  Little.  In  CMG  we  raised  the  exact  same  question  back  in 
1993  in  the  middle  of  one  of  our  deliberations.  There  was  a  shoot- 
ing in  Baltimore  at  the  Federal  courthouse  in  which  someone  I  be- 
lieve who  was  on  a  trial  had  a  friend  that  came  in  with  a  gun  and 
started  blasting  away. 

So  the  question  of  security  is  a  tough  question.  You  talk  to  a 
judge  and  you  talk  to  attorneys  and  witnesses.  As  we  went  through 
that  experience  with  the  CMG,  the  cost  in  security  requirements 
can  run  as  high  as  $13  of  cost  on  a  gross  square  foot  basis  for  a 
building.  Then  you  get  outside  into  a  cost  that,  in  the  worst  case. 
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can  go  as  high  as  $3.50,  $4  per  square  foot  for  additional  security 
on  the  outside  of  building.  These  prevent  car  bombs  and  gunfire 
and  et  cetera.  It  is  quite  remarkable  the  impact  that  those  costs 
have  on  the  design  of  the  building. 

Mr.  Kingston.  Like  10  percent,  25? 

Mr.  Little.  Depends  on  what  the  building  cost  is.  You  can  only 
deal  with  it  in  terms  of  the  gross  square  footage.  The  benchmark 
basis  we  developed  is  $13  on  a  gross  square  foot  basis,  so  if  you 
have  a  200,000  square  foot  building,  it  is  a  considerable  amount  of 
money. 

Mr.  LiGHTFOOT.  Mr.  Istook. 

REDUCTION  IN  THE  APPROVED  COURTHOUSES 

Mr.  Istook.  Gentlemen,  thank  you  for  being  here.  I  wasn't  here 
for  your  oral  testimony,  but  I  have  had  a  chance  to  review  your 
written  statement  and  heard  some  of  the  other  comments.  I  noticed 
in  some  of  the  written  testimony  of  course  you  were  talking  about 
how  you  would  change  the  decision-making  process,  reviewing  proc- 
ess within  GSA. 

I  am  sure  you  also  recognize  that  in  addition  to  the  long-term 
considerations,  that  this  particular  subcommittee  has  the  need  and 
desire  to  identify  things  that  can  be  put  in  a  rescission  bill  for  the 
current  fiscal  year,  as  well  as  evaluating  projects  that  are  proposed 
for  the  upcoming  fiscal  year. 

Last  year  I  believe  the  total  new  construction  that  ultimately 
was  approved  was  on  the  order  of  $600  million.  We  had  different 
back  and  forth  controversies,  looked  at  square  footage  costs  of  cer- 
tain buildings,  but  a  lot  of  the  things  you  are  talking  about  of 
course  are  long  term. 

You  cannot  say  something  in  a  bill  that  really  accomplishes  that. 
The  executive  department  has  to  carry  through  on  those  things.  We 
are  thinking  short  term  rather  than  long  term,  as  well  as  thinking 
long  term,  and  I  would  be  interested  in  your  comments  and  feed- 
back, how  do  you  try  to  trim  the  cost  of  projects  that  are  at  dif- 
ferent stages.  They  are  beyond  concept.  They  are  into  design.  They 
are  about  to  be  bid. 

I  mean,  are  our  choices,  as  you  see  them,  only  in  eliminating  cer- 
tain projects  altogether  or  can  you  propose  a  mechanism  whereby 
we  can  accomplish  savings  in  projects  that  are  already  in  the  pipe- 
line, some  that  were  approved  for  construction  and  appropriated  for 
construction  already,  but  that  are  nevertheless  still  in  the  design 
stage?  I  am  looking  for  your  thoughts  and  ideas  and  feedback  on 
how  we  handle  this  short-term  situation  as  well  as  long  term. 

Mr.  Little.  I  will  answer  first,  then  my  colleagues  here  may 
wish  to  add  to  that.  For  a  project  that  is  completed  in  the  sense 
of  the  drawings  are  completed  and  it  is  going  out  for  procurement 
in  an  additional  manner,  design-bid-build,  if  that  project's  square 
foot  costs  as  determined  by  GSA  are  above  an  established  norm, 
which  can  be  established  between  the  committee  and  GSA,  then 
that  project  should  be  put  on  hold  for  review  and  perhaps  it  can 
be  redrawn  to  bring  it  into  cost  control. 

For  a  project  that  is  under  way,  i.e.,  bricks  and  mortar  are  mov- 
ing in  place,  the  only  area  is  to  look  at  value  engineering  of  the 
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tenant  fit  outside.  It  would  be  cost  prohibitive  to  carry  on  value  en- 
gineering of  a  structure  under  way. 

In  both  cases,  there  is  the  cost  exposure  to  the  architectural  engi- 
neering professional  side  of  those  projects  in  which  if  you  stop  the 
project  that  has  been  drawn,  it  has  got  to  be  redrawn.  That  is  a 
cost  that  has  to  be  taken  into  account  so  that  has  to  be  adopted 
over  a  given  budget  point.  There  is  also,  in  value  engineering  an 
existing  building,  the  mechanical  work  side  which  would  be  a  cost 
to  the  professional.  So  you  have  to  look  if  the  status  justifies  it. 

Clearly  the  industry  as  a  whole  has  felt  that  value  engineering 
is  an  important  basis  up  front,  not  only  in  design  for  construction 
dollars,  but  also  in  the  criteria  for  the  program,  the  square  footage 
necessary  for  each  function,  the  costs  for  the  maintenance  oper- 
ation of  the  building  and  the  parking  costs  associated  with  that  de- 
sign. It  is  felt  that  between  the  two  efforts  of  value  engineering  and 
what  we  call  the  programming  criteria  side,  and  value  engineering 
on  the  design  side,  that  one  could  save  on  an  average  of  10  percent 
total  on  any  project  moving  forward. 

Mr.  ISTOOK.  Would  you  elaborate  a  bit  on  that?  Ten  percent  of 
what? 

Mr.  Little.  Of  whatever  the  construction  cost  would  be  without 
performing  value  engineering  or  having  that  methodology  applied 
to  the  project.  But  you  must  apply  it  at  the  program  criteria  stage 
and  you  must  apply  it  again — during  the  design  phase  and  that  the 
end  cost  of  the  product  will  be  less  expensive  than  if  you  were  not 
doing  the  value  engineering. 

Mr.  ISTOOK.  I  want  to  be  sure  you  are  talking  about  potential 
savings.  If  you  apply  the  value  engineering  from  the  beginning 

Mr.  Little.  That  is  correct. 

Mr.  ISTOOK  [continuing].  As  opposed  to  coming  in  later  and  hav- 
ing a  change  of  design? 

Mr.  Little.  That  is  correct,  and  that  is  5  percent  in  each  of  the 
two  pieces.  Program  and  criteria  side  and  then  the  design  side. 

Mr.  McChesney.  Two  thoughts  that  may  be  a  little  different. 
One  is  this  GSA  plan  that  we  received  identifies  $2  billion  worth 
of  construction  that  has  not  yet  been  awarded,  so  there  is  some- 
thing in  the  pipeline  that  is  significant — 64  projects. 

I  am  not  saying  that  they  should  be  stopped  necessarily.  Again, 
many  of  them  are  courthouses.  But,  whenever  we  are  working  with 
a  developer  building  a  project,  irrespective  of  what  his  budget  is, 
at  some  point  before  they  start  digging  a  hole,  somebody  comes 
along  and  says,  how  can  we  save  some  money  here?  And  I  am  not 
sure  where  that  is  with  these  projects  that  are  still  in  the  works. 

If  you  have  $100  million  appropriated  for  a  building  and  the  total 
costs  come  in  at  $98  million,  does  somebody  get  credit  for  saving? 
Because  inevitably  somebody  can  say,  why  are  we  building  a  sec- 
ond freight  elevator.  Why  do  we  have  this  kind  of  service  in  the  ga- 
rage? Why  are  we  using  marble  in  the  entry  when  we  have  this 
kind  of  thing  as  an  alternative?  Have  we  thought  about  who  the 
users  are? 

I  certainly  can  see  in  this  climate  of  Federal  work  force  reduc- 
tions that  an5rthing  that  is  either  under  construction  or  on  the 
boards  should  be  looked  at  since  the  agencies  that  will  be  in  there 
will  be  using  the  space  differently  with  different  people  and  with 
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a  different  population.  You  very  well  might  discover  in  a  region 
where  there  are  three  projects  under  way  that  one  of  them  might 
be  redundant  today  although  it  wasn't  redundant  three  years  ago 
when  it  was  started. 

There  is  a  good  opportunity  for  a  review.  The  Time  Out  and  Re- 
view that  GSA  had  was  one  good  start  in  this  process.  But  I  think 
there  are  two  things.  Nobody  is  telling  them  what  to  do.  Nobody 
is  telling  them  you  must  save  $5  million  on  a  $100  million  building. 
Nobody  is  telling  them  what  agency  is  going  to  shrink.  And  I  do 
know  for  a  fact  that  on  several  occasions  when  the  GSA  has  award- 
ed a  contract  to  somebody,  they  have  been  overruled.  So,  GSA  is 
running  around  with  its  hands  tied  behind  its  back  trying  to  do  a 
good  job. 

And  getting  back  to  what  we  said  earlier,  GSA  is  frequently  the 
victim.  I  think  somebody  should  say,  irrespective  of  what  your 
budget  is,  how  can  you  save  something?  Because  so  many  times  if 
they  haven't  hit  the  cap,  if  they  haven't  hit  the  ceiling,  they  are 
okay.  It  is  only  when  they  go  through  the  cap  that  there  is  a  big 
problem,  and  I  think  there  is  a  lot  of  money  to  be  saved  below 
these  caps,  yet  nobody  gets  credit  for  saving  it. 

This  diligent  servant  says,  we  can  save  $5  million  here  and 
somebody  says,  why  are  you  doing  that,  it  is  under  the  budget,  you 
don't  have  to  worry  about  that  money.  They  should  worry  about  all 
their  money  like  the  private  sector  does,  which  gets  into  value  engi- 
neering, which  gets  into  utilizing  office  space  more  consistently, 
using  the  space  so  if  they  know  they  are  going  to  get  computer  sys- 
tems and  certain  kinds  of  things,  they  don't  need  expansive  offices. 
I  am  not  sure  that  in  many  cases  these  things  aren't  done  after  the 
fact. 

Mr.  ISTOOK.  Certainly  one  thing  I  hope  GSA  will  do  along  with 
what  you  have  said,  is  to  pass  onto  this  committee  the  full  scope 
of  recommendations  that  come  to  it  regarding  these  projects  and 
how  to  reduce  costs,  rather  than  waiting  and  just  giving  us  the  con- 
sensus recommendations  or  the  approved  recommendations. 

I  would  like  to  see  the  unfiltered,  unvarnished  suggestions.  Some 
may  be  bad,  some  may  be  politically  unpopular,  and  some  may  be 
excellent,  but  they  would  not  survive  the  review  process  to  filter  up 
through  the  ranks  and  get  to  us.  I  would  like  to  see  all  the  rec- 
ommendations, not  just  the  ones  that  are  approved. 

Mr.  Worischeck,  you  were 

Mr.  Worischeck.  Well,  I  have  a  comment  as  an  engineer  who 
has  worked  both  in  design  and  construction  and  trying  to  change 
the  process  midstream.  The  immense  weight  of  the  bureaucracy  de- 
scends on  you  with  a  fury  that  is  almost  unknown  to  man.  You  in- 
terrupt the  comfortable  thinking  of  so  many  agencies  that  even  the 
most  original  of  government  employees  is  daunted  by  the  thought 
of  doing  that,  and  I  have  worked  with  private  industry  and  they 
would  be  awfully  upset  with  you  if  you  didn't  project  that  mid- 
stream and  say,  why  not?  And  they  would  turn  every  force  to  see 
that  that  happened.  The  weight  of  bureaucracy  just  bears  down  on 
anyone  who  wants  to  innovate. 

Mr.  ISTOOK.  And  how  would  you  handle  that  then? 

Mr.  Worischeck.  You  have  to  give  some  of  your  agencies  the 
flexibility  to  make  a  best-value  judgment. 
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Mr.  ISTOOK.  And  that  is  why  I  mentioned  it,  because  I  know 
there  are  a  tremendous  number  of  good  ideas  from  many  good  em- 
ployees. But  nevertheless,  for  reasons  of  the  bureaucracy  or  politi- 
cal considerations,  these  ideas  don't  percolate  up  or  aren't  given  the 
attention  which  they  merit,  and  that  is  why  I  would  like  to  make 
sure  that  this  subcommittee  receives  all  of  those  discussions. 

Mr.  Chairman,  am  I  encroaching  on  my  time  here? 

Mr.  LiGHTFOOT.  I  want  to  make  it  a  more  informal  discussion  in 
the  second  round,  and  I  would  at  this  point  urge  anyone  to  jump 
in  with  questions  and  comments  on  both  sides  of  the  table. 

ESTABLISHING  COST  BASELINES 

Mr.  ISTOOK.  Yes,  because  these  are  the  types  of  things.  You  men- 
tioned, Mr.  Little,  the  established  norm  for  certain  costs.  Whose  es- 
tablished norms?  Where  do  I  find  this  established  norm?  How  do 
I  we  arrive  at  this  established  norm  against  which  to  measure? 

I  did  some  of  this  last  year  in  looking  at  projects  and  trying  to 
get  some  figures.  It  may  have  been  through  your  association,  I  for- 
get for  sure.  But  I  got,  you  know,  what  are  normals,  so  to  speak, 
square  footage  construction  costs  from  different  communities 
around  the  country  and  then  related  that  to  square  footage  costs 
we  were  seeing.  Of  course,  you  have  to  make  sure  you  are  talking 
about  construction  cost  and  not  land  acquisition  and  so  forth.  How 
do  we  find  those  benchmarks  and  apply  them? 

Mr.  Little.  In  the  court's  independent  building  program  panel 
which  was  composed  of  architects,  developers,  contractors,  engi- 
neers, members  of  the  courts,  GSA,  judiciary,  the  marshal's  office, 
and  what  we  did  was  take  what  we  thought  were  private  estimates 
and  apply  them  to  what  we  thought  the  range  should  be  and  what 
the  range  would  be  to  accommodate  a  courthouse  in  West  Virginia 
or  the  one  in  Shreveport,  Louisiana  or  the  one  in  St.  Louis,  Kansas 
City,  and  set  that  basis  of  what  we  call  the  minimum  and  maxi- 
mum. Obviously  the  CMG  should  be  awarded,  as  Congressman 
Hoyer  said,  with  a  pat  on  the  back  if  they  were  able  to  take  a 
benchmark  area  that  would  allow  the  cost  to  be  $184  per  square 
foot  and  brought  it  in  for  $120  per  square  foot. 

I  mean,  there  has  to  be  a  reward  to  the  professional  members  of 
GSA,  Public  Buildings  Service,  and  the  CMG  group  in  terms  of  a 
pat  on  the  back  for  achieving  an  outstanding  result.  That  outstand- 
ing result  has  to  be  something  that  is  valued. 

The  colleague  here  to  my  right  has  talked  about  clearly  the  need 
for  what  is  in  the  private  industry  that  we  accept  and  do  every  day. 
Developers  frequently  come  both  to  the  architect  and  engineer  and 
the  contractor  and  they  say,  well,  how  can  we  save  another  10  per- 
cent. Even  though  the  proforma  allows  them  to  spend  $80  million, 
they  want  to  save  some  money. 

So  we  all  put  our  heads  together  and  come  up  with  a  way  to  do 
it.  It  doesn't  cost  any  more.  But  somebody  drove  that  for  a  reason. 
And  the  reason  is  efficiency.  A  reason  is  to  meet  market  demands. 
A  reason  is  not  to  make  the  building  cheaper,  not  to  make  the 
building  fall  down  in  a  fewer  number  of  years,  not  to  increase 
maintenance  costs  and  energy  costs  by  any  means.  So  the  process 
that  you  talked  about  risk  taking  has  to  be  enhanced. 
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A  recent  conversation  with  GSA,  very  recent  conversation,  we 
discussed  the  recommendation  of  creating  a  management  group 
composed  of  industry  standards,  a  panel  to  set  the  benchmarks  on 
a  dollar  basis,  minimum  and  maximum,  for  office  buildings,  regular 
office  buildings  and  for  a  specialized  building  such  as  laboratory 
buildings.  Clearly  as  government  economizes,  the  space  require- 
ments are  going  to  change  dramatically.  Agencies  are  going  to 
change  dramatically  and  we  all  read  The  Washington  Post  in  this 
town  and  hear  that  DOT  which  has  so  many  square  feet  space  is 
going  to  downsize  from  over  100,000  employees  to  55,000  employ- 
ees. What  are  their  space  needs  going  to  be? 

We  are  really  going  to  get  to  the  question  of  do  we  need  to  build 
any  new  governmental  office  buildings.  You  get  to  the  questions  in 
the  courts  and  we  have  sat  in  debates  for  hours  on  end  of  whether 
we  need  new  courts.  Well,  clearly  the  decision  about  a  new  court 
belongs,  I  believe,  with  Congress.  That  is  where  that  decision  be- 
longs. It  is  an  interesting  decision.  Clearly  agencies  seeking  their 
policy  direction  from  the  Congress  want  to  follow  what  is  the  most 
cost  effective.  The  only  way  to  do  that  is  to  force,  as  GSA  led,  all 
aspects  of  industry  to  come  together  with  the  government  and  set 
the  benchmarks  so  everybody  can  understand  them.  And  three 
years  from  now,  we  ought  to  be  able  to  adjust  the  benchmarks  that 
were  set  in  1993  on  a  cost  and  dollar  basis  with  inflation  and  ac- 
commodate what  the  costs  should  be. 

PRIVATE  SECTOR  WORKING  WITH  GSA 

Mr.  ISTOOK.  Mr.  McChesney  of  course  mentioned  there  is  I  think, 
$2  billion  of  construction  that  has  been  funded,  but  not  yet  obli- 
gated, according  to  the  appropriation  process.  Do  you  have  any  rec- 
ommendations on  how  to  bring  in  some  enterprising  people  from 
the  private  sector  to  be  involved  in  making  decisions  regarding  that 
$2  billion  worth  of  projects? 

Obviously  you  have  people  that  have  been  engaged  and  employed 
to  make  designs  and  make  architectural  and  engineering  decisions, 
but  they  are  being  paid  for  it.  I  am  just  looking  for  other  ways  to 
engage  a  private  sector  initiative,  as  well  as  a  GSA  initiative,  in 
looking  at  those. 

Mr.  McChesney.  There  are  several  levels  to  it.  For  projects  that 
are  currently  funded  but  not  yet  started,  it  would  be  difficult  to 
just  pull  someone  off  the  street  into  that  dialogue,  I  mean  a  little 
while  ago  we  were  nervous  about  talking  about  judges  and  tiptoe- 
ing around  in  this  room  whether  we  should  say  they  have  too  big 
an  office.  To  drag  somebody  off  the  street  and  say  should  we  build 
that  courthouse,  I  don't  think  we  want  to  put  anybody  in  that 
harsh  way. 

Mr.  ISTOOK.  People  that  could  serve  as  a  catalyst  I  think  is  what 
we  are  looking  for. 

Mr.  McChesney.  I  think  a  lot  of  our  trade  associations,  serve 
this  purpose  well.  In  many  cases  we  find  local  governments  push- 
ing things  because  it  is  Federal  money  being  spent  in  their  towns. 
So  you  don't  ask  the  mayor's  opinion.  You  have  to  break  outside 
of  some  of  those  circles.  In  the  past,  our  organization,  which  is  in 
86  cities  in  the  U.S.,  has  tried  to  speak  at  the  local  level  and  we 
are  beginning  to  be  heard. 


389 

There  are  private  sector  groups  that  will  get  involved  as  long  as 
they  aren't  just  going  to  get  completely  blown  away.  For  37  court- 
houses that  are  funded  but  not  yet  started,  I  don't  think  you  are 
going  to  find  a  whole  lot  of  people  who  are  eager  to  trot  up  there 
and  get  before  some  Circuit  Court  judge.  You  would  almost  need 
to  bring  in  the  witness  protection  program  for  them. 

CUSTOMER  IS  TAXPAYER,  NOT  THE  COURTS 

Mr.  LiGHTFOOT.  Is  this — and  Mr.  Coleman  just  came  back.  This 
is  kind  of  open,  so  jump  in  any  time  you  want.  On  this  issue, 
though,  and  it  kind  of  goes  back  to  what  you  said  a  minute  ago, 
is  the  problem  in  this  whole  thing  from  GSA's  perspective  that  the 
customer  is  the  judge  instead  of  the  people  who  are  paying  the  bill, 
the  taxpayers,  who  should  be  the  real  customer,  who  decides  what 
is  done. 

Mr.  McChesney.  You  would  probably  have  to  ask  them,  but  that 
is  the  perception  I  get,  yes. 

Mr.  LiGHTFOOT.  Let's  face  it.  The  judges — it  is  Mr.  and  Mrs. 
America  that  is  paying  for  these  things.  They  ought  to  be  the  cus- 
tomer. They  ought  to  have  the  say-so.  I  mean  that  is  my  opinion. 

Mr.  McChesney.  I  agree.  I  think  GSA,  for  whatever  reason  we 
are  talking  about,  for  a  risk-taker  to  stand  up  and  be  heard,  as  Mr. 
Hoyer  said,  the  risk-taker  should  be  supported  by  the  private  sec- 
tor, and  the  risk-taker  has  to  be  supported  up  here  on  Capitol  Hill. 
I  think  there  has  to  be  some  way  to  find  that  person. 

Mr.  VISCLOSKY.  Mr.  Chairman,  on  this  same  subject  and  Mr. 
Istook  and  Mr.  Lightfoot  were  on  the  committee  the  last  several 
years  and  are  very  familiar  with  the  situation  that  I  have  had  in 
northwest  Indiana.  The  GSA's  attitude  has  been  that  judges  make 
the  decisions  and  the  judges  call  the  shots  and  the  judges  can  tell 
them  whether  they  are  going  to  build  a  building  or  not,  and  the 
judges  can  tell  them  where  they  are  going  to  build  the  building  or 
not,  and  it  literally  takes  action  by  the  Vice  President  and  several 
Houses  of  Congress  and  several  years  of  blood,  sweat,  and  tears  to 
convince  an  executive  agency,  who  is  the  landlord,  that  they,  in 
fact,  are  the  landlords  and  that  the  Judiciary  is  not  their  boss. 

I  can  understand  people  wanting  to  be  accommodating,  people 
wanting  to  meet  people  as  far  as  they  can,  as  far  as  their  particular 
and  special  needs.  My  sense  is  the  culture,  not  so  much  statutes 
or  regulations,  but  the  culture  that  has  been  established  here  is 
that  judges  are  just  omnipotent  in  this  situation. 

One  of  the  problems  I  think  we  have  institutionally  within  our 
own  halls  here  on  oversight.  There  are  really  two  different  sub- 
committees here. 

We  are  authorized  to  funding  the  buildings.  The  subcommittee 
on  Commerce,  State,  Justice  essentially  has  significant  input  as  far 
as  the  appointments.  In  the  end,  those  monies,  as  I  understand  the 
process,  flow  through  GSA  and  when  it  comes  to  you,  that  money 
is  all  green,  but  there  are  two  of  us  looking  at  a  problem  from  radi- 
cally diff"erent  perspectives  and  in  the  end,  we  are  not  looking  at 
total  figure.  Our  subcommittee  is  looking  at  controlling  the  build- 
ing; Commerce  is  looking  at  the  appointments,  and  sometimes  the 
two  certainly  don't  mesh  and  in  a  sense  that  is  our  problem  to 
solve. 
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On  a  broader  issue  on  courthouses/Federal  buildings  because, 
again,  technically  mine  is  a  courthouse,  but  the  theory  has  always 
been  that  it  would  encompass  other  Federal  agencies,  and  under 
the  Bush  administration  when  0MB  came  back  with  their  esti- 
mates, the  estimate  was  that  over  the  life  of  the  building  because 
you  would  be  pulling  other  agenices  in,  such  as  Senator  Lugar, 
Senator  Coats,  myself  who  are  currently  renting  space  from  private 
entities,  into  that  building,  you  would  save  $13  million. 

Two  points  I  would  make,  and  any  reaction  you  would  have,  is 
I  have  been  puzzled  and  still  do  not  have  a  clear  understanding 
after  years  of  involvement  as  to  why  some  Federal  agencies,  par- 
ticularly in  the  area  of  law  enforcement,  don't  simply  opt  out  and 
say  we  don't  want  to  move  in,  even  though  you  have  the  director 
of  the  Office  of  Management  and  Budget  saying  the  more  Federal 
agencies  you  can  get  into  this  Federal  building,  if  you  are  in  fact 
going  to  build  one,  the  more  money  you  can  save  over  the  life  of 
it,  that  they  can  opt  out. 

Of  course,  now  during  the  consideration  of  the  design  of  the 
building,  we  have  been  told  that  GSA  has  now  reached  a  deter- 
mination, well,  this  building  is  now  not  going  to  be  large  enough 
for  the  two  agencies  we  projected  were  going  to  be  in  it,  so  we  want 
you  out  of  it.  And  what  I  have  been  telling  my  constituents  for 
years  and  years  and  years  is  one  of  the  justifications  is  Richard 
Darman  says  we  will  save  $13  million  over  the  life  of  the  building. 
So  I  can't  truthfully  look  my  constituents  in  the  eye  and  say  I  am 
saving  $13  million  over  the  life  of  the  building. 

Mr.  McChesney.  Needs  change  for  any  large  user  of  space  that 
has  multiple  divisions.  They  make  plans  in  1988,  yet  by  1992  dif- 
ferent groups  are  in  there.  And  by  1994  and  1995,  the  needs 
change  again.  That  has  happened  in  government  and  industry.  It 
is  painful,  particularly  if  you  are  counting  on  it,  but  the  question 
is,  is  the  total  government  population  in  that  area  going  up  or 
down  and  is  the  total  amount  of  dollars  that  are  spent  in  rent 
going  up.  If  you  are  increasing  your  occupancy,  you  are  going  to  in- 
evitably end  up  spending  more  in  that  area.  If  you  are  decreasing 
your  occupancy  and  building  a  building,  you  will  be  coming  out  of 
leased  space. 

Hopefully  your  market  likes  the  fact  that  if  you  are  in  a  de- 
pressed economy  already.  Adding  an  office  building  to  it  wouldn't 
help.  That  is  one  of  our  philosophies,  but  it  is  an  inevitable  part 
of  the  growing  and  shrinking  of  any  kind  of  large  organization. 

Mr.  Coleman.  Of  course  I  would  like  if  I  could,  Mr.  Chair- 
man  

Mr.  VISCLOSKY.  In  this  case,  the  two  agencies  that  are  being 
asked  to  leave  are  social  security,  and  of  course  there  are  going  to 
be  more  people  in  social  security  next  year,  and  the  other  is  Drug 
Enforcement,  and  my  sense  is  there  is  not  going  to  be  a  diminution 
in  our  effort  on  the  drug  problem.  Those  agencies  are  still  going  to 
continue  to  exist  but  they  are  now  being  told  they  shouldn't  be  in 
the  building. 
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Mr.  Coleman.  We  just  won't  have  as  many  agents,  our  ability  to 
do  that.  Well,  that  is  the  assumption  I  think  with  cutbacks,  that 
we  cut  people  as  well  as  other  things,  such  as  programs. 

I  guess  the  question  I  have  is  in  listening  and  reading  the  testi- 
mony, is  that  what  you  are  essentially  saying  is  maybe  that  GSA 
or  the  U.S.  Government  should  be  like  Disneyland.  We  shouldn't  go 
out  and  tell  anybody  what  we  are  going  to  do  or  where  we  are 
going  to  build  something — because  sometimes  the  price  goes  up. 

I  can  give  you  classic  examples  of  that  with  respect  to  agree- 
ments that  we  have  to  get  with  another  country.  For  example, 
Mexico.  When  we  build  a  bridge  on  the  U.S.,  Mexico  border,  people 
know  for  10,  15,  20  years  where  that  bridge  is  going  to  be  because 
there  is  an  agreement  between  the  two  countries.  You  have  to  get 
a  presidential  certificate  from  both  countries,  so  people  know,  and 
it  is  interesting,  we  had  discussions  in  here  10  years  ago  about 
whether  or  not  the — there  should  be  a  lease,  should  we  lease  that 
building  should  we  build  one  for  the  Customs  Service  and  for  the 
Agriculture  Department  and  for  INS  at  the  border  crossing.  The  in- 
dividuals that  owned  the  land  thought  that  was  a  great  idea  and 
you  should  have  heard  the  price. 

All  I  am  saying,  it  seems  to  me  that  we  have  a — my  view  was 
that  the  Federal  Government  ought  to  purchase  the  land,  we  ought 
to  own  it.  In  some  instances,  I  think  sometimes  the  lease  thing  is 
appropriate,  and  I  think  you  pointed  that  out  in  your  testimony. 

But  I  am  wondering  about  that  issue  with  respect  to  buildings 
that  we  might  need  to  lease.  In  my  community,  it  happened.  The 
builder  finally  got  a  Federal  building  built  and  then  no  sooner  did 
everybody  move  in  than,  whoops,  we  didn't  have  enough  space  for 
some  of  the  agencies  you  had  to  move  in.  They  had  to  move  out. 
They  are  back  to  leasing.  Someone  suggested  we  should  perhaps 
just  lease  another  large  building  or  purchase  a  large  building 

Mr.  McChesney.  That  is  very  healthy. 

Mr.  Coleman  [continuing].  Or  how  about  purchasing  an  existing 
large  building.  The  minute  that  was  said,  the  dollars  per  square 
foot  that  were  suggested  for  the  rental  though  was  outrageous.  I 
said  I  won't  be  any  part  of  it.  We  are  talking  about  taxpayer  money 
here.  It  is  ridiculous. 

So  what  I  am  saying  is  we  seem  to  always  give  notice  of  what 
we  are  about  to  do  and  that  drives  the  price  up.  So  I  am  not  too 
sure  this  public  aura  works  so  well  all  the  time  for  us  in  govern- 
ment. Maybe  we  should  close  the  doors  when  we  are  talking  about 
real  estate  and  not  let  anybody  else  in,  and  then  make  the  decision 
and  have  the  purchase  made  as  Disneyland  does  it.  As  I  under- 
stand usually  they  do  it,  in  purchasing  the  properties  they  need. 

It  seems  to  me  that  that  is  a  big  problem  for  us  and  I  have  got 
to  tell  you,  I  cannot  explain  to  my  taxpayers  the  cost  of  the  lease 
per  square  foot  in  Rosslyn  and  other  areas  around  in  this  part  of 
the  country. 

Most  people  don't  pay  for  real  estate  what  they  do  in  this  part 
of  the  world.  It  is  astounding. 

Mr.  LiGHTFOOT.  That  is  why  most  people  think  we  are 
Disneyland. 
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Mr.  Coleman.  That  is  exactly  right.  The  amount  people  spent  on 
housing  falls  right  in  line  with  it.  It  is  a  phenomena,  I  think, 
unique  to  this  part  of  the  country. 

Mr.  McChesney.  There  are  a  couple  of  thoughts  that  come  up, 
and  I  will  let  the  others  say  a  few  things.  First  of  all,  the  problem 
basically  is  that  real  estate  is  a  very  entrepreneurial  business 
where  you  have  to  move  quickly,  which  is  completely  at  the  other 
end  of  the  spectrum  from  a  full  democracy.  It  is  always  going  to 
be  a  problem  and  you  just  do  the  best  you  can. 

The  second  thing  is  related  to  your  comment  on  building  a  build- 
ing and  then  having  agencies  lease  space  which  is  very  healthy. 
The  mistake  would  be  to  build  two  buildings  and  discover  you  had 
space  left  over.  The  idea  of  leasing  space  is  to  have  that  flexibility 
to  move  people  around,  to  have  agencies  go,  to  have  agencies  be 
created  and  have  agencies  shrink,  so  that  is  very  healthy. 

The  other  thing  that  is  very  true  about  the  testimony  is  the  fact 
that — and  they  are  moving  in  our  direction,  the  Federal  Govern- 
ment doesn't  measure  the  space  the  way  the  private  sector  does, 
and  so  $20  a  foot  in  Rosslyn  for  the  GSA  is  really  possibly  $17.50 
for  me. 

Now,  we  end  up  paying  the  same  rent  for  that  space  to  the  land- 
lord, but  it  is  because — and  the  GSA  has  been  talking  with  us.  We 
have  been  coordinating  it.  BOMA  is  fortunate  enough  to  be  the 
standard  of  measurement  and  standard  which  the  GSA  is  looking 
at  to  coordinate,  because  in  some  cases  they  aren't  paying  too  much 
rent,  it  just  sounds  like  they  are,  and  in  other  cases,  there  is  no 
question  that  if  they  say  we  are  going  to  be  here  and  nowhere  else, 
they  are  going  to  pay  more  than  they  should  have,  and  it  is  an  un- 
fortunate fact  and  part  of  the  problem  you  get  into  there  is  when 
GSA  sends  out  their  specs  for  a  new  location,  in  some  cities,  in 
New  York  City,  they  can  pick  a  three-block  area  and  have  a  crack 
at  maybe  4  million  square  feet  of  vacant  space  to  pick  from. 

If  they  pick  a  three-block  area  in  my  town,  they  might  find 
35,000  feet  of  vacant  space  in  that  area.  What  you  have  to  do  is 
pick  a  bigger  area,  but  in  many  cases  the  specifications  are  written 
fairly  narrowly  so  the  choices  are  so  limited  that  the  price  does  go 
up. 

But  from  my  side  of  the  table,  I  don't  see  anybody  ever  pricing 
it  up  extraordinarily  for  the  Federal  Government.  If  the  market  is 
moving  up,  that  is  one  thing.  If  the  Federal  Government  has  some 
unique  provisions  in  their  lease,  an  early  termination,  a  right  for 
this  or  right  for  that  that  might  cost  some  money  that  gets  added 
to  it,  that's  one  thing.  I  understand  the  frustration,  but  I  don't  see 
the  Federal  Government  really  being  taken  over  the  barrel  on  pric- 
ing. 

HOLDING  CONTRACTORS  RESPONSIBLE  FOR  ACTIONS 

Mr.  Coleman.  What  concerns  me  is  that  when  you  suggest  that 
they  give  it — GSA  gives  you  the  specs,  I  am  sitting  there  wondering 
whether  or  not  we  have  done  a  good  job  in  that  regard  as  well  in 
another  area,  and  that  is  whether  or  not  we  have — when  we  build 
or  when  we  lease,  whether  or  not  we  are  tough  enough  on  the  con- 
tracting. 
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As  somebody  suggested,  maybe  we  should  do  a  better  job  of  try- 
ing to  cut  costs,  maybe  we  should  do  a  better  job  of  that,  but  by 
the  same  token,  when  we  in  fact  contract,  and  I  was  wondering  if 
the  Associated  General  Contractors  might  want  to  address  this 
issue. 

My  concern  is  that  a  lot  of  times  we  permit  buildings  to  be  built 
or  facilities  to  be  built,  not  necessarily  buildings,  but  many  in- 
stances facilities  to  be  built  wherein  if  there  is  dilapidation,  if  it  is 
not  built  in  a  way  that  withstands  the  time  like  we  anticipated  it 
would,  do  you  find  that  the  Federal  Government  oftentimes  winds 
up  holding  the  bag  in  some  of  these  instances  to  an  extent  they 
shouldn't  have  if,  in  fact,  they  had  been  advised  better  about  the 
agreement  of  who  is  liable  for  future  problems  with  the  facility? 

Mr.  Little.  I  don't  have  any  experience  in  a  situation  related  to 
what  you  have  described.  I  can't  comment.  I  can  poll  our  members 
and  get  back  to  you  in  writing  on  that. 

Mr.  Coleman.  I  will  tell  you  why  I  am  interested.  From  time  to 
time  buildings  have  been  built.  A  lot  of  times — I  saw  it  at  the  State 
level,  certainly  when — at  a  university,  for  example,  a  building  was 
built  on  a  campus.  The  people  that  came  in  from  the  board  of  re- 
gents, none  of  whom  happen  to  be  engineers,  would  walk  in  and 
look  at  the  building,  say,  this  is  a  nice  building,  sign  on  the  dotted 
line  that  this  is  what  we  want.  This  is  nice  and  it  is  pretty,  and 
then  six  months  later  there  are  inherent  structural  problems  with 
it  and  cracking  occurs,  and  foundation  supports  have  to  be  added 
etc.  But  who  is  to  pay  for  that?  Not  the  contractor.  I  will  guarantee 
you  the  State  of  Texas  paid  for  it. 

So  my  view  is  that  those  are  the  kinds  of  things  I  worry  about, 
but  whether  or  not  we  have  got  a  sufficient  legal  foundation  within 
the  agencies.  I  am  interested  if  you  find  that,  to — as  taxpayers,  not 
just  as 

Mr.  Little.  Right. 

Mr.  Coleman  [continuing].  People  in  your  specific  line  of  work, 
whether  or  not  we  are  doing  a  good  enough  job  in  that  area  and 
I  certainly  have  some  concerns  about  whether  or  not  we  are,  and 
who  winds  up  holding  the  bag.  Always  the  taxpayer,  well,  it  is 
okay,  because  it  is  everybody  and  they  have  got  an  unlimited  pot 
of  money. 

I  think  that  is  one  of  the  great  concerns  that  is  out  there  among 
a  lot  of  my  voters,  but  whether  or  not  we  wind  up  holding  the  bag 
because  we  didn't  contract  in  the  proper  fashion  and  didn't  require 
the  builders  to  retain  a  certain  liability  for  their  construction.  You 
don't  have  any — 

Mr.  Little.  I  don't  have  any  personal  experience  in  that. 

Mr.  Coleman.  If  you  would  poll  your  members,  I  would  appre- 
ciate it.  It  just  seems  to  me  that  maybe  it  is  a  tempest  in  a  teapot. 
Maybe  it  is  such  a  small  problem  we  shouldn't  worry  ourselves 
about  it,  but  I  think  it  is  not. 

Mr.  Little.  I  think  to  protect  taxpayer  dollars,  you  would  have 
to  be  very  careful  about  the  contractual  documents  between  par- 
ties, between  an  owner  and  an  A&E  firm,  professionals,  and  the 
builder,  and  I  think  quite  clearly  you  have  to  be  very  careful  to  be 
sure  that  the  responsibility  and  therefore  liability  is  in  the  right 
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camp  for  who  created  the  problem.  I  will  be  glad  to  respond  in  writ- 
ing to  you  from  the  AGC  members. 

Mr.  LiGHTFOOT.  Could  some  of  that  be  prevented?  Getting  back 
into  the  design-build  phase,  but  if  you  have  got  maybe  the  struc- 
tural problem  as  a  result  of  somebody  designing  it  and  somebody 
else  building  it  that  sort  of  thing.  Is  there  any  argument  to  be 
made  that  you  might  possibly  prevent  something  like  what  Ron 
was  describing? 

Mr.  WORISCHECK.  I  can  think  back  to  one — I  buy  a  home.  Don't 
I  get  a  structural  inspection?  Don't  I  get  a  complete  set  of  inspec- 
tions before  I  build  it?  And  I  think  you  get — if  you  are  buying  a 
building  that  has  been  used  for  years  or  something  like  that,  don't 
you  examine  it? 

My  mortgage  company  required  that,  and  I  would  think  that 
GSA  or  anybody  else  in  the  government  who  buys  would  struc- 
turally inspect  and  check  the  plans  and  everything  else. 

Design-build,  that  is  a  whole  different  setup.  You  are — they 
should  be  producing  the  warranties  and  guarantees,  particularly 
the  builder  arm  of  that  group.  There  is  no  question  about  it.  They 
have  a  contractual  responsibility  to  deliver  a  structurally — 

Mr.  Coleman.  I  guess  that  is  my  question.  Are  you  saying  the 
layers  of  contracts  from  everyone  up  and  down  the  line  are  suffi- 
ciently protecting  the  taxpayer? 

Mr.  WORISCHECK.  If  you  write  your  contracts  correctly. 

Mr.  Coleman.  Are  we?  Is  GSA  writing  its  contracts  correctly? 

Mr.  WORISCHECK.  I  have  not  gotten  into  a  GSA  contract.  I  am 
at  different  levels  of  government. 

Mr.  Coleman.  Maybe  AGC  may  have  some  views  on  it. 

Mr.  Little.  We  have  a  lot  of  members  that  have  signed  govern- 
ment contracts  that — to  build  buildings  that  reference  every  imag- 
inable clause  that  you  can  ever  dream  of,  plus  ones  you  can't 
dream  of.  In  all  instances,  our  experience,  I  think  AGC's,  I  think 
the  contracts  are  very  tough.  I  think  they  very  much  favor  the  gov- 
ernment side  and  don't  favor  the  contractor  vis-a-vis  the  GSA  con- 
tracts. 

REQUEST  FOR  IDEAS  TO  ENHANCE  GSA 

Mr.  LiGHTFOOT.  One  question  I  would  like  to  ask  which  probably 
you  would  do  better  to  respond  later,  but  in  light  of  some  of  the 
discussion  this  morning,  in  the  experiences  that  you  have  had  deal- 
ing with  GSA,  the  whole  contracting  mechanism,  could  you  get  us 
a  list  of  specific  requirements,  regulations,  what  have  you,  that  you 
run  into  that  possibly  we  could  have  some  effect  on  changing  those 
through  the  committee  here,  we  would  appreciate  that  and  that  is 
something  that  would  need  more  talk  than  just  around  the  table 
here  this  morning.  I  think  that  would  be  helpful  to  us  down  the 
road  as  well. 

REPAIR  OF  BUILDINGS 

One  other  area  we  didn't  get  into  is  this  whole  thing  of  the  main- 
tenance issue  that  GSA  doesn't  pay  for  an3^hing  less  than  $5,000 
on  a  repair,  it  seems  to  me  that  is  kind  of  a  cumbersome  way  to 
go  about  trying  to  maintain  a  facility. 
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Mr.  McChesney.  It  is.  I  think  to  some  degree  the  question  is, 
who  is  in  charge  of  the  on-site  operations.  One  of  the  bigger  prob- 
lems, and  the  $5,000  item  isn't  so  much  a  problem  as  the  bigger 
items.  In  many  cases  the  repair  fund,  if  you  want  to  call  it  that, 
is  spent  on  other  things. 

The  Public  Buildings  Fund,  which  is  supposed  to  be  in  effect  a 
reserve  that  is  generated  by  agency  rents,  in  some  cases,  that  is 
where  money  comes  for  other  activities,  new  construction,  and 
when  it  comes  to  a  major  retrofit  that  is  long  overdue  for  a  major 
repair,  the  money  isn't  there  and  they  have  to  come  back  here  for 
special  things. 

In  many  cases  it  is  as  buildings  get  older,  the  dollars  go  up  much 
faster  and  the  need  for  a  continual  fund  for  maintenance  and  re- 
pair is  clearly  there.  I  am  not  sure  of  the  $5,000  limit.  There  is  a 
higher  limit.  When  they  get  over  $1.6  million  on  any  kind  of  ex- 
pense, it  is  outside  of  their  bailiwick  and  it  has  to  come  here,  and 
we  have  discovered  that  that  is  probably  too  low  a  number  for 
somebody  that  really  is  in  an  active  business. 

The  other  thing  we  have  discovered,  and  it  gets  back  to  con- 
tracts, is  there  have  been  situations  where  a  private-sector  com- 
pany that  is  operating  a  building  for  the  Federal  Government  has 
been  unable  to  share  cost  savings  with  the  government.  It  is  a 
gross  lease,  and  there  are  escalation  clauses  but  no  savings  clauses. 
The  contracts  are  very,  very  good  except  for  one  thing. 

They  only  assume  costs  are  going  to  go  up.  There  are  situations 
we  have  run  across  where  the  costs  have  run  down,  but  there  is 
no  provision  to  return  the  money  to  government.  They  don't  know 
how  to  take  it  back,  which  is  mind  boggling. 

Since  we  are  getting  to  the  end,  I  have  two  other  thoughts,  one 
which  was  brought  up  by  Mr.  Istook.  On  the  benchmarking  of  costs 
that  was  talked  about  we  have  provided,  and  GSA  is  using  our 
benchmarking  numbers.  We  can  also  provide  you  with  our  Experi- 
ence Exchange  Report,  which  details  the  cost  of  operating  buildings 
across  the  country.  It  contains  a  government  section  and  it  is  one 
of  the  documents  that  GSA  is  using  as  a  standard  and  there  is 
something  to  shoot  for,  certainly  not  to  exceed  the  national  average 
or  the  local  average  in  a  certain  city  of  operating  costs,  and  there 
is  a  number  of  responsible  steps  that  have  just  emerged  in  the  last 
few  years  that  make  us  feel  like  we  are  headed  in  the  right  direc- 
tion. 

As  long  as — if  we  do  leave  you  with  these  evaluations  or  rules 
and  they  are  onerous  or  tedious  or  inappropriate,  that  they  can  get 
them  out  of  the  way.  If  there  is  ever  anything  that  could  address 
scoring,  it  would  be  great.  If  there  is  something  to  help  the  public 
sector,  all  our  organizations  serve  as  consultants. 

Also,  our  organization  puts  together  a  group  of  people  around  the 
country  just  to  look  at  a  building,  usually  for  private  developers, 
to  give  them  a  private  assessment  of  their  building.  It's  called  the 
BONA  International  Building  Review  Service  and  it  provides  a 
cross-section  of  operating  engineering  and  construction  profes- 
sionals. 

I  am  sure  you  could  generate  an  independent  review  service  from 
the  public  and  private  sectors  to  look  at  virtually  any  building  or 
any  project.  In  our  case,  we  have  been  doing  it  for  about  50  years. 
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It  is  called  the  Building  Review  Service  and  it  provides  a  snapshot 
of  whether  things  make  sense,  are  the  numbers  right,  is  it  in  the 
right  location. 

There  are  a  number  of  avenues  out  there  that  will  lead  to  im- 
provement. I  think  the  GSA  is  starting  that  way,  but  they  need  a 
lot  more  assistance  and  flexibility  to  do  things. 

Mr.  LiGHTFOOT.  An3rthing  else  you  gentlemen  would  like  to  add? 

Peter. 

Mr.  ViSCLOSKY.  I  am  fine.  Thank  you  very  much. 

CONCLUSION 

Mr.  LiGHTFOOT.  Thank  you  very  much.  We  may  have  some  ques- 
tions we  will  submit  to  you,  if  you  could  respond  to  it  in  writing. 
Thank  you. 

[Questions  and  answers  submitted  to  NSPE  follow:] 
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Questions  for  the  Record:      Rsp.  Jim  Lightfoot  (R-IA) 

Use  of  the  Desien/BuUd  concept  in  the  construction  of  Federal  buildings: 


GSA  has  used  the  design/build  concept  in  a  couple  of  instances.  Were  these 
uses  considered  successful? 

NSPE  has  no  basis  on  which  to  answer  this  question.  We  are  aware  that  there 
have  been  some  government  agency  symposiums  concerning  these  projects.  The 
proceedings  of  these  symposiums  have  been  published.  We  believe  that  the  attendees 
represented  a  number  of  federal  agencies  who  have  used  the  design/build  project  delivery 
system. 

What  do  you  believe  would  be  the  advantages  to  GSA  of  using  the  design-build 
concept  in  ALL  (emphasis  added)  its  construction  projects? 

NSPE  does  not  believe  that  design/build  should  be  used  in  ALL  construction  projects, 
but  should  be  considered  a  valuable  tool  to  be  included  in  the  project  delivery  systems 
available  to  satisfy  the  needs  of  the  federal  government. 

Where  the  design/build  method  is  used  it  can  often  lead  to  innovative  and  economical 
solutions.  The  flexibility  to  select  from  an  array  of  project  delivery  systems  must  be 
allowed  and  encouraged  by  legislative  action  to  assist  the  government  in  its  objective  of 
providing  quality  and  cost  efficient  buildings  and  structures. 

A.  In  your  opinion,  does  GSA  lose  control  of  the  project  if  it  issues  a  single 
contract  for  both  the  design  and  construction  of  a  project? 

GSA  does  not  lose  control  of  the  project  if: 

1.  The  original  and,  if  necessary,  revised  scope  of  work  is  adequately 
prepared. 

2.  The  design/build  entity  is  chosen  based  on  quality  based  selection  of  the 
design  and  construction  forces. 

3.  Government  officials  and  design/build  personnel  responsible  for  the 
work  are  trained  and  capable  to  work  in  a  new  paradigm,  that  of 
innovation,  negotiation  and  team  effort. 

4.  Open  lines  of  communications  between  the  owner,  designer  and 
constructor  are  maintained  which  will  create  a  system  of  "checks  and 
balances." 
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B.   What  could  GSA  do  to  satisfy  itself  that  it  is  mamtaining  sufficient  control? 

GSA  could  satisfy  itself  that  it  is  maintaining  sufficient  control  if: 

1.  The  design/build  team  has  been  chosen  with  prime  consideration 
bemg  given  to  quality  based  selection  and  reputation. 

2.  "Checks  and  balances"  are  inherent  in  the  system  used  by  the 
design/builder  and  those  checks  and  balances  are  communicated  to  the 
GSA,  as  a  matter  of  course,  not  just  as  a  stack  of  paperwork.  Open 
communications  and  the  desire  to  solve  problems,  not  create  them,  are  a 
must. 

Design  concepts  which  are  used  in  the  private  sector  to  reduce  costs: 


What  are  some  of  the  concepts  used  by  the  Engineering  community  to  reduce 
construction  costs  in  the  private  sector  and  do  you  believe  that  GSA  encourages  the 
use  of  these  concepts  when  it  requests  proposals  for  building  design? 

A.  Some  of  the  procedures  used  to  reduce  construction  costs  in  the  private 
sector: 

1.  Empowerment  of  responsible  persons  to  challenge  concepts  and 
make  effective  changes  at  any  point  in  the  process.  While  there  is  an 
element  of  risk  in  this,  real  economy  is  produced  by  constantly  reviewing 
prior  conclusions  and  "traditional"  methods. 

2.  Examination   of  those  portions   of  projects   that   are    "ego   driven" 
against  those  that  contribute  to  the  intended  purpose  of  the  projects.   For 
example  -  Are  we  more  interested  in  the  monumental  character  of  the 
structure  and  the  distinguished  appointments  within  or  of  the  services  we 
render  to  our  customers  ? 

3.  Removing  the  barriers  to  progress  created  by  the  sheer  mass  of 
bureaucratic  oversight  and  overlap.  This  requires  strong  (not  strong  arm) 
management  and  the  willingness  to  take  risks.  The  fear  of  organizational 
discipline  is  one  of  the  principal  deterrents  to  progressive  thinking. 

B.  I  have  no  experience  with  GSA  proposals.  Many  years  of  experience  in 
the  public  sector,  however,  leads  me  to  believe  that  GSA  is  probably  no  different 
than  other  federal  agencies  in  its  organizational  inertia,  fear  of  criticism  by  other 
entities  and  reluctance  to  challenge  "traditional  thinking." 


What  could  GSA  do  to  increase  its  use  of  cost-saving  design  concepts? 

A.        Adopt  innovative  project  delivery  systems  such  as  design/build  and  privatization 
as  additional  tools. 
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Accqjt  the  fact  that  there  are  numerous  highly  competent  and  ethical  design  and 
construction  entities  who,  though  driven  by  "profit  motive",  could  contribute 
significantly  to  improving  the  cost  and  functioning  of  public  improvements. 
There  must  be  an  end  to  the  eternal  mistrust  that  interferes  with  the  relationships 
of  public  servants  and  private  providers  of  services. 

Empower  government  representatives  to  take  risks  on  something  new. 

Get  away  from  the  thought  that  every  federal  project  must  be  built  as  a 
monument  to  its  sponsors  and  the  public  and  that  every  occupant  must  have  a 
"dream  office." 


In  your  opinion,  what  could  be  done  in  the  design  phase  to  reduce  the  cost  of 
constructing  Federal  courthouses? 


I  have  no  experience  in  the  design  of  federal  courthouses,  however  my  feelings, 
generated  by  many  visits  to  such  facilities  are: 

A.  The  structures  are  buUt  as  a  monument  to  traditional  ideas.  The  vaulted 
ceilings,  fme  cut  stone  and  impressive  offices  with  high  ceilings  and  expensive 
wood  paneling  have  little  to  do  with  their  intended  purpose  -  that  of  providing 
justice. 

B.  While  there  is  some  basis  to  believe  that  the  populace  needs  some  impressive 
structures  to  inspire  good  thoughts  about  government,  I  am  uncertain  if  they  are 
aware  of  the  high  costs  associated  with  that  warm  feeling. 

C.  There  are  many  modem  building  systems  that  could  produce  more  economical 
construction  if  we  are  only  willing  to  depart  from  traditional  thinking. 


In  your  opinion,  does  GSA  encourage  the  "over  design"  of  federal  buildings, 
especially  Courthouses,  by  requesting  items  which  are  "gold  plated"  or  of  higher 
costs  than  alternatives  used  in  the  private  sector? 

Yes.    See  answers  to  questions  1  through  3. 
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Questions  for  the  Record:      Rep.  Frank  Wolf  (R-VA) 


What  is  the  impact  of  Davis-Bacon  laws  on  the  cost  of  federal  buildings? 

NSPE  believes  that  the  Davis-Bacon  Act  of  1931  increases  construction  costs  for  the 
following  reasons: 

a.  Contractors,  in  many  instances,  are  required  to  pay  higher-than-normal 
wages  to  their  workers. 

b.  The  cost  of  extensive  paper  work  and  administrative  burdens  associated 
with  Davis-Bacon  regulations  is  high.  These  costs  are  not  just  incurred  by 
contracting  firms  but  are  reflected  in  the  cost  to  the  Federal  government  to 
maintain  the  extensive  bureaucracy  and  facilities  to  establish  and  enforce  the 
regulations. 

Many  contracting  firms  hire  outside  management  consultants  to  maintain 
and  monitor  Davis-Bacon  requirements  on  their  behalf.  These  costs  must  be 
absorbed  in  the  prices  bid  for  the  work. 

c.  Contributes  to  the  high  number  of  competent  fums  who  choose  not  to  compete 
for  Federal  work  because  of  the  problems  created  by  higher-than-normal  wages, 
extensive  paper  work  requirements  and  administrative  burdens. 


Do  you  have  any  estimates  on  what  the  cost  savings  would  be  if  Davis-Bacon 
were  repealed? 

It  is  estimated  that,  under  current  funding  levels,  repeal  of  Davis-Bacon  would  increase 
the  amount  of  facilities  actually  constructed  by  $160  million  in  1995,  and  $3.1  billion 
during  the  period  1995-2000. 

Would  Davis-Bacon  repeal  impact  upon  a  more  diverse  group  of  bidders  in  the 
building  process? 

NSPE  believes  that  there  would  be  a  much  greater  number  of  contractors  who 
would  submit  proposals  for  Federal  work. 

The  relief  from  federally  imposed  minimum  wages  and  extensive  paper  work  and 
administrative  burdens,  which  interfere  with  the  normal  function  of  their  business,  would 
allow  them  to  concentrate  on  what  they  do  best  -  to  buUd  needed  facilities  economically. 


Do  the  Davis-Bacon  laws  impact  upon  the  determination  of  whether  to  lease  or 
to  buy  federal  buildings?  If  so,  how  is  this  impact  demonstrated? 

NSPE  has  no  particular  experience  in  this  area  and  declines  to  comment. 
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[Questions  and  answers  submitted  to  AGC  follow:] 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  CONGRESSMAN  WOLF 
Question: 

1.  What  is  the  impact  of  Davis-Bacon  on  the  cost  of  Federal 
buildings?  Do  you  have  any  estimates  on  what  the  cost  savings 
would  be  if  Davis-Bacon  were  repealed?  Would  Davis-Bacon  repeal 
impact  upon  a  more  diverse  group  of  bidders  in  the  building 
process? 

Answer : 

It  is  difficult  to  accurately  quantify  the  monetary  impact 
of  Davis  Bacon  on  federal  building  construction.  Areas  of 
the  country  that  are  dominated  by  prevailing  wage  rates  tied 
to  local  union  wage  rates  would  see  little  or  no  savings. 
Even  open  shop  areas  of  the  country  could  show  mixed  savings 
results  in  some  highly  skilled  jobs.  However,  overall,  we 
believe  there  would  be  a  savings  due  to  the  decrease  in 
administrative  paperwork  and  the  ability  to  use  current 
local  wage  rates. 

Within  our  Association  (which  is  primarily  General 
Contractors) ,  we  have  not  heard  many  complaints  from 
building  contractors  that  Davis-Bacon  has  kept  them  from 
bidding  on  federal  projects. 

Question: 

2.  Do  the  Davis-Bacon  Laws  impact  upon  the  determination  of 
whether  to  lease  or  to  buy  federal  buildings?   If  so,  how  is  this 
impact  demonstrated? 

Answer : 

Davis  Bacon  does  not  significantly  affect  lease  or  build 
decisions  within  the  Federal  buildings  program.   The  main 
determinant  of  whether  to  lease  or  build  seems  to  be  the 
amount  of  money  available  in  any  given  year.  Until 
government  score  keeping  rules  allow  the  amortization  of 
construction  projects,  a  marginal  increase  in  cost  because 
of  Davis-Bacon  will  probably  not  impact  the  lease/build 
decision. 

Question: 

3.  GSA  currently  controls  over  40  percent  of  the  overall  Federal 
Building  budget  according  to  your  testimony.  Could  you  provide  a 
break  down  where  the  other  60  percent  is  or  brpak  it  down  through 
every  agency? 

Answer: 

The  GSA  controls  40%  of  the  government's  general  purpose 
office  space,  29%  is  controlled  by  the  Department  of  Defense 
and  the  remaining  31%  is  controlled  by  all  other  agencies. 
The  enclosed  tables  identify  all  federal  entities  having 
construction,  purchase  and  leasing  authority  and  cites  the 
statutory  basis  for  this  authority. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 

Federal  laws  and  regulations 
which  increase  costs  of  construction 

Question: 

1.  What  federal  laws  and  regulations  have  the  greatest  impact  on 
your  ability  to  deliver  a  cost-effective  construction  project? 
Are  these  more  onerous  than  state  or  local  laws  and  regulations? 

Answer : 

Some  federal  laws  and  regulations  prove  cumbersome  and 
create  inefficiencies  in  project  delivery.  However,  the 
greatest  impediment  to  cost-effectiveness  within  the  federal 
buildings  program  seems  to  come  from  the  jack  of 
coordination  within  the  government's  various  building 
programs  and  the  fact  that  cost-effectiveness  is  never  the 
overriding  goal.   Until  recently,  the  federal  programs 
seldom  utilized  the  efficiencies  proven  successful  in  the 
private  sector. 

For  instance,  if  the  federal  buildings  program  were  to 
streamline  operations  by  focusing  on  what  it  does  best  (core 
competencies)  and  outsourcing  functions  that  fall  beyond  the 
core  competencies,  it  would  create  efficiencies  by 
delegating  areas  of  inefficiency  to  the  private  sector.  In 
the  federal  buildings  program,  this  could  be  achieved  by 
redefining  the  federal  role  to  encompass  defining 
requirements  for  projects  and  contractors  and  serving  as  the 
project  administrator  while  relying  on  outsourcing  for 
project  management,  design,  construction,  and  other 
ancillary  tasks  not  related  to  the  core.  Delegation  of  these 
tasks  without  appropriate  authority  to  issue  decisions  would 
render  the  delegation  meaningless.  In  liql  t  of  proposed  and 
realized  personnel  downsizing,  the  government  has  reduced 
capacity  and  expertise  to  perform  traditional  federal 
functions. 

Another  area  where  cost  effectiveness  may  be  improved  is 
through  the  use  of  fully  integrated  planning.   When  the 
planning  process  involves  all  parties  (users,  regulators, 
appropriators,  project  programmers,  designers,  engineers, 
contractors  and  operators)  from  day  one,  efficiencies  can  be 
built  into  the  project  at  every  stage.   Buildings  can 
utilize  the  most  modern  and  most,  adaptable  features  to 
improve  the  cost-effectiveness  of  the  federal  investment. 

One  of  the  most  effective  methods  for  producing  savings  is 
by  utilizing  "partnering".  Partnering  uses  teamwork  to 
produce  projects  more  efficiently.  The  team  concept  ensures 
that  objectives  of  suppliers  and  customers  are  well 
established  and  well  served.  Instead  of  focusing  on  "fault 
finding"  when  the  process  fails,  everyonr  involved  must 
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focus  on  fixing  the  process  that  allowed  failure  in  the 
first  place.  The  full  benefits  of  partnering  have  not  been 
realized  due  to  the  second  guessing  by  parties  not  directly 
involved  in  the  contract  (i.e.  auditors) . 

The  greatest  opportunity  for  savings  is  at  the  beginning  of 
a  project.  Changes  become  more  difficult  and  costly  as  a 
project  progresses.  Cost  control  should  be  built  into  the 
process  from  the  very  beginning  and  be  a  focus  throughout. 
Cost  reduction  should  not  only  focus  on  construction,  but 
should  also  focus  on  operations  and  maintenance  savings. 
Savings  should  be  actively  promoted  through  the  use  of  cost 
reduction  incentives  that  promote  innovation  and  improve  the 
possibilities  of  coming  in  below — rather  than  on  budget. 

Beyond  the  overall  program  management  streamlining  of  the 
federal  buildings  program,  there  are  regulations  that  impact 
cost  effective  project  delivery,  for  example: 

1.  Davis-Bacon — While  wage  rates  are  known  to 
inflate  wages  in  some  areas,  the  reporting 
requirements  of  the  program  are  an  additional 
unnecessary  burden  that  impede  efficient  service 
delivery.  For  example,  CBO  estimates  that  simply 
changing  Davis-Bacon  from  weekly  to  monthly 
reporting  could  save  as  much  as  $380  million  over 
five  years. 

2.  Small-Disadvantaged  Business 
goal/requirements — The  requirement  that  these 
firms  be  used  often  leads  to  higher  estimates 
due  to  uncertainties  about  the  competency  and 
viability  of  these  firms.  Many  times 
competent  firms  are  not  available  in  the 
location  of  the  project.  Also  the  prime 
contractor  who  must  often  contract  with 
subcontractors  for  major  divisions  of  work 
gets  no  credit  for  small  and  disadvantaged 
businesses  who  are  used  as  second-tier 
subcontractors  or  as  suppliers.  Yet,  these 
entities  further  satisfy  the  goals  of  the 
MBE/DBE  program.  The  program's  paperwork 
burden  includes  dozens  of  steps  simply  to 
comply  with  procedural  requirements. 

3.  OSHA~Reporting  requirements  for  OSHA  add 
layers  of  paperwork  to  the  delivery  of  a 
project  without  producing  added  valv.f.  in  the 
project  and  without  having  a  significant 
effect  on  project  safety. 

4.  Latent  defect — Years  after  a  project  has 
been  completed,  the  government  may  attempt  to 
revoke  the  previous  acceptance  of  a  contract 
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and  direct  a  contractor  to  perform  remedial 
work  necessary  to  repair  an  alleged  defect. 
This  unilateral  direction  can  be  given 
without  the  government  having  first 
established  its  entitlement  to  direct  such 
repair  under  the  latent  defect  theory  and 
without  acknowledgment  of  any  credit  due  the 
contractor  for  post  beneficial  use  of  the 
project  or  component.   A  statute  of  repose 
defining  a  reasonable  period  of  time  for 
contractor  responsibility  and  barring  action 
against  the  contractor  should  be  enacted. 

5.  Buy  American  Act — While  NAFTA  and  other 
trade  reforms  have  removed  many  of  the 
penalties  and  made  compliance  easier, 
compliance  is  not  without  cost  and  it  poses  a 
substantial  problem  on  federal  projects 
overseas. 

The  differences  between  public  and  private  construction 
projects  are  the  delays  inherent  in  doing  business  with  the 
government,  such  as  receiving  answers  to  r^uestions;  having 
someone  who  has  the  responsibility  and  authority  to  provide 
answers  and  approve  work  changes  on  site  and  in  a  timely 
fashion.  The  reporting  requirements  of  various  laws,  the 
layers  of  bureaucracy  that  must  be  satisfied  when  making  a 
change  or  seeking  guidance  when  problems  arise  all  add 
additional  costs.  This  additional  cost  comes  at  the 
taxpayers  expense  and  adds  nothing  to  the  overall  quality  of 
the  structure  being  built. 

While  many  states  have  statutes,  rules  and  regulations  that 
add  delay,  many  are  preempted  by  federal  law  and  many  others 
are  a  response  to  federal  laws.   Eliminating  inefficiencies 
in  the  project  delivery  at  any  level  saves  taxpayer  dollars. 

Question: 

2.  Does  your  association  track  the  financial  impact  of  compliance 
with  the  Davis-Bacon  Act?  If  so,  what  do  you  estimate  is  the  cost 
of  compliance? 

Answer : 

NO,  AGC  does  not  track  the  financial  impact  of  compliance 
with  the  Davis-Bacon  Act. 
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Question: 

3.  What  federal  procurement  regulations  are,  in  your  opinion,  the 
most  costly  to  the  construction  industry? 

Answer : 

We  believe  the  following  are  the  most  costly  procurement 
regulations  to  the  construction  industry  based  on  additional 
costs  and  overhead  added  to  a  project:  Davis-Bacon,  Small 
and  Disadvantaged  Business  requirements,  OSHA  compliance. 
Latent  Defect  clauses.  Buy  American  and  record  keeping  and 
reporting  requirements  in  general. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 

Construction  costs  in  private  sector 

vs  public  sector 

Question: 

1.  When  bidding  on  the  construction  of  a  general  purpose  office 
building,  do  you  charge  the  private  sector  and  the  federal 
government  the  same  rate  per  square  foot? 

Answer : 

The  cost  per  square  foot  is  determined  by  many  factors 
beyond  the  ownership  of  the  property.   The  components  of  a 
structure's  price  include:  land  costs,  design,  materials 
selected  (federal  government  typically  utilizes  top  grade 
materials) ,  completeness  (complexity)  of  design  and 
specifications,  project  administration  (including 
anticipated  delays,  accountability  and  jobsite  inspections) 
and  the  project's  delivery  schedule. 

AGC  members  do  not  have  a  government  rate  and  a  private 
rate,  but  rather  they  base  bids  on  many  factors  including 
those  mentioned  above.   Often  the  difference  between  private 
and  public  project  prices  is  how  these  components  are 
addressed.   On  Federal  projects,  goals  often  include  use  of 
prime  location,  design  life,  civic  stature  and  socio- 
economic criteria. 

Question: 

2.  Are  there  incentives  built  into  private  sector  contract 
solicitations  which  you  do  not  see  in  Federal  government 
solicitations?   If  so,  what  are  these  incentives  and  do  you 
believe  they  could  be  applicable  to  Federal  government 
solicitations? 

Answer : 

The  use  and  type  of  incentives  provided  is  dictated  by  an 
owner's  needs.   If  the  owner  wants  fast  completion  they  may 
streamline  the  selection  of  contractors  by  using  design 
build  or  prequalif ication  of  contractors.   They  may  also 
bring  parties  together  early  in  the  process  and  have  all 
members  of  the  team  on  board  and  participating  in  all 
preconstruction  activities,  so  that  potential  problems  are 
identified  and  corrected  before  they  become  problems  or  add 
unnecessary  costs. 

Types  of  incentives  typically  utilized  in  the  private  sector 
include:  early  completion  bonuses  that  encourage  efficiency 
in  project  delivery,  shared  savings  (often  as  much  as 
50/50) ,  prequalif ication  of  bidders  is  standard  in  private 
contracting — this  saves  time  and  money  by  ensuring  that  the 
company  awarded  the  contract  can  actually  complete  the  task. 
The  private  sector  limits  administration  and  minimizes  delay 
by  increasing  accountability  and  providing  prompt  responses 
and  directives  which  saves  time  and  money. 
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Question: 

3.  What  are  the  disincentives  to  constructing  buildings  for  the 
Federal  government? 

Answer : 

The  administrative  burdens  (i.e. delays)  MBE/WBE  programs, 
paperwork,  multiple  submissions  and  multiple  layers  of 
review  are  the  largest  disincentives  to  contracting 
buildings  for  the  federal  government. 

Also,  when  making  claims,  it  appears  the  overriding  goal  of 
government  auditors  is  to  negate  business  decisions  made  in 
the  field  between  the  contractors  and  the  government's 
representatives.   Each  decision  is  second  guessed  to  the 
extent  that  the  government's  representatives  are  reluctant 
or  won't  make  decisions  because  of  the  propensity  to  be 
second-guessed. 

The  goal  of  the  contractor  is  simply  to  build  a  quality 
product,  deliver  it  safely  and  on  time  with  the  expectation 
that  they  will  be  timely  paid  for  their  work,  and  earn  a 
fair  and  reasonable  fee.  The  contractor  stays  in  business  by 
keeping  the  customer  satisfied  and  financially  healthy 
enough  to  offer  repeat  business.  Goals  to  the  contrary 
simply  drive  up  product  costs  without  enhancing  value. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 

cost  of  federal  courthouse  construction 

vs  county  courthouse  construction 

Question: 

1.  During  debate  on  last  year's  bill,  there  was  a  point  made  that 
the  cost  per  square  foot  for  construction  of  a  Federal  courthouse 
was  far  greater  than  the  cost  per  square  foot  for  construction  of 
a  county  courthouse.   Are  you  aware  of  this  area  of  discussion 
and  what  are  your  thoughts  why  there  are  such  differences  in 
cost? 

Answer : 

AGC  is  aware  of  the  debate  over  the  cost  of  Federal 
courthouses  last  year.  But,  it  is  difficv\:t  to  quantify 
costs  per  square  foot  when  there  are  so  many  unique 
components  to  determine  that  figure.  It  will  be  impossible 
to  control  courthouse  costs  until  there  is  a  standard  set 
for  interior  and  exterior  materials,  amenities,  courtroom 
dimensions,  and  a  thorough  review  of  the  courts  design  guide 
is  undertaken. 

Question: 

2.  What  are  the  driving  factors  in  cost  differences  between 
Federal  and  county  courthouses.  For  example,  is  it  the  design  and 
size  factors  or  is  it  the  amenities? 

Answer : 

There  are  many  factors  that  often  make  federal  structures 
more  costly  to  construct.   In  urban  areas,  in  particular, 
the  location  is  a  key  element.   But  Federal  courthouses  are 
also  expensive  because  of  the  materials  used,  the  safety 
features  not  needed  in  state  or  county  structures,  signature 
designs  are  also  used  at  times,  maximum  possible  space  is 
allowed  which  often  leads  to  an  inefficient  use  of  space. 

The  value  equation  for  courthouse  construction  should  not 
simply  include  the  cost  per  square  foot  of  the  structure. 
The  efficiency  of  the  use  of  the  facility's  space  should 
also  be  factored  in,  as  well  as  the  amount  of  space  needed. 
For  this  a  maximum  utilization  can  be  established  to  achieve 
efficiency  in  courthouse  construction. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 
Future  Liability  of  contractors  in  construction 

Question: 

1.  What  is  the  responsibility  of  the  contractor  to  fix  problems 
which,  in  the  future,  may  develop  in  the  structure  of  the 
building? 

Answer : 

The  standard  contractual  agreement  in  Federal  contracts 
includes  a  guarantee  against  defects  in  the  first  year  and 
an  unlimited  guarantee  against  latent  defects  in  the 
structure. 

Question: 

2.  Do  the  contractual  agreements  which  are  reached  with  GSA  on 
future  liability  vary  depending  on  the  building  to  be 
constructed? 

Answer : 

We  do  not  have  any  evidence  to  suggest  the  government  varies 
contractual  agreements  on  future  liability  from  building  to 
building. 

Question: 

3.  Are  the  contractual  agreements  which  are  reached  with  GSA  on 
future  liability  more  or  less  stringent  than  you  experience  in 
the  private  sector? 

Answer : 

GSA  contractual  agreements  on  future  liability  are  more 
stringent  because  liability  to  the  government  for  latent 
defects  is  never  ending.  Private  sector  contracts  are 
governed  by  state  law  which  generally  has  a  statute  of 
repose  (typically  5  to  7  years) . 
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Question. 

How  does  GSA  provide  for  maintenance  on  the  buildings  that  it  leases  and  does  this 
practice  encourage  preventative  maintenance  repairs? 

Answer. 

[It  should  be  noted  that  GSA  has  employed  a  "source  selection"  contracting  method  in  an 
effort  to  procure  higher  quality  property  management  services.  This  method  is  intended 
to  evaluate  proposals  based  on  merit  prior  to  the  consideration  of  price.  Under  source 
selection,  contractors  are  required  to  complete  a  technical  proposal  (independent  of  a 
price  proposal)  describing  the  contractor's  approach  to  building  management. 

While  the  source  selection  approach  may  encourage  better  preventative  maintenance 
practices  by  contractors,  BOMA  members  have  pointed  out  that  its  arduous  range  of 
requirements  create  a  substantial  disparity  between  the  potential  profit  margins  of  GSA 
contracts  versus  those  available  in  the  private  sector.  The  following  comments  reflect 
concerns  arising  from  non-source  selection  methods.] 

Although  GSA  has,  in  the  past,  provided  its  own  maintenance  employees  in  some 
buildings,  it  now  generally  contracts  with  third-party  firms  for  such  maintenance  services. 
While  a  wide-range  of  preventative  maintenance  services  are  available  from  the  private 
sector,  some  GSA  contracting  methods  either  discourage  preventative  maintenance 
"mvestments"  or  favor  proposals  with  lean  preventative  maintenance  budgets,  thereby 
sacrificing  long-term  care  of  a  facility  for  the  short-term  benefit  of  lower  management 
fees. 

Of  several  contracting  methods  employed  by  GSA  to  procure  preventative  maintenance 
services,  BOMA  members  report  that  the  "pure  price  competition"  approach  ~  where 
management  contacts  simply  go  to  the  lowest  bidder  -  typically  reward  the  government 
with  low  quality  management  and  maintenance  services.  BOMA  has  long  recognized 
that  the  investment  in  quality  preventative  maintenance  programs  pales  in  comparison  to 
the  capital  costs  of  replacing  systems  that  have  not  been  properly  maintained. 

Firms  that  enter  into  gross  service  contracts  with  GSA  ~  where  the  management 
company  handles  all  aspects  of  a  building's  operations  for  a  set  fee  -  under  the  lowest 
price  method  are  even  more  likely  to  limit  proper  preventative  maintenance  because  of 
the  contract's  structure.  Under  most  gross  service  contracts,  GSA  begins  to  assume 
repair  costs  only  after  they  reach  a  threshold  of  $5,000  and  generally  will  not  accept  pass 
through  charges  for  repairs  less  than  $5,000.  Firms  that  are  already  minimizing  costs  to 
meet  the  terms  of  a  "pure  price  competition"  contract  are  less  likely  to  adequately  address 
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unanticipated  maintenance  problems  when  the  problem  can  be  expected  to  escalate  to  a 
point  where  GSA  assumes  responsibility  for  the  repair. 

For  reasons  such  as  these,  many  very  good  management  firms  choose  not  to  bid  on  GSA 
contracts  since  the  terms  of  a  "winning"  proposal  would  prohibit  the  delivery  of  the 
quality  service  for  which  they  have  a  reputation. 

Question. 

Since  the  owner  is  required  to  pay  for  the  cost  of  most  of  the  repairs  or  system 
replacement  out  of  profits,  do  you  believe  that  the  rent  rates  are  higher  than  they  would 
be  if  the  maintenance  cost  were  shared  between  GSA  and  owners? 

Answer. 

As  stated  in  the  previous  answer,  management  contracts  awarded  under  "pure  price 
competition"  are  often  a  disincentive  to  provide  more  than  a  minimum  level  of  service, 
and  BOMA  members  report  that  some  firms  do  bid  down  rental  rates  with  the  intention  of 
providing  "bare  bones"  management. 

While  rates  for  professional,  fiill-service  management  may  be  somewhat  higher,  the 
market  ensures  that  they  be  competitive.  While  sharing  maintenance  costs  between  GSA 
and  the  management  firm  may  lower  rental  rates  under  some  arrangements  (since  bids 
could  theoretically  include  lower  cost  projections  for  maintenance  and  repairs),  the 
greatest  benefit  would  be  a  prolonged  building  lifecycle  as  incentives  to  delay 
maintenance  would  be  minimized.  In  turn,  more  professional  firms  would  likely  compete 
for  management  contracts. 

Question. 

Energy  efficient  systems  boast  a  pay  back  in  savings.  What  has  been  the  experience  of 
your  members  in  the  cost  savings  associated  with  installing  energy  efficient  systems  such 
as  new  lighting  and  heating  systems? 

Answer. 

Products  and  systems  that  reduce  energy  consumption,  and  subsequent  operating  costs, 
have  proven  to  be  a  substantial  benefit  to  most  properties.  As  an  example,  one  DC  area 
company  has  invested  approximately  $10,000,000  in  energy  efficiency  retrofits  since 
1 990.  The  average  payback  has  been  less  than  two  years  and  the  company  has  recouped 
over  $5,000,000  in  utility  rebates  for  adding  more  efficient  lighting  and  HVAC 
equipment. 

This  is  an  area  of  significant  savings  across  the  coimtry,  and  both  GSA  and  the  private 
sector  are  well  versed  in  the  application  of  new  technologies.  Unfortunately,  it  is 
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BOMA's  understanding  that  present  rules  prevent  GSA  from  receiving  dollars  saved 
when  private  management  firms  achieve  energy  efficiencies  in  government  owned 
buildings.  This  barrier  must  be  removed. 

Question. 

Do  regulations  and  requirements  on  the  part  of  GSA  hinder  the  installation  of  these  types 
of  systems? 


GSA  has  much  expertise  in  the  area  of  energy  efficiency  and  has  installed  many  new 
systems  in  buildings  owned  by  the  government.  The  largest  single  restraint  on  GSA 
appears  to  be  limited  appropriations  for  timely  retrofit  and  replacement  of  systems  or  the 
unavailability  of  repair  and  alteration  resources  from  the  Federal  Buildings  Fund. 

Some  BOMA  members  have  reported  fiiistration  with  contractual  methods  that  limit 
GSA's  ability  to  share  in  savings  from  energy  efficiency  upgrades  in  government-owned 
buildings  that  are  managed  by  private  firms.  It  seems  GSA  is  prohibited  from  receiving 
dollars  saved  when  private  firms  perform  such  upgrades.  Such  a  situation  not  only 
deprives  the  government  of  available  savings,  it  also  prevents  a  popular  contracting 
method  used  in  the  private  sector  where  negotiations  are  based  on  the  owner's  anticipated 
share  of  savings  from  a  management  firm's  efficiency  upgrades.  This  type  of 
arrangement  is  not  possible  when  GSA  is  prevented  from  accepting  such  savings. 

Question. 

In  your  opinion,  is  it  necessary  for  the  government  to  own  all  of  the  buildings  it  occupies? 
If  not,  what  are  the  types  of  buildings  it  should  lease  rather  than  own? 

Answer. 

BOMA  believes  that  it  is  not  necessary  for  the  government  to  own  all  of  the  buildings  it 
occupies.  Market  conditions,  especially  those  of  the  past  several  years,  often  ensure  that 
favorable  lease  terms  are  available  to  save  the  government  money.  Such  deals  make  good 
business  sense  and  should  not  be  overlooked  when  and  where  it  is  appropriate  to  lease 
office  space. 

BOMA  does  recognize  that  ownership  may  be  preferable  to  leasing  in  certain 
circumstances.  For  example,  it  is  appropriate  that  the  government  own  those  special  use 
facilities,  such  as  courthouses,  prisons,  etc.,  that  are  not  conmionly  found  in  the  private 
sector.  It  may  also  be  appropriate  to  own  where  the  government  has  or  desires  a  stable, 
long-term  presence.  Where  an  ownership  need  is  identified,  GSA  should  be  able  to 
explore  all  options  -  including  lease-purchase  and  purchase  of  existing  buildings  ~  so 
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that  the  government's  pursuit  of  ownership  provides  the  best  available  deal  without 
further  exacerbating  vacancy  problems  in  individual  markets. 

With  the  exception  of  special  use  facilities  or  areas  of  long-term  presence,  leasing  is  often 
the  best  option  for  satisfying  the  government's  office  space  needs.  First  and  foremost,  it 
provides  flexibility.  Short-term  contracts  allow  the  govenmient  to  constantly  reassess  its 
needs  without  being  locked  in  for  the  lifetime  of  a  building.  This  point  is  especially 
significant  in  light  of  the  move  to  downsize.  As  the  federal  workforce  shrinks,  so  will  the 
amount  of  office  space  needed  to  house  it.  Leasing  provides  the  flexibility  that  is  so 
important  under  such  circumstances. 

Leasing  also  often  addresses  the  issue  of  deferred  maintenance.  For  a  number  of  reasons, 
the  Federal  Buildings  Fimd  is  often  unable  to  finance  the  regular  and  necessary 
maintenance  of  many  government  facilities.  As  such  maintenance  is  deferred,  the  federal 
government's  owned  portfolio  falls  into  disrepair,  resulting  in  longer-term  problems  and 
larger  eventual  costs  to  taxpayers.  Leasing  can  remove  this  substantial  cost  by 
eliminating  the  federal  government's  property  maintenance  responsibilities. 

Question. 

We  have  heard  that  a  70  percent  own  and  30  percent  lease  ratio  is  the  best.  Do  you 
believe  that  this  ratio  is  based  on  accurate  data? 

Answer. 

GSA  released  an  internally  prepared  report  in  1990,  based  on  a  study  of  40  planning 
communities  located  throughout  the  United  States  and  its  territories,  discussing  its  ideal 
ratio  of  owned  to  leased  space  (75/25%)  and  its  ideal  ratio  of  workers  located  in  owned 
space  to  those  in  leased  space  (70/30%). 

While  this  report  has  received  considerable  attention  over  the  past  several  years,  it  is 
significant  to  note  that  GSA  comments  throughout  the  report  that  "ownership  versus 
leasing  decisions  are  market  driven  by  local  real  estate  values  and  costs"  and  that  the 
"uniqueness  of  each  community  and  project  needs  to  be  given  ascendancy  over  the 
'national'  [government  owned]  to  leased  ratio." 

BOMA  believes  that  all  space  acquisition  decisions  should  be  made  on  a  case-by-case 
basis  with  respect  to  the  specific  circumstances  of  any  given  project.  Decisions  should  be 
made  based  on  a  project's  economics,  market  conditions,  the  intended  use  and  duration  of 
the  space,  and  a  range  of  other  criteria.  Decisions  should  not  fit  a  predetermined  ratio 
that  may  not  be  relevant  to  current  conditions. 
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Question. 

GSA  says  that  if  the  government  owns  a  building,  it  is  an  asset  which  could  be  sold. 
Based  on  your  experience  in  the  commercial  market,  do  you  believe  that  GSA  would  be 
able  to  sell  a  large  office  building  in  today's  market? 

Answer. 

While  it  is  very  possible  that  GSA  could  sell  an  office  building,  a  variety  of  factors  would 
influence  the  situation.  For  example,  market  conditions,  the  quality  of  the  building  (Class 
"A,  B,"  etc.),  particular  design  and  usage  features  and  the  occupancy/vacancy  rate  would 
all  influence  any  potential  sale  as  well  as  the  sale  price. 

Flexibility  to  negotiate  and  arrive  at  a  fair  price  is  also  a  necessity.  A  building  cannot  be 
sold  easily  if  approvals,  reviews,  and  oversight  strangle  the  deal.  A  sale  and  full  or 
partial  lease-back  are  also  viable  options  depending  on  the  previously  mentioned  factors. 

It  should  be  noted  that  the  Land  and  Water  Conservation  Fund  -  not  GSA  ~  generally 
receives  any  revenue  generated  from  the  disposal  of  surplus  property.  Denying  GSA  the 
prospect  of  such  revenue  inhibits  GSA's  ability  to  maximize  the  value  of  its  portfolio.  In 
the  private  sector,  the  sale  of  non-performing  assets  can  free  capital  for  use  elsewhere  - 
for  repairs  and  alternations,  investment  in  other  property,  etc.  GSA  should  be  able  to 
apply  similar  principles  to  the  disposal  of  buildings  in  its  inventory. 

Question. 

Does  GSA  currently  manage  the  buildings  that  it  own  and  leases? 

Answer. 

GSA  does  not  manage  all  the  buildings  that  its  owns  and  leases.  While  GSA  can  provide 
a  comprehensive  answer  to  this  question,  BOMA  knows  that  GSA  does  retain  private 
sector  frnns  to  manage  some  of  the  space  within  its  owned  portfolio. 

Question. 

Would  there  be  a  cost  savings  if  GSA  privatized  the  management  of  its  buildings? 

Answer. 

BOMA  members  believe  that  a  significant  cost  savings  would  result  from  the 
"outsourcing"  of  property  management  for  certain  government  office  buildings.  Among 
other  things,  BOMA  members  note  that  the  benefits  of  outsourcing  would  include  a  more 
motivated  and  productive  workforce,  savings  in  operating  costs  and  labor  rates,  lower 
overhead,  and  a  more  entrepreneurial  and  financially  effective  use  of  resources. 
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Outsourcing  would  prove  even  more  beneficial  if  rules  and  regulations  were  changed  to 
provide  incentives  for  added  savings  realized  by  private  sector  property  management 
firms. 

Question. 

What  management  efficiencies  would  GSA  experience  if  it  privatized  the  management  of 
buildings? 

Answer. 

In  addition  to  the  benefits  mentioned  above  and  the  economies  of  scale  that  professional 
and  highly  entrepreneurial  management  firms  offer  for  large  portfolios  of  space,  private 
sector  management  would  also  be  effective  in  smaller  markets  where  limited  numbers  of 
properties  do  not  justify  the  presence  of  fiill-time  property  managers.  In  such 
circumstances,  local  or  regional  management  firms  provide  a  valuable  alternative  to 
posting  personnel  at  every  government  building. 
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Question. 

What  is  the  impact  of  Davis-Bacon  laws  on  the  cost  of  federal  buildings?  Do  you  have 
any  estimates  on  what  the  cost  savings  would  be  if  Davis-Bacon  were  repealed?  Would 
David-Bacon  repeal  impact  upon  a  more  diverse  group  of  bidders  in  the  building  process? 

Answer. 

The  impact  of  David-Bacon  on  federal  buildings  primarily  relates  to  the  labor  and 
administrative  costs  of  construction.  Potential  government  contractors  must  price  and 
include  all  David-Bacon  labor  costs  in  the  scope  of  services  when  bidding  on  a  federal 
construction  project.  This  price  premium,  in  tiie  range  of  10%  for  projects  over  $20 
million  and  10-20%  for  projects  under  $20  million,  is  passed  on  to  the  federal 
government  in  the  labor  component  cost  of  the  work. 

The  repeal  of  Davis-Bacon  would  reduce  the  labor  costs  associated  with  federal 
government  construction  work.  Additional  control  over  labor  pricing  would  be  especially 
significant  for  smaller/specialty  businesses.  Such  companies  would  likely  become  more 
competitive  and  better  suited  to  match  up  against  larger  firms  which  generally  have  an 
economy  of  scale  edge  in  non-labor  related  costs  (i.e.  material,  overhead,  and  profit 
pricing). 

Question. 

Do  the  David-Bacon  laws  impact  upon  the  determination  of  whether  to  lease  or  to  buy 
federal  buildings?  If  so,  how  is  this  impact  demonstrated? 

Answer. 

GSA  is  best  able  to  answer  this  question. 
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) 
QUESTION  SUBMITTED  FOR  THE  RECORD  BY  CONGRESSMAN  LITTLE 

Question. 

GSA  currently  controls  over  40  percent  of  the  overall  federal  building  budget  according 
to  your  testimony.  Could  you  provide  a  break  down  where  the  other  60  percent  is  or 
break  it  down  through  every  agency? 

Answer. 

GSA  reports  that  it  controls  approximately  40  percent  of  the  federal  government's  general 
purpose  office  space.  The  Department  of  Defense  controls  approximately  29  percent. 
Other  agencies  control  the  remaining  31  percent. 
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DOWNSIZING  GOVERNMENT/TAX  COMPLIANCE  AND 
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WITNESSES 

COMMISSIONER  MARGARET  RICHARDSON,  INTERNAL  REVENUE 
SERVICE 

MICHAEL  P.  DOLAN,  DEPUTY  COMMISSIONER,  INTERNAL  REVENUE 
SERVICE 

PHILUP  G.  BRAND,  CHIEF  COMPLIANCE  OFFICER 

DAVID  A-  MADER,  CHIEF  MANAGEMENT  AND  ADMINISTRATION,  IN- 
TERNAL REVENUE  SERVICE 

C.  MORGAN  KINGHORN,  CHIEF  FINANCIAL  OFFICER,  INTERNAL  REVE- 
NUE SERVICE 

W.  SCOTT  GOULD,  DEPUTY  ASSISTANT  SECRETARY,  DEPARTMENTAL 
FINANCE  AND  MANAGEMENT,  U.S.  DEPARTMENT  OF  TREASURY 

JENNIE  STATHIS,  DIRECTOR,  TAX  POLICY  AND  ADMINISTRATION  IS- 
SUES, GENERAL  ACCOUNTING  OFFICE 

GREGORY  HOLLOWAY,  DIRECTOR,  ACCOUNTING  DIVISION,  GENERAL 
ACCOUNTING  OFFICE 

CHARLIE  DANIEL,  PRIVATE  SECTOR  COLLECTION  PRACTICES,  GEN- 
ERAL ACCOUNTING  OFFICE 

Introduction  of  IRS 

Mr.  LiGHTFOOT.  Good  morning  and  welcome  to  our  hearing 
today.  We  have  asked  the  Commissioner  for  the  Internal  Revenue 
Service,  the  General  Accounting  Office,  the  American  Collectors  As- 
sociation, the  National  Treasury  Employees  Union  to  come  before 
us  to  address  an  issue  that  has  been  a  high  priority  for  both  Re- 
pubhcans  and  Democrats  alike,  and  that  is  the  billions  of  dollars 
in  taxes  that  are  owed  the  government  that  are  uncollected. 

This  is  not  a  new  issue.  If  history  serves  me  right,  efforts  to  col- 
lect taxes  has  been  a  problem  for  government  for  some  time,  and 
I  suspect  they  probably  always  will  be. 

Today  we  are  faced  with  trying  to  collect  what  was  estimated  in 
1993  to  be  $150  billion  in  taxes  identified  as  owed  and  due  the  gov- 
ernment but  that  are  not,  for  various  reasons,  being  collected.  That 
is  not  a  small  piece  of  change  in  anybody's  language. 

The  most  recent  available  data  shows  us  that  IRS  processes 
nearly  200  million  tax  returns  annually,  collecting  more  than  90 
percent  of  all  tax  receipts,  which  is  about  $1.1  trillion,  and  we  cer- 
tainly want  to  commend  the  Commissioner  and  everyone  in  the 
IRS  for  their  efforts  and  their  achievements,  and  the  problem  obvi- 
ously is  not  what  we  are  collecting;  the  problem  is  what  we  aren't 
collecting,  and  I  think  we  all  share  an  interest  in  doing  that. 

I  would  like  to  begin  this  morning  by  restating  some  things  I 
said  earlier.  I  am  not  here  with  preconceived  assumptions  or  ideas. 
I  have  come  with  an  open  mind.  If  we  have  learned  one  thing  pre- 
paring for  this  hearing,  it  is  that  the  issue  is  extremely  com- 
plicated. 

So  I  have  come  to  learn  how  do  we  define  what  is  owed  the  gov- 
ernment and  why  has  this  pot  of  money  owed  to  the  government 
has  grown  by  almost  100  percent  since  1988,  and  what  can  be  done 
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to  get  it  down  to  a  manageable  size?  I  think  those  are  goals  we 
probably  all  share. 

I  do  not  presume  that  this  subcommittee  in  and  by  itself  can 
come  up  with  any  kind  of  a  magical  solution  to  the  problem  of  tax 
compliance,  but  I  do  believe  we  can  make  a  difference  in  the  proc- 
ess. 

And  without  prejudicing  what  our  witnesses  have  to  say,  I  would 
just  note  that  for  the  past  several  years,  there  has  been  an  implicit 
assumption  that  if  we  authorized  and  paid  for  more  IRS  agents,  we 
would  collect  more  revenue. 

This  subcommittee  has  heard  testimony  to  the  effect  that  for 
every  dollar  we  give  the  IRS  to  beef  up  compliance,  we  will  get 
back  $5  in  revenue.  Given  the  size  of  deficits,  some  have  suggested 
that  if  we  collected  the  total  amount  of  money  owed,  the  $150  bil- 
lion, we  might  even  balance  the  budget  without  actually  having  to 
cut  spending. 

I  will  not  pass  judgment  on  that  belief,  but  I  would  say  this:  This 
hearing  is  not  about  balancing  the  budget  by  collecting  additional 
tax  dollars.  It  is  about  the  money  that  this  subcommittee  has  ap- 
propriated to  the  IRS  for  compliance  initiatives.  It  is  about  what 
we  have  gotten  in  return  for  that  appropriation. 

Since  1991,  IRS  has  received  a  total  of  $1.3  billion  additional 
funding  for  compliance.  Last  year  we  fenced  $405  million  for  this 
purpose,  and  it  is  fully  expected  that  the  President  will  request  ad- 
ditional resources  in  his  fiscal  year  1996  budget  package  which  we 
should  get  in  about  five  days. 

So  the  question  before  the  subcommittee  is  a  very  basic  one,  is 
this  a  wise  investment?  Are  we  throwing  good  money  after  bad? 

Finally,  I  remind  my  colleagues  that  on  February  16,  1995,  the 
IRS  Commissioner  and  the  GAO  will  be  back  to  testify  before  this 
subcommittee  on  the  issue  of  Tax  Systems  Modernization  and  the 
overall  budget  request.  I  understand  how  TSM  will  eventually  play 
in  to  the  issue  of  improved  productivity  and  better  tax  collections, 
but  TSM  has  problems  in  and  of  itself. 

So  for  today,  I  would  really  like  to  focus  our  hearings  primarily 
on  the  issue  of  tax  collections  and  funding  of  tax  compliance  initia- 
tives. It  has  been  my  understanding  that  these  are  the  issues  that 
our  witnesses  are  prepared  to  testify  on  and  we  will  save  TSM  and 
some  of  these  other  things  for  the  later  hearing. 

With  that,  I  would  like  to  turn  to  Mr.  Hoyer,  our  Ranking  Minor- 
ity Member  for  his  views  and  opening  statement. 

Mr.  Hoyer. 

Mr.  Hoyer.  Thank  you  very  much,  Mr.  Chairman.  I  want  to 
thank  you  for  having  this  hearing.  It  is  one  of  a  series  of  hearings 
we  have  had  over  the  last  four  or  five  years  and,  in  particular,  last 
two  years  with  Commissioner  Richardson. 

I  want  to  welcome  her  back  to  the  committee  room.  I  want  to  say 
that  Commissioner  Richardson,  Mr.  Dolan,  Mr.  Brand  and  others, 
have  been  extraordinarily  cooperative,  I  think,  with  us  over  the 
years,  trying  to  come  to  grips  with  not  only  the  subject  matter  of 
this  hearing,  but  the  subject  matter  of  making  government  more  ef- 
ficient, doing  more  with  less  and  trying  to  bring  private  sector  busi- 
ness management  principles  to  the  government  so  that  although 
we  don't  have  a  bottom  line  in  terms  of  profit  and  loss,  we  do  have 
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at  IRS  a  bottom  line  in  terms  of  effectiveness  of  collection  from 
those  who  owe  their  share  for  support  of  the  government. 

I  look  forward  to  hearing  Mrs.  Richardson's  testimony,  as  well  as 
Jennie  Stathis',  who  is  the  Director  of  Policy  and  Administration 
Issues  at  GAO,  because  I  believe  the  presentation  that  they  will 
give,  particularly  to  our  new  Members,  will  be  useful.  I  am  pleased 
to  see  Mr.  Kingston  here,  who  has  not  been  on  this  committee  be- 
fore. Jack,  this  is  a  critical  issue.  Whatever  we  believe  on  what  the 
level  of  taxation  ought  to  be,  we  clearly  all  believe  that  whatever 
level  of  taxation  exists,  that  we  all  ought  to  pay  fairly  because  obvi- 
ously the  burden  is  shifted  to  others  by  those  who  do  not. 

One  of  the  critical  issues  I  know  is  going  to  continue  to  be  Tax 
Systems  Modernization,  which  is  a  critical  component  of  collection 
because  if  our  database  is  not  up  to  speed  and  our  capability  of 
dealing  with  the  mountain  of  information  that  we  are  required  to 
deal  with  now  is  not  up  to  speed,  not  only  will  the  ability  of  the 
IRS  to  carry  out  its  mission  be  undermined,  but  as  importantly,  the 
confidence  of  the  American  public  would  be  very  greatly  under- 
mined. 

You  and  I,  Mr.  Chairman,  had  the  opportunity  to  speak  to  many 
leaders  of  the  IRS  this  morning,  people  who  we  rely  on  daily  and 
yearly  to  make  sure  the  system  works  as  well  as  it  can.  I  believe 
the  responsibility  of  this  committee  is  to  analyze  and  make  an  ob- 
jective judgment  on  what  is  needed  and  then  to  carry  that  message 
to  our  colleagues,  because  I  think  they  want  to  support,  on  both 
sides  of  the  aisle,  a  system  that  will  work  well. 

So  I  thank  you  for  these  hearings,  look  forward  to  participating 
with  you,  look  forward  to  working  with  you  to  make  the  IRS  more 
efficient,  more  effective  and  more  understood. 

Mr.  LiGHTFOOT.  Thank  you,  Mr.  Hoyer. 

Mr.  Kingston. 

Mr.  Kingston.  Thank  you,  Mr.  Chairman.  Mr.  Hoyer,  I  know 
this  is  a  very  important  hearing.  I  just  came  from  what  I  would 
only  classify  as  an  A  plus  presentation  by  the  Vice  President  on 
reinventing  government.  I  have  a  lot  of  good  reading  material,  I 
have  more  in  front  of  me  than  I  would  want  to,  but  they  rec- 
ommend these  books.  It  was  really  refreshing  to  hear  about  making 
things  customer  responsive,  customer  friendly  and  so  forth,  which 
I  know  the  IRS  is  working  on  doing. 

I  served  on  the  Ways  and  Means  Committee  in  the  Georgia  legis- 
lature for  six  years  and  had  the  opportunity  to  visit  the  Georgia 
Department  of  Revenue  and  remember  seeing  many,  many  dedi- 
cated clerks  in  offices  with  tax  returns  stacked  up  that  high,  and 
I  could  not  believe  in  this  day  of  modem  technology  that  they  were 
still  having  to  do  so  many  things  manually. 

You  know,  I  think  about  all  the  technical  advances  that  have 
taken  place  in  medicare  and  medicaid  claims  processing,  and  I 
think  even  they  are  even  a  little  bit  ahead  of  you  on  that.  I  look 
forward  to  helping  you  guys  modernize  and  listening  to  your  testi- 
mony. 

I  look  forward  to  hearing  from  you. 

Mr.  LiGHTFOOT.  Mr.  Coleman. 

Mr.  Coleman.  I  am  fine,  Mr.  Chairman. 

Mr.  LiGHTFOOT.  Mr.  Wolf. 
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Mr.  Wolf.  Welcome.  I  didn't  read  your  testimony  obviously.  I 
just  got  here.  Let  me  ask  you  a  couple  questions  though  for  the 
record  on  a  couple  different  issues,  maybe  on  the  tax 

Mr.  LiGHTFOOT.  We  are  just  on  opening  statements. 

Mr.  Wolf.  Opening  statements.  I  apologize.  I  am  going  to  go  to 
another  meeting.  Would  it  be  possible  for  me  to  ask  one  question 
because  I  have  got  something  at  10:30  and  that  is  solely — maybe 
the  Chairman  would  ask  it  and  get  the  answer. 

In  the  FAA  we  are  looking  at  exempting  the  FAA  from  the  pro- 
curement regulations  and  also  from  personnel  policy  because  of  the 
differences  and  problems  we  have  had  on  tax  modernization. 
Maybe  after  I  leave,  if  you  would  just  elaborate  a  little  bit  to  the 
committee,  or  if  the  committee  wants  to  hear  you  now,  what  are 
your  thoughts? 

Would  it  be  appropriate  to  exempt  the  IRS  from  the  procurement 
regulations  for  the  length  of  this  contract  over  five  years  to  see  if 
that  would  enable  you  to  do  a  better  job,  quicker,  faster  and  cheap- 
er? 

And  again,  I  apologize.  I  didn't  know  you  were  doing  opening 
statements. 

Mr.  LiGHTFOOT.  We  move  fast,  but  not  quite  that  fast.  Thank 
you,  Mr.  Wolf 

Mr.  Visclosky. 

Mr.  Visclosky.  I  have  nothing,  Mr.  Chairman. 

Mr.  LiGHTFOOT.  Commissioner,  Mr.  Dolan,  Mr.  Brand,  welcome 
to  all  three  of  you.  Thanks  for  coming  this  morning.  We  will  make 
your  prepared  testimony  part  of  the  record  and  would  ask  you  to 
proceed  in  whatever  fashion  you  feel  comfortable  with. 

Ms.  Richardson.  Thank  you,  Mr.  Chairman. 

Mr.  LiGHTFOOT.  And  I  will  ask  Mr.  Wolfs  question  later. 

Summary  Statement  of  Commissioner 

Ms.  Richardson.  Mr.  Chairman,  thank  you,  and  the  rest  of  the 
distinguished  Members  of  the  subcommittee  for  letting  us  come 
today. 

With  me  are  Mike  Dolan,  who  is  the  Deputy  Commissioner,  and 
Phil  Brand,  who  is  our  Chief  Compliance  Officer.  We  are  appre- 
ciative of  the  opportunity  to  talk  about  compliance  and  particularly 
what  we  are  doing  to  improve  our  nncollection  of  these  so-called  ac- 
counts receivable. 

Despite  the  fact  that  we  have  the  most  effective  voluntary  com- 
pliance system  in  the  world,  and  I  think  we  all  probably  agree  we 
do,  the  IRS  is  working  to  improve  that  system.  The  mission  of  the 
Internal  Revenue  Service  is  to  collect  the  proper  amount  of  taxes, 
and  I  want  to  underscore  proper  amount.  No  more,  but  no  less.  Our 
research  indicates  that  as  much  as  17  percent  of  the  tax  that  is  due 
each  year  is  not  being  collected. 

Since  becoming  Commissioner,  I  have  made  increasing  voluntary 
compliance  a  primary  focus  at  the  IRS.  I  believe  that  the  IRS  has 
the  plans  in  place  to  increase  the  compliance  level  to  90  percent  by 
the  year  2000  which  will  mean  significant  additional  revenues. 

Addressing  a  portion  of  non-compliance  reflected  in  the  accounts 
receivable  inventory  is  a  very  important  part  of  these  plans. 
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Some  have  expressed  the  view  that  the  IRS  may  not  have  ex- 
pressed the  institutional  focus  or  commitment  necessary  to  address 
the  causes  of  the  accounts  receivable  concerns  that  have  been 
raised  in  recent  years. 

I  can  assure  you,  Mr.  Chairman,  that  simply  is  not  true.  We 
have  listened  to  the  concerns  and  at  least  for  the  past  two  years 
since  I  have  been  Commissioner,  we  have  taken  steps  to  improve 
the  management  of  the  receivables  inventory. 

Before  we  discuss  the  specific  steps  we  have  taken,  I  would  be 
remiss  if  I  did  not  tell  you  that  much  of  the  improvement  that  I 
will  focus  on  today  will  pale  in  significance  when  compared  to  the 
potential  that  the  Tax  Systems  Modernization  program  improve- 
ments will  mean  for  the  collection  process.  I  look  forward  to  talking 
about  that  at  the  appropriation  hearing  on  the  16th. 

Turning  to  the  accounts  receivable,  we  have  taken  steps  in  four 
specific  areas  to  improve  the  management  of  the  accounts  receiv- 
able inventory:  Determining  the  correct  composition,  the  amount  of 
the  accounts  receivable,  insuring  the  accuracy  of  the  assessments 
that  are  actually  included  in  that  inventory,  improving  the  cur- 
rency of  the  inventory,  and  then  increasing  the  collections  of  the 
amounts  of  inventory. 

You  know  as  a  businessman,  Mr.  Chairman,  and  the  rest  of  you 
in  your  businesses  understand  that  accounts  receivable,  which  gen- 
erally represent  the  credit  sales  of  a  business,  are  not  inherently 
bad  or  good.  An  increase  in  accounts  receivable  can  be  a  positive 
sign  because  it  can  be  an  indication  that  sales  are  increasing. 

One  of  the  most  effective  tools  that  American  business  has  used 
to  manage  their  accounts  receivable  inventory  is  to  investigate  the 
creditworthiness  of  the  customers  before  extending  the  credit.  Pri- 
vate businesses  can  formalize  the  precise  amount  and  the  terms  of 
the  debt  repayment  when  the  debt  accrues,  and  they  can  manage 
their  receivables  by  writing  off  those  amounts  that  are 
uncollectible.  Businesses  do  not  continue  to  carry  debt  on  their 
books  when  it  becomes  apparent,  after  attempting  to  collect,  that 
the  debt  cannot  be  collected. 

Like  other  businesses,  we  at  the  IRS  have  accounts  receivable. 
But  because  our  gross  receipts  are  higher  than  most  businesses,  al- 
most $1.3  trillion,  as  you  can  imagine,  our  accounts  receivable  are 
higher  than  most  businesses  also.  Unlike  private  businesses,  how- 
ever, our  customers  are  not  purchasing  products  with  that  debt,  at 
least  not  directly  and  their  credit  worthiness  is  not  determined 
prior  to  a  transaction.  We  don't  choose  our  customers.  We  basically 
welcome  everyone. 

IRS  accounts  receivable  include  unpaid  taxes,  interest,  and  pen- 
alties. The  law  prescribed  how  long  we  must  keep  accounts  receiv- 
able on  the  books,  and  so  unlike  private  businesses,  accounts  re- 
ceivable cannot  be  written  off  evfen  if  they  are  not  collectible. 

In  1990,  Congress  extended  the  time  that  the  IRS  was  required 
to  keep  the  accounts  receivable  on  the  books  from  six  to  ten  years. 
This  change  alone  increased  our  accounts  receivable  by  20  percent 
overnight.  The  accounts  receivable  dollar  inventory,  which  has 
come  to  be  known  as  ARDI  for  those  who  work  in  the  area,  that 
is  carried  by  us  is  not  a  reflection  of  the  annual  underpayment  of 
taxes,  but  includes  our  current  receivables,  plus  a  10-year  carry- 
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over  of  the  unpaid  taxes,  along  with  accrued  interest  and  penalties. 
And  I  believe  almost  30  percent  of  that  account  is  the  accrued  in- 
terest and  penalties. 

Because  of  the  extension  of  the  carry  period  for  accounts  receiv- 
ables by  that  four-year  period,  you  will  see  the  reports  that  ARDI 
continued  to  grow  from  1990  to  1994.  While  that  is  technically  ac- 
curate, it  is  a  very  misleading  statement,  since  during  those  years, 
amounts  were  added  to  the  ARDI  and  by  law  none  of  the  amounts 
could  be  dropped. 

At  the  end  of  fiscal  year  1994,  our  gross  receivables  equaled  $156 
billion,  of  which  30  percent,  as  I  said,  reflected  accrued  interest 
and  penalties.  That  is  about  $46.8  billion.  The  IRS  gross  receiv- 
ables, like  the  receivables  of  a  private  business,  are  divided  into 
two  parts:  Those  that  are  currently  not  collectible  and  our  active 
accounts  receivable. 

Currently  not  collectible  is  the  category  of  account  balances  that 
a  collection  employee  has  determined  a  taxpayer  cannot  currently 
pay,  such  as  a  bankrupt  business  or  a  defunct  corporation.  That  is 
one  with  no  assets.  Those  situations  account  for  over  86  percent  of 
the  $76  billion  of  currently  not  collectible  tax  at  the  end  of  1994. 

Currently  not  collectible  accounts  are  periodically  monitored  and 
if  taxpayers  do  become  able  to  pay  within  the  statutory  ten-year 
period,  those  account  dollars  will  be  collected. 

Our  active  accounts  receivable,  the  category  of  accounts  that  are 
potentially  collectible  and  that  continue  to  be  subjected  to  the  ongo- 
ing collection  process,  include  activities  ranging  from  notices  and 
telephone  contacts  to  installment  agreements  and  offers  in  com- 
promise and  ultimately  liens,  levies,  and  seizures. 

We  recognize  the  need  to  minimize  and  correct  the  erroneous  as- 
sessment of  taxes  that  are  included  in  this  accounts  receivable  in- 
ventory and  we  are  working  aggressively  toward  that  goal.  Be- 
tween 1992  and  1994,  we  have  eliminated,  through  rigorous  pre- 
and  post-assessment  reviews,  about  $251  billion  of  potentially  erro- 
neous assessments,  preventing  them  from  ever  becoming  part  of 
that  accounts  receivable  inventory. 

We  have  also  created  a  new  computer-matching  capability  that 
checks  discrepancies  between  the  amounts  taxpayers  claim  they  de- 
posited and  the  amount  that  is  actually  reflected  on  their  accounts. 
This  correction  alone  prevented  about  $16  billion  from  getting  into 
the  inventory  in  1994. 

But  in  addition  to  these  efforts,  the  continued  implementation  of 
technology  by  the  IRS  has  meant  that  account  errors  are  declining. 
One  example  of  the  positive  results  from  technology  is  our 
TaxLink,  electronic  tax  payment  system.  Last  year,  last  fiscal  year, 
13,000  taxpayers  deposited  $6.2  billion  in  revenues  through 
TaxLink.  In  the  first  quarter  of  this  year,  we  have  had  over  21,000 
taxpayers  who  are  participating  and  they  have  already  made  de- 
posits of  $6.5  billion. 

If  you  use  electronic  tax  deposit,  just  as  we  said  about  electronic 
filing  of  returns,  Mr.  Chairman,  it  means  the  increased  accuracy  of 
posting  the  taxpayers'  accounts,  and  correctly  accounting  for  tax- 
payers' payments  is  a  significant  way  to  prevent  the  creation  of  an 
accounts  receivable  inventory. 
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We  also  know  that  we  need  to  improve  the  current  accuracy  of 
the  inventory  because  the  earlier  a  debtor  receives  a  request  for 
payment,  the  greater  the  likelihood  that  all  or  some  part  of  that 
debt  will  be  paid.  Recognizing  this,  we  have  focused  our  attention 
on  efforts  to  make  the  accounts  receivables  inventory  as  current  as 
possible. 

I  mentioned  that  we  estimate  that  annually  about  83  percent  of 
our  tax  dollars  due  are  timely  paid.  Unlike  in  the  private  sector 
where  liability  is  established  and  goods  or  services  are  purchased, 
the  IRS  often  must  establish  a  tax  liability  through  an  audit.  Thus 
several  years  can  elapse  between  the  time  a  tax  return  is  due  or 
it  is  filed  and  the  time  the  liability  is  finally  established. 

During  the  past  two  years  we  have  undertaken  to  better  manage 
our  accounts  receivable  by  shortening  the  time  between  when  the 
delinquency  arises  and  that  first  telephone  contact  with  the  tax- 
payer, and  collecting  the  tax  at  the  earlier  possible  time,  and  we 
have  done  so  in  many  cases  by  the  taxpayer  service  function  after 
account  questions  are  resolved  over  the  telephone  or  at  the  close 
of  an  audit. 

A  number  of  specifics  about  what  we  have  done  are  spelled  out 
in  our  written  testimony,  and  I  won't  go  into  them  here,  but  I 
thought  you  might  find  it  interesting  that  during  1994,  we  tested 
what  we  called  an  Early  Intervention  Program  at  two  of  our  auto- 
mated collection  sites  with  very  positive  results. 

As  a  result  of  that  pilot,  early  intervention  was  implemented  na- 
tionwide last  month  and  we  project  that  based  on  the  experience 
during  our  pilot,  early  intervention  will  result  in  additional  reve- 
nues of  about  $3  billion  over  the  next  five  years,  and  that  is  merely 
getting  to  people  more  quickly. 

We  have  also  placed  additional  revenue  officers  in  the  areas 
where  we  have  the  highest  collection  work  load,  and  we  anticipate 
collecting  an  additional  $1  billion  in  unpaid  taxes  over  the  next  five 
years  just  from  that  initiative. 

We  have  expanded  the  installment  agreement  authority  for  peo- 
ple out  in  our  field  offices  and  that  is  a  process  that  offers  the  IRS 
a  unique  opportunity  to  keep  taxpayers  in  the  system  who  might 
otherwise  not  be  able  to  meet  their  full  tax  obligations. 

Finally,  two  of  our  Tax  Systems  Modernization  projects  are  or 
will  be  assisting  in  our  efforts  to  speed  up  collections.  One  of  those, 
which  we  call  the  Integrated  Collection  System,  will  provide  the 
full  automation  of  the  IRS  field  collection  activity. 

Our  IRS  ICS  prototype  resulted  in  a  26  percent  increase  in  reve- 
nue officers  with  dollars  collected  per  staff  year  and  a  20-day  de- 
crease in  the  time  it  took  a  revenue  officer  to  close  an  account.  Un- 
fortunately, because  of  the  reduction  in  funding  for  TSM  in  fiscal 
year  1995,  we  have  had  to  delay  the  roll-out  of  some  of  the  ICS  ter- 
minals to  some  of  the  districts,  but  we  do  believe  that  that  is  some- 
thing that  more  than  pays  for  itself. 

We  are  also,  Mr.  Chairman,  stepping  up  our  efforts  to  improve 
the  effectiveness  in  collecting  monies  owed  through  the  enforce- 
ment process.  As  you  and  I  have  discussed,  we  have  a  difficult  time 
and  a  significant  challenge  in  balancing  our  mission  to  collect  the 
proper  amount  of  taxes  due  while  assuring  that  taxpayers'  rights 
are  protected. 
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Our  actions  in  trying  to  improve  collection  efforts  have  focused 
on  improving  the  use  of  existing  collection  tools,  coupled  with  in- 
creased productivity  in  our  field  operations,  and  I  think  these  steps 
are  also  showing  promising  results. 

A  significant  improvement  in  our  ability  to  collect  accounts  re- 
ceivable will  also  be  realized  through  improvements  in  our  account- 
ing systems,  and  that  again  is  through  the  modernization  effort. 

Because  of  our  institutional  commitment  to  increase  compliance 
in  many  ways,  including  addressing  the  accounts  receivable  issue, 
the  positive  trends  for  1994  in  collection  that  I  have  described  are 
continuing  through  the  first  part  of  1995. 

These  trends  include  increased  collections  and  productivity 
achieved  by  utilizing  our  resources  and  increasing  them  in  more  ef- 
fective ways.  However,  with  the  additional  5,000  FTEs  from  our 
1995  compliance  initiative,  we  do  expect  to  collect  in  excess  of  $9 
billion  over  a  five-year  time  frame. 

The  major  payoff  will  come  in  years  after  1995  as  employees  are 
trained  in  becoming  increasingly  productive.  We  have  already  hired 
over  3,300  permanent  compliance  employees,  halting  a  declining 
trend  in  the  number  of  compliance  personnel  over  the  past  two 
years. 

In  addition,  we  are  already  under  way  in  the  moving  of  system 
personnel  into  these  innovative  areas.  This  year  and  over  the  next 
four  years  we  are  poised  to  fully  utilize  all  of  the  much  needed  re- 
sources that  you  provided  to  us  in  the  Compliance  Initiative. 

I  want  to  thank  you  again,  Mr.  Chairman,  and  also  Mr.  Hoyer 
and  the  rest  of  the  subcommittee  for  your  support  for  this  initia- 
tive. We  will  be  reporting  at  the  end  of  the  first  quarter  on  the  re- 
sults of  our  compliance  initiative  as  we  committed  to  you.  We  will 
continue  to  report  quarterly  on  the  results. 

In  conclusion,  I  would  like  to  emphasize  again  the  priority  and 
significance  that  I  and  the  other  senior  IRS  management  attach  to 
improving  compliance,  and  in  particular  to  effective  management  of 
the  accounts  receivable  inventory. 

At  the  same  time,  I  cannot  emphasize  enough  the  point  I  made 
at  the  beginning  that  pursuit  of  the  overall  mission  of  increasing 
compliance  and  the  revenue  associated  with  it  really  does  require 
a  multifaceted  approach. 

Much  of  what  we  will  talk  about  today  is  in  the  context  of  trying 
to  obtain  better  performance  from  an  overall  system  that  really  is 
in  desperate  need  of  modernization.  At  our  hearing  on  the  16th 
when  we  talk  about  TSM,  we  hope  to  be  able  to  tell  you  some  of 
the  specific  things  that  we  really  think  will  contribute  to  enhanced 
compliance  because  what  we  are  talking  about  today  will  pale  in 
comparison  to  the  potential  we  can  deliver  through  TSM. 

We  will  be  pleased  now  to  respond  to  any  of  your  questions. 

Mr.  LiGHTFOOT.  Thank  you,  Ms.  Richardson. 

[The  prepared  statement  and  biographies  follow:] 

Statement  of  Margaret  Milner  Richardson,  Commissioner  of  Internal  Reve- 
nue, Before  the  Subcommittee  on  Treasury,  Postal  Service,  and  General 
Government 

Mr.  Chairman  and  Distinguished  Members  of  the  Subcommittee: 
With  me  today  are  Mike  Dolan,  Deputy  Commissioner,  and  Phil  Brand,  Chief 
Comphance  Officer. 
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We  appreciate  the  opportunity  to  be  here  today  to  discuss  one  of  the  Internal  Rev- 
enue Service's  most  critical  responsibilities — the  collection  of  the  nation's  tax  reve- 
nues. You  asked  that  we  specifically  focus  on  the  accounts  receivable,  and  I  want 
to  share  with  you  our  progress  in  collecting  accounts  receivable. 

Mr.  Chairman,  as  you  know,  despite  the  fact  that  we  have  the  most  effective  vol- 
untary compliance  system  in  the  world,  we  are  working  to  improve  that  system.  Our 
research  indicates  that  as  much  as  17%  of  the  tax  that  is  due  each  year  is  not  col- 
lected. 

The  mission  of  the  Internal  Revenue  Service  is  to  collect  the  proper  amount  of 
taxes.  Since  becoming  Commissioner,  I  have  made  increasing  voluntary  compliance 
a  primary  focus  at  the  IRS.  I  believe  the  IRS  has  the  plans  in  place  that  will  in- 
crease compliance.  Addressing  the  portion  of  non-compliance  reflected  in  the  ac- 
counts receivable  inventory  is  a  very  important  part  of  these  plans. 

As  early  as  1988,  the  IRS  determined,  using  the  definition  contained  in  the  Fed- 
eral Managers'  Financial  Integrity  Act,  that  accounts  receivable  should  be  reported 
as  a  material  weakness,  i  Both  0MB  and  GAO  have  identified  IRS'  accounts  receiv- 
able as  a  high  risk  item. 

Some  have  expressed  the  view  that  the  IRS  may  not  have  demonstrated  the  insti- 
tutional focus  or  commitment  necessary  to  address  the  causes  of  the  accounts  receiv- 
able concerns  that  have  been  raised.  I  can  assure  you,  Mr.  Chairman,  that  this  is 
simply  not  true.  We  have  Ustened  to  the  concerns,  and,  for  the  past  two  years  we 
have  taken  steps  to  improve  the  management  of  the  receivables  inventory.  Before 
discussing  the  specific  steps  we  have  taken,  I  believe  that  I  would  be  remiss  if  I 
did  not  tell  you  that  much  of  the  improvement  I  will  focus  on  today  will  pale  in 
significance  when  compared  with  the  potential  that  the  Tax  Systems  Modernization 
program  improvements  will  mean  for  the  collection  process. 

Mr.  Chairman,  I  would  like  to  discuss  today  four  specific  areas  where  we  have 
taken  steps  that  will  improve  the  management  of  the  accounts  receivable  inventory: 

(1)  Determining  the  correct  composition  of  the  accounts  receivable  inventory; 

(2)  Ensuring  the  accuracy  of  assessments  that  are  included  in  the  inventory; 

(3)  Improving  the  currency  of  the  inventory;  and 

(4)  Increasing  the  collection  of  accounts  in  the  inventory. 

CORPIECT  COMPOSITION  OF  ACCOUNTS  RECEIVABLE  INVENTORY 

Generally,  accounts  receivable  represent  the  credit  sales  of  a  business.  Receiv- 
ables are  not  inherently  good  or  bad.  Successful  American  businesses  use  many 
tools  to  aggressively  manage  their  accounts  receivable.  One  of  the  most  effective 
tools  is  to  investigate  the  credit  worthiness  of  customers  before  extending  them 
credit.  Private  businesses  formalize  the  precise  amount  and  terms  of  debt  repay- 
ment when  the  debt  accrues,  and  they  manage  their  receivables  by  writing  off  those 
accounts  that  are  uncollectible.  Businesses  do  not  continue  to  carry  debt  on  their 
books  when  it  becomes  apparent,  after  attempting  to  collect,  that  the  debt  will  not 
be  collectible. 

Like  businesses,  the  IRS  has  accounts  receivable.  Unlike  private  business,  how- 
ever, our  customers  are  not  purchasing  products  with  their  debt,  and  their  credit 
worthiness  is  not  determined  prior  to  a  transaction.  We  do  not  choose  our  cus- 
tomers— we  welcome  eveyone! 

In  any  discussion  of  the  accounts  receivable  of  the  IRS,  it  is  important  to  under- 
stand what  the  various  components  of  the  gross  or  total  amount  of  receivables  are. 
The  IRS'  gross  accounts  receivable  include  unpaid  taxes,  interest  and  penalties.  The 
law  prescribes  how  long  the  IRS  must  keep  accounts  receivable  on  the  books,  there- 
fore, unlike  businesses  in  the  private  sector,  accounts  receivable  cannot  be  written 
off  even  if  they  are  not  collectible. 

In  1990,  Congress  extended  the  time  the  IRS  is  required  to  keep  accounts  receiv- 
able on  the  books  from  6  to  10  years.  This  change  alone  increased  IRS  accounts  re- 
ceivable by  20%.  The  Accounts  Receivable  Dollar  Inventory  ("ARDI")  carried  by  the 
IRS  is  not  a  reflection  of  an  annual  underpayment  of  taxes,  but  includes  current 
receivables,  plus  a  ten  year  carryover  of  unpaid  taxes,  along  with  accrued  interest 
and  penalties. 


1  Material  weakness  is  defined  as  an  issue  that,  unless  resolved,  could  impair  an  agency's  mis- 
sion. In  1989,  GAO  and  0MB  identified  the  IRS  accounts  receivable  inventory  as  a  high  risk 
item.  High  risk  items  are  those  issues  that,  because  of  the  impact  or  potential  impact  on  govern- 
ment operations,  require  additional  oversight  and  effort  to  resolve. 
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At  the  end  of  FY  94,  IRS  gross  receivables  equalled  $156  billion  2  of  which  30% 
or  $46.8  billion  reflected  accrued  interest  and  penalties.  The  IRS  gross  receivables, 
like  the  receivables  of  a  private  business,  are  divided  into  two  components:  (1)  cur- 
rently not  collectible;  and  (2)  active  accounts  receivable. 

Currently  Not  Collectible — the  category  of  account  balances  that  a  collection  em- 
ployee has  determined  a  taxpayer  cannot  currently  pay,  such  as  bankrupt  busi- 
nesses and  defunct  (no  assets)  corporations.  Accounts  in  this  category  are  periodi- 
cally monitored,  and  if  taxpayers  become  able  to  pay  within  the  statutory  10-year 
period,  these  account  dollars  will  be  collected. 

Active  Accounts  Receivable — the  category  of  accounts  that  are  potentially  collect- 
ible and  that  continue  to  be  subjected  to  the  ongoing  collection  process.  These  proc- 
esses include  activities  ranging  from  notices  and  telephone  contacts,  to  installment 
agreements  and  ofFers-in-compromise,  and  ultimately,  liens,  levies,  and  seizures. 

An  analysis  of  the  components  of  these  two  categories  as  of  the  end  of  FY  94  re- 
flects: 

Currently  Not  Collectible  (CNC)— $76.5  billion  is  currently  not  collectible;  38.3% 
($29.30  billion)  of  this  amount  is  comprised  of  accrued  penalties  and  interest.  Over 
86%  ($65.79  billion)  of  the  CNC  inventory  is  not  collectible  due  to  defunct  (no  as- 
sets) corporations;  bankruptcy  (after  adjudication  by  the  bankruptcy  court);  hard- 
ships; or  the  taxpayer  did  not  respond  to  contacts  or  could  not  be  located. 

Active  Accounts  Receivable — $79.5  billion  is  potentially  collectible.  Of  this  amount: 
20.7%  ($16.46  billion)  is  comprised  of  accrued  penalties  and  interest;  18%  ($14.5  bil- 
lion) are  lower  value  cases  that  will  be  collected  through  systemic  monitoring;  18.4% 
($14.63  billion)  of  the  inventory  is  inactive — either  awaiting  adjudication  by  a  court 
or  acceptance  of  an  offer  in  compromise;  13.6%  ($10.81  billion)  are  reported  by  no- 
tices; and  42%  ($33.40  billion),  the  largest  portion  of  the  active  account,  has  been 
assigned  for  enforcement. 

In  FY  94  alone,  the  IRS  collected  $1.2  trilUon  in  net  tax  receipts.  Also  in  FY  94, 
the  active  accounts  receivable  inventory  increased  7%  ($5.1  billion),  the  smallest 
growth  in  active  accounts  receivable  in  4  years. 

ENSURING  THE  ACCURACY  OF  ASSESSMENTS  INCLUDED  IN  ACCOUNTS  RECEIVABLE 
INVENTORY 

There  are  a  variety  of  reasons  why  an  account  will  be  included  in  the  accounts 
receivable  inventory.  For  example,  a  taxpayer  may  file  a  tax  return  timely  but  not 
pay  all  of  the  associated  liability.  This  unpaid  tax  will  be  included  in  accounts  re- 
ceivable. Or  a  taxpayer  mav  pay  the  appropriate  amount  of  tax  but  because  either 
the  IRS  or  the  taxpayer  makes  an  error,  the  payment  is  not  associated  with  the  cor- 
rect account.  In  addition,  accounts  receivable  are  created  as  a  result  of  any  number 
of  compliance  initiatives.  Examinations,  criminal  investigations,  and  secured  delin- 
quent returns  frequently  result  in  an  assessment  which  is  not  fully  paid,  and  there- 
fore becomes  part  of  accounts  receivable  inventory.  Finally,  the  accounts  receivable 
inventory  is  increased  by  accrued  interest  and  penalties. 

The  IRS  recognizes  the  need  to  minimize  and  correct  the  erroneous  assessment 
of  taxes  that  are  included  in  the  accounts  receivable  inventory  and  is  aggressively 
working  toward  that  goal. 

Between  FY  92  and  FY  94,  the  IRS  has— 

Eliminated  $251  billion  of  erroneous  assessments,  preventing  these  assessments 
from  becoming  part  of  accounts  receivable  inventory.  This  was  accomplished  through 
rigorous  pre-  and  post-assessment  reviews. 

Created  a  new  computer  matching  capability  that  detects  discrepancies  between 
the  amount  taxpayers  claimed  were  deposited  and  the  amount  reflected  on  their  ac- 
counts. This  correction  alone  prevented  $16  billion  from  becoming  part  of  accounts 
receivable  inventory. 

In  addition  to  these  efforts,  the  continued  implementation  of  technology  by  the 
IRS  has  meant  that  account  errors  are  declining.  One  example  of  the  positive  re- 
sults that  technology  affords  is  the  TaxLink/Electronic  Tax  Payment  System.  In  FY 
94,  13,164  taxpayers  voluntarily  participated  in  TaxLink,  depositing  $6.2  biUion.  In 
the  first  quarter  of  PT  95,  21,786  taxpayers  voluntarily  participated  making  depos- 
its of  $6.5  billion.  Electronic  transfer  of  ftinds  not  only  means  that  federal  tax  depos- 
its are  deposited  into  the  Treasury  24  hours  sooner  than  under  the  current  paper 
deposit  system,  but  the  electronic  transactions  mean  the  increased  accuracy  of  post- 
ings to  taxpayers'  accounts.  Correctly  accounting  for  taxpayers'  payments  is  a  sig- 
nificant way  to  prevent  the  creation  of  an  accounts  receivable. 


2  Not  included  in  this  balance  are  duplicate  Trust  Fund  Penalty  assessments  and  Resolution 
Trust  Corporation  assessments  of  $15.1  billion. 
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IMPROVING  THE  CURRENCY  OF  THE  INVENTORY 

The  earlier  a  debtor  receives  a  request  for  payment,  the  greater  the  HkeUhood 
that  all  or  some  portion  of  the  debt  will  be  paid.  Recognizing  this,  the  IRS  has  fo- 
cused attention  on  efforts  that  will  make  the  receivables  inventory  as  current  as 
possible.  We  estimate  that  annually  about  83%  of  tax  dollars  due  are  timely  paid — 
17%  are  not.  Unlike  in  the  private  sector,  where  liability  is  established  when  goods 
or  services  are  purchased,  the  IRS  often  must  establish  a  tax  liability  through  audit. 
Thus,  several  years  may  elapse  between  the  time  a  tax  return  is  due  or  filed  and 
the  time  the  liability  is  finally  established. 

During  FY  94,  over  $4.5  billion  in  recommended  additional  taxes  and  penalties 
were  not  resolved  with  taxpayers  during  the  examination  process.  In  order  to  pro- 
tect their  rights,  taxpayers,  who  do  not  agree  with  a  finding  reached  during  audit, 
have  access  to  the  administrative  appeals  process  and  Utigation.  The  IRS  cannot 
take  any  collection  action  until  the  final  liability  is  determined.  Thus,  when  the  FY 
94  recommended  assessments  finally  become  eligible  for  collection  and  are  included 
in  the  accounts  receivable  inventory,  several  years  will  have  passed. 

One  improvement  to  better  manage  accounts  receivable  is  to  contact  taxpayers 
promptly  once  a  determination  that  taxes  are  owed  is  final.  During  the  past  two 
years,  the  IRS  has  undertaken  this  by:  (1)  shortening  the  time  between  when  the 
delinquency  arises  and  the  first  telephone  contact  with  the  taxpayer  is  made;  and 
(2)  collecting  tax  at  the  earliest  possible  time  (by  the  Taxpayer  Service  function 
after  account  questions  are  resolved  over  the  telephone  or  at  the  close  of  an  agreed 
audit.) 

Examples  of  IRS'  efforts  and  the  results  are: 

Decreasing  the  number  of  notices,  shortening  the  notice  period,  and  instituting 
earlier  intervention  by  telephone.  (During  FY  94,  the  IRS  tested  "early  intervention" 
in  two  Automated  Collection  System  (ACS)  sites  with  positive  results.  In  January 
95,  using  770  staffyears  of  the  FY  95  Compliance  Initiative  in  ACS  sites  (raising 
ACS  staffing  from  2300  to  3100),  early  intervention  was  implemented  nationvdde. 
We  project,  based  on  the  experience  during  the  pilot,  that  early  intervention  will  re- 
sult in  additional  revenues  of  $3  billion  over  5  years.) 

Increasing  emphasis  on  and  monitoring  of  payment  of  agreed  tax  assessments  at 
the  conclusion  of  the  examination  process.  In  FY  92,  Examination  secured  payment 
of  8.1%  of  agreed  tax  assessments.  In  FY  94,  as  a  resvilt  of  the  emphasis  on  payment 
at  the  conclusion  of  the  examination  process,  Examination  had  secured  payment  of 
31.7%  of  agreed  tax  assessments. 

Accelerating  the  collection  of  the  largest  corporate  assessments  by  agreeing  with 
taxpayers  to  have  the  resolution  of  an  issue  in  one  year  that  affects  several  later 
years  carried  forward  to  those  years  without  further  examination.  Under  this  proce- 
dure, taxpayers  have  agreed  to  over  $864  million  (tax  and  penalties)  for  the  period 
of  FY  93  through  the  first  quarter  of  FY  95. 

Hiring  645  Revenue  Officers  who  will  be  placed  in  the  areas  with  the  most  signifi- 
cant collection  work  load.  Through  this  selective  placement,  we  will  collect  an  addi- 
tional $36  million  in  unpaid  taxes  in  FY  95  and  $1,095  billion  over  the  next  5  years. 

Expanding  installment  agreement  authority.  This  effort  increased  the  dollars  se- 
cured through  installment  agreements  from  $2.28  billion  in  FY  92  to  $4.75  billion 
in  FY  94.  Installment  agreements  offer  the  IRS  a  unique  opportunity  to  keep  tax- 
payers in  the  system  who  would  otherwise  not  be  able  to  meet  their  fiill  tax  obliga- 
tions. 

Expediting  field  enforcement  action  taken  with  respect  to  taxpayers  who  have  re- 
peatedly been  delinquent,  with  emphasis  on  those  who  are  delinquent  in  their  pay- 
roll tax  payments.  A  test  in  one  site  last  year  resulted  in  a  reduction  to  the  receiv- 
ables inventory  by  almost  $15  million.  Nationwide  implementation  began  in  FY  95. 

Expansion  of  the  Integrated  Collection  System  (ICS)  (the  full  automation  of  the 
IRS  field  collection  activity),  as  part  of  Tax  Systems  Modernization,  to  11  districts 
in  1996  in  addition  to  the  6  operating  in  1995.  The  ICS  prototype  resulted  in  a  26% 
increase  in  Revenue  Officer  dollars  collected  per  staffyear  and  a  20-day  decrease  in 
the  time  it  takes  a  Revenue  Officer  to  close  an  account. 

Development  of  the  Inventory  Delivery  System  (IDS),  part  of  our  Tax  Systems 
Modernization  program,  is  designed  to  expedite  the  delivery  of  cases  to  the  place 
where  a  case  will  reach  the  earliest  possible  resolution.  This  system  will  be  in  use 
beginning  September  1995. 

A  longer  term  initiative  that  will  continue  the  efforts  to  improve  currency  is  the 
integration  of  our  telephone  resources  by  blending  the  Automated  Collection  System 
(ACS)  and  the  Taxpayer  Services  telephone  operations.  This  change  will  result  in 
one  process  through  which  taxpayers  can  resolve  their  accounts.  It  will  also  provide 
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uniform  handling  of  account  issues  and  allow  the  IRS  to  balance  outgoing  and  in- 
coming calls  in  a  way  that  maximizes  the  collection  of  delinquent  accounts. 

INCREASING  THE  COLLECTION  OF  ACCOUNTS  IN  THE  INVENTORY 

The  initiatives  I  have  just  described  are  designed  to  ensiu-e  the  correctness  of  as- 
sessments and  accelerate  contact  with  taxpayers  to  avoid  the  use  of  enforcement  ac- 
tion such  as  liens,  levies  and  seizures.  I  also  want  to  describe  our  efforts  to  improve 
the  effectiveness  in  collecting  monies  owed  through  the  enforcement  process.  The 
Service  has  a  significant  challenge  balancing  our  mission  to  collect  the  proper 
amount  of  taxes  due  while  protecting  taxpayers'  rights. 

To  continue  meeting  this  challenge,  we  are  changing  our  business  practices,  our 
technology,  and  our  organizational  structure.  Our  actions  have  focused  on  improving 
the  use  of  existing  collection  tools  coupled  with  increased  productivity  of  our  field 
operations,  and  they  are  showing  promising  results.  For  the  three  years  prior  to  FY 
94,  collection  yield  had  declined  between  4%  and  69c.  Although  some  of  this  decline 
was  attributable  to  a  decrease  in  collection  staffing,  it  was  also  the  result  of  a  de- 
cline in  productivity.  In  FY  94,  however,  IRS'  collection  yield  increased  3%  with  a 
9.5%  decrease  in  collection  staffing.  Through  the  first  quarter  of  FY  95,  collection 
yield  has  continued  to  increase  by  3.8%  over  the  first  quarter  of  FY  94.  When  the 
hiring  and  training  of  the  additional  collection  staff"  from  the  FY  95  Compliance  Ini- 
tiative is  completed,  the  increase  in  yield  should  grow. 

A  significant  improvement  in  our  ability  to  collect  accounts  receivable  will  be  real- 
ized through  our  accounting  systems.  IRS  Compliance  Research  has  the  ARDI  ex- 
pert system  under  development.  It  is  scheduled  for  implementation  in  FY  96.  This 
system  will  allow  the  IRS  to  predict  collectibility  based  on  case  characteristics. 

This  system  will  compliment  the  Inventory  Delivery  System  (IDS)  which  will  also 
commence  operation  in  FY  96.  As  I  stated  earlier,  IDS  ensures  cases  are  routed  to 
the  most  effective  point  in  the  collection  processing  stream.  The  above  systems 
prioritize  work  so  it  is  assigned  to  the  point  of  most  likely  resolution  as  early  in 
the  process  as  possible. 

In  addition,  we  are  currently  redesigning  our  Revenue  Accounting  Control  System 
(RACS).  This  redesign  will  provide  more  accurate  information  about  the  nature  of 
the  accounts  making  up  this  inventory.  With  this  information  the  IRS  will  be  able 
to  better  manage  is  accounts  receivable  inventory.  We  will  begin  implementing  this 
system  in  FY  96. 

Some  additional  changes  to  improve  collection  already  under  way  include: 

Enhanced  cooperation  with  state  taxing  authorities.  The  State  Income  Tax  Levy 
Program  involves  agreements  with  states  (Maryland,  Virginia,  North  Carolina,  and 
South  Carolina)  whereby  they  accept  our  levies  on  state  income  tax  refunds.  This 
resulted  in  collections  of  $108  million  from  FY  92  through  FY  94.  Another  example 
involves  joint  collection  of  delinquent  emplojrment  taxes  which  includes  joint  install- 
ment agreements,  levies,  and  seizures. 

Proper  use  of  certain  collection  tools,  including  installment  agreements,  offers  in 
compromise,  levies  and  seizures. 

In  FY  92,  we  modified  the  Offer  in  Compromise  policy  and  streamlined  the  related 
procedures.  These  changes  resulted  in  additional  collections  of  $281  million  in  FY 
94  by  enabling  field  personnel  to  finally  resolve  many  accounts  that  previously 
would  have  remained  uncollected. 

The  use  of  seizures  in  appropriate  situations.  In  FY  94,  $125  million  was  collected 
from  over  10,000  seizures,  a  5.6%  increase  in  seizure  activityover  FY  93. 

Effective  use  of  levies  resulted  in  $2  billion  in  revenue  in  FY  94. 

FY  1995  COMPLIANCE  INITL^TIVE 

Because  of  the  IRS'  institutional  commitment  to  increase  compliance  in  many 
ways,  including  addressing  the  accounts  receivable  issue,  the  positive  trends  I  have 
described  for  FY  94  are  continuing  through  the  first  quarter  of  FY  95.  The  positive 
trends  include  increased  collections  and  productivity  achieved  by  utilizing  our  re- 
sources in  increasingly  more  effective  ways.  However,  with  the  additional  5,000 
FTEs  from  the  FY  95  CompUance  Initiative,  we  expect  to  collect  in  excess  of  $9  bil- 
lion over  the  FY  95-FY  99  timeframe.  This  will  be  a  $4  benefit  for  every  $1  spent. 
While  we  will  collect  $331  million  in  FY  95;  the  major  payoff  will  come  in  years 
after  FY  95,  as  employees  are  trained  and  become  increasingly  productive. 

We  have  already  hired  over  3,300  permanent  Compliance  employees — halting  a 
declining  trend  in  the  number  of  compliance  personnel  over  the  past  two  years.  In 
addition,  with  further  hiring  already  underway  and  the  movement  of  existing  per- 
sonnel into  these  innovative  areas,  we  are  poised  to  fiiUy  utilize — this  year  and  over 
the  next  four  years — all  of  the  much  needed  resources  you  provided  to  us  in  the 
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Compliance  Initiative.   I  would  like  to  thank  you,  Mr.  Chairman,  and  the  Sub- 
committee members,  for  your  support  of  this  Initiative. 

We  have  developed  a  rigorous  and  comprehensive  methodology  for  tracking  both 
revenues  collected  and  staffing  investments.  This  methodology  has  been  shared  with 
GAO.  Beginning  in  March  1995,  the  IRS  will  be  providing  a  quarterly  status  report 
to  this  Subcommittee  as  well  as  your  Senate  counterparts,  that  tracks  our  progress 
in  realizing  FTEs  and  revenues  from  this  investment. 

CONCLUSION 

Mr.  Chairman,  I  have  tried  to  demonstrate  to  you  and  the  members  of  the  Sub- 
committee the  priority  and  significance  that  we  attach  to  effective  management  of 
the  accounts  receivable  inventory.  At  the  same  time,  I  can  not  overemphasize  my 
earlier  point  that,  pursuit  of  the  overall  mission  of  increasing  compliance  and  the 
revenue  associated  with  it,  requires  a  multi-faceted  approach.  Certainly,  the  ac- 
counts receivable  inventory  must  be  accurate,  current,  and  worked  with  the  maxi- 
mum efficiency  and  diligence.  The  IRS  is  working  to  collect  a  greater  percentage  of 
the  dollars  that  are  reported  as  delinquent.  However,  I  also  intend  to  see  that  the 
IRS  works  vigorously  to  identify  those  individuals  and  businesses  which  do  not  file, 
or  which  underreport  their  income  or  overstate  their  deduction,  exemptions,  and 
credits.  As  this  non-compliance  is  identified  and  successfully  acted  upon,  I  am  cer- 
tain that  some  of  the  results  of  our  efforts  will  show  up  on  our  books  as  additional 
accounts  receivable.  Though  this  might  seem  anomalous  to  those  who  would  only 
monitor  the  ARDI  statistics,  I  would  urge  you  to  see  this  as  not  only  a  logical  but 
desirable  consequence  of  us  doing  our  job  well. 

Before  concluding,  I  would  like  to  share  with  you  some  thoughts  about  the  IRS' 
computer  capacity.  Much  of  what  I  have  discussed  in  today's  testimony  has  been 
within  the  context  of  trying  to  obtain  better  performance  from  an  overall  system 
which  is  desperately  in  need  of  modernization.  I  am  sure  that  in  our  upcoming  ap- 
propriations hearings  we  will  have  an  opportunity  to  discuss  our  Tax  Systems  Mod- 
ernization effort  more  fully.  However,  as  I  stated  earlier,  the  improvement  I  de- 
scribed today  will  pale  in  comparison  to  the  potential  inherent  in  a  modernized  sys- 
tem. 

Mr.  Chairman,  I  appreciate  the  opportunity  to  discuss  this  important  topic  with 
you  today  and  wovild  be  pleased  to  respond  to  your  questions. 


COMMISSIONER 
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As  Commissioner  of  Internal  Revenue,  Margaret  Milner 
Richardson  heads  one  of  the  most  important  agencies  in  the  federal 
government.  With  a  1993  operating  budget  of  $7.2  billion  and  total 
staffing  of  1 1 5,000  employees  in  the  United  States  and  1 3  foreign 
countries,  Commissioner  Richardson  is  in  charge  of  an  organization 
which  is  larger  than  all  but  a  handful  of  the  1 00  largest  corporations 
in  America. 

Last  year  total  tax  collections  exceeded  $1.1  trillion  and  the  IRS 
processed  almost  2  billion  documents,  including  more  than  200 
million  tax  returns. 

As  head  of  the  IRS  in  the  1990s,  Commissioner  Richardson  is 
responsible  for  efforts  to  reinvent  the  IRS.  A  major  part  of  the  en- 
deavor will  be  overseeing  the  final  implemention  of  the  Tax  Systems 
Modernization  project  —  a  multi-year,  $8  billion  initiative  to  update 
IRS'  information  and  computer  systems  technology.  She  also  intends 
to  streamline  the  IRS'  organizational  stucture  so  staff  can  be  re- 
directed to  front  line  work.   In  this  way  American  taxpayers  will  see 
more  efficient  tax  administration  and  improved  tax  compliance 
without  large  increases  in  IRS  staff. 

Mrs.  Richardson  is  the  second  woman  to  head  the  IRS  since  the 
agency  was  established  in  1863.  After  being  nominated  by  President 
Clinton  and  confirmed  by  the  United  States  Senate,  she  was  sworn  in 
as  the  44th  IRS  Commissioner  on  May  27,  1 993. 

Commissioner  Richardson  is  a  1965  graduate  of  Vassar  College 
with  a  degree  in  Political  Science  and  received  her  |.  D.  with  honors 
from  George  Washington  University  in  1968.  As  a  law  student  she 
was  a  law  clerk  in  the  Office  of  Education  (Civil  Rights)  at  the  De- 
partment of  Health,  Education  and  Welfare  where  she  assisted  in 
implementing  the  school  desegregation  provisions  of  the  1964  Civil 
Rights  Act. 

After  law  school,  Mrs.  Richardson  was  a  law  clerk  at  the  United 
States  Court  of  Claims  in  Washington,  DC.  In  1969,  she  joined  the 
Internal  Revenue  Service  as  a  docket  attorney  in  the  Office  of  Chief 
Counsel,  Tax  Court  Litigation  Division.  In  1974,  Mrs.  Richardson 
became  Director  of  the  Administrative  Services  Division  of  the 
Office  of  Chief  Counsel  —  the  first  woman  to  be  promoted  to  execu- 
tive rank  in  the  history  of  the  office. 

In  1977,  she  left  the  IRS  to  join  the  law  firm  of  Sutherland,  Asbill 
and  Brennan,  where  she  became  a  partner  in  1980.  While  in  private 
practice,  Mrs.  Richardson  was  appointed  to  the  Internal  Revenue 
Service  Commissioner's  Advisory  Croup,  serving  from  1988  to  1990 
and  was  chair  of  the  group  in  1 990. 

A  native  of  Waco,  Texas,  Mrs.  Richardson  Is  married  to  John  L. 
Richardson,  Esq.  who  is  a  partner  in  the  Washington,  DC  law  firm  of 
Richardson,  Berlin  &  Morvillo.  They  live  in  the  District  of  Columbia 
and  have  one  daughter,  Margaret. 


DEPUTY  COMMISSIONER 
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Deputy  Commissioner  Michael  P.  Dolan  is  the  highest-ranking 
career  official  in  the  Internal  Revenue  Service,  with  responsibility  for 
the  day-to-day  management  of  the  world's  most  efficient  and  effec- 
tive tax  administration  system.  As  top  advisor  to  the  IRS  Commis- 
sioner, he  helps  make  major  decisions  on  the  direction  of  the  agency 
and  has  ultimate  responsibility  for  the  IRS'  1 1 5,000  employees  and 
$7.1  billion  budget.   He  also  plays  a  key  role  in  guiding  the  agency's 
Tax  Systems  Modernization  (TSM)  program.  TSM  is  a  multi-year, 
multi-billion-dollar  commitment  to  applying  modern  computer 
technology  and  operational  procedures  in  a  complete  transformation 
of  the  tax  administration  system  as  we  now  know  it. 

Mr.  Dolan  is  recognized  as  the  prime  mover  behind  IRS'  Busi- 
ness Vision,  which  has  as  its  three  objectives  increasing  voluntary 
compliance,  reducing  burden. on  taxpayers,  and  improving  quality- 
driven  productivity  and  customer  satisfaction. 

Always  an  innovator,  Mr.  Dolan's  work  with  the  National  Trea- 
sury Employees  Union  led  to  a  new  era  of  cooperative  labor  rela- 
tions at  IRS,  culminating  in  the  agency's  rapid  advancement  toward 
becoming  a  Total  Quality  Organization. 

Since  assuming  his  current  position  in  March  1992,  Mr.  Dolan 
has  spearheaded  an  ongoing  intensive  study  of  all  aspects  of  IRS 
operations  with  the  goal  of  improving  efficiency  and  trimming  costs. 
Most  recently  he  has  taken  personal  responsibility  for  IRS'  Diversity 
Strategy,  which  goes  beyond  recognition  and  acceptance  of  differ- 
ences among  people  to  valuing  those  differences.   Diversity  is  one  of 
five  major  strategies  for  implementing  the  IRS  business  vision. 

Mr.  Dolan  began  his  IRS  career  as  a  revenue  officer  in  1971 .   He 
served  in  the  agency's  Washington,  D.C.,  headquarters  from  1972 
until  he  completed  the  IRS  Executive  Selection  and  Development 
program  in  1981 .   In  1982,  he  became  assistant  regional  commis- 
sioner for  resources  management  in  the  Western  Region.  Three 
years  later,  he  was  named  assistant  commissioner  for  human  re- 
sources in  Washington,  receiving  a  Meritorious  Presidential  Rank 
Award  in  1987  for  his  work  there.  In  1989,  Mr.  Dolan  became 
Regional  Commissioner  in  the  Southeast  Region,  the  position  he  held 
until  being  named  Deputy  Commissioner  in  March  1992. 

Mr.  Dolan  holds  a  bachelor's  degree  in  government  from  the 
University  of  Notre  Dame  and  a  law  degree  from  George  Washing- 
ton University.   He  attended  the  Harvard  Advanced  Management 
program  in  1 988.  He  is  a  member  of  the  District  of  Columbia  Bar 
Association. 

A  native  of  Dubuque,  Iowa,  Mr.  Dolan  Is  married  to  Mary  Bishop 
Dolan  and  has  four  children. 
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Phil  Brand  is  the  Internal  Revenue  Sen/ice's  Chief  Compliance  Officer,  one  of 
the  top  eight  positions  in  the  agency.  As  Chief  Compliance  Officer,  Mr.  Brand  is  the 
principal  advisor  to  the  Commissioner  and  Deputy  Commissioner  on  policy  and 
operations  matters  affecting  all  IRS  compliance,  taxpayer  assistance,  and  return 
processing  programs.  • 

Reporting  to  Mr.  Brand  are  all  National  Office  and  field  officials  who  are 
responsible  for  the  full  gamut  of  IRS  operations:  processing  and  examining  tax 
returns,  collecting  delinquent  tax  dollars,  investigating  criminal  activity,  administering 
employee  plans  and  exempt  organizations,  providing  service  to  taxpayers,  and 
administering  tax  treaties  with  foreign  governments. 

Mr.  Brand  tiegan  his  IRS  career  in  1969  as  a  revenue  officer  in  Grand  Rapids, 
Michigan.   He  held  various  positions  in  the  Collection  and  Taxpayer  Service  Divisions 
in  Houston  and  Chicago,  tiefore  becoming  chief  of  the  Resources  Management 
Division  in  1979  in  Chicago. 

After  completing  the  IRS  executive  selection  and  development  program  in  1982, 
Mr.  Brand  was  named  Assistant  Regional  Commissioner  for  Resources  Management  in 
Philadelphia.   He  served  as  director  of  the  Personnel  Division  in  1984  in  Washington, 
and  in  1986,  became  Assistant  Director  of  the  Chicago  District.   Mr.  Brand  later  served 
2  years  as  the  Director  of  the  Baltimore  District  before  becoming  Assistant 
Commissioner  for  Taxpayer  Sen/ices.   Having  served  as  Assistant  Commissioner  for 
Taxpayer  Services  for  18  months,  Mr.  Brand  was  appointed  the  Internal  Revenue 
Service's  Chief  Financial  Officer.   He  held  that  position  until  he  was  recently  appointed 
Chief  Compliance  Officer. 

Mr.  Brand  has  received  two  Commissioner's  Awards,  the  highest  honor  given  by 
the  IRS,  for  his  outstanding  contributions.   He  also  received  the  Regional 
Commissioner's  Award  for  his  outstanding  work  in  the  Mid-Atlantic  Region. 

Mr.  Brand  earned  a  bachelor's  degree  in  public  administration  from  Roosevelt 
University  in  Chicago  and  a  master's  degree  in  administration  from  Central  Michigan 
University  in  Mount  Pleasant.   He  has  lectured  in  Public  Finance  at  Rutgers  University 
in  New  Jersey. 

He  is  a  native  of  St.  Louis.  He  and  his  wife,  Michele,  have  two  children  and  live 
in  Catonsville,  MD. 
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David  A.  Mader,  Chief  Management  and  Administration,  is  one 
of  seven  top  decision  makers  at  the  Internal  Revenue  Service.  As 
Chief,  Mr.  Mader  is  responsible  for  the  Service's  acquisition  and 
utilization  of  its  human  and  physical  resources. 

Specifically,  the  responsibilities  include  program  management 
for  recruitment,  training,  workforce  development,  classification, 
position  management,  labor  and  employee  relations,  payroll 
processing,  personnel  information,  personnel  research, 
organizational  development,  contracting  and  providing  for  office 
facilities  and  equipment,  physical  security,  and  equal  opportunity  in 
a  diverse  society  and  workforce.  Mr.  Mader  is  also  responsible  for 
the  oversight  of  the  Service's  procurement  and  acquisition  program, 
and  for  the  management  of  the  business  systems  analysis  to  improve 
how  IRS  plans  for,  obtains  and  manages  its  human  and  physical 
resources. 

The  IRS  handles  over  $1  trillion  in  tax  revenues  each  year, 
operates  wth  a  budget  of  almost  $7  billion  and  employs  over 
n  5,000  individuals  in  offices  throughout  the  United  States  and 
around  the  world. 

Before  his  appointment  as  Chief  Management  and 
Administration,  Mr.  Mader  held  various  positions  within  the  IRS.  He 
began  his  career  in  1970  as  a  Management  Analyst  in  New  York 
City.  After  holding  numerous  management  positions  in  New  York, 
he  was  selected  in  1986  for  the  IRS  Executive  Development 
Program,  which  led  to  appointments  as  Assistant  Director,  Detroit 
Computing  Center;  Assistant  Director  (Newark);  Deputy  Assistant 
Commissioner  (Planning  and  Research);  and  Assistant  Commissioner 
(Human  Resources),  the  position  he  held  until  he  was  selected  for  his 
current  position  in  1994. 

Mr.  Mader  has  been  honored  with  several  prestigious  awards.  In 
1991  and  1992,  he  received  the  IRS'  highest  honor,  the 
Commissioner's  Award,  and  in  1993  he  received  the  Meritorious 
Presidential  Rank  Award  for  exceptional  performance  by  executives 
in  the  Senior  Executive  Service. 

A  native  of  Jersey  City,  New  Jersey,  Mr.  Mader  has  a  bachelor's 
degree  in  political  science  from  Mt.  St.  Mary's  College  in 
Emmitsburg  ,  MD. 
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C.  Morgan  Kinghorn,  IRS'  Chief  Financial  Officer,  is  one  of  seven  top 
decision-makers  at  IRS.  As  CFO,  Mr.  Kinghorn  is  responsible  for  the  development 
and  oversight  of  the  IRS  budget,  establishment  of  financial  policies,  and  the 
standards  and  controls  over  IRS  financial  systems. 

Managing  a  financial  organization  liice  the  IRS,  the  most  efficient  and 
effective  tax  administration  agency  worldwide,  means  accounting  for  over  $1 
trillion  In  annual  tax  revenues,  a  workforce  of  over  116,000  employees  and  an 
annual  operating  budget  of  more  than  $6  billion. 

Mr.  Kinghorn,  joined  IRS  in  1990  as  the  first  IRS  Controller  (1990-1993). 
During  his  career,  he  has  held  positions  of  increasing  responsibility  including 
Assistant  Director  for  Financial  Management  &  Deputy  CFO  (Acting)  at  0MB  (1989- 
1990),  Deputy  Assistant  Administrator  for  Administration  and  Resources 
Management  (1987-1988),  Comptroller  at  U.S.  Environmental  Protection  Agency 
(1983-1986),  and  Budget  Director  at  U.S.  Environmental  Protection  Agency  (1980- 
1983). 

Mr.  Kinghorn  received  the  Commissioner's  Award,  the  highest  award  given 
at  IRS.  He  also  received  the  Senior  Executives  Association  Professional 
Development  Leaque's  1993  Executive  Excellence  Award  for  Executive 
Achievement.  For  his  considerable  accomplishments  in  safeguarding  the  public 
trust,  Mr.  Kinghorn  has  received  both  the  Distinguished  and  Meritorious 
Presidential  Executive  Awards,  the  Secretary  of  the  Treasury  Award,  and  the 
Donald  L.  Scantlebury  Memorial  Award,  the  most  prestigious  award  in  federal 
financial  management. 

Mr.  Kinghorn  earned  his  Bachelor's  Degree  In  Government  from  the 
University  of  Redlands  in  Redlands,  California  and  a  Master's  Degree  in  Public 
Administration  from  the  Maxwell  Graduate  School  of  Public  Administration  of 
Syracuse  University  in  New  York. 
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BIOGRAPHY 
W.  scon  GOULD 

W.  Scoll  Gould.  37.  was  named  as  Deputy  Assistant  Secretary  (Departmental  Finance  and 
Management).  U.S.  Department  of  Treasury.  He  is  responsible  for  over  200  personnel  in  the 
Financial  Services.  Management  Programs  and  Human  Resources  areas  of  the  Treasury 
Department  and  its  twelve  bureaus. 

Previously.  Gould,  a  93-94  White  House  Fellow,  served  as  Special  Assistant  to  the  Chairman  of 
the  Export-Import  Bank  of  the  United  States  and  in  the  White  House  for  the  White  House 
Chief  of  Staff. 

In  1991,  Gould  was  appointed  Assistant  Receiver  and  Director  of  Operations  for  the  bankrupt 
city  of  Chelsea  by  the  Governor  of  Massachusetts  to  a  three -person  team  tasked  with 
restoring  the  city's  financial  health  and  creating  a  new  form  of  governance.  Gould  took 
responsibility  for  170  personnel  and  the  management  and  operations  of  the  City's  Police, 
Fire.  Emergency  Management,  E-911  and  Public  Works  Departments. 

Gould  joined  the  firm  of  TB&A  as  a  management  consultant  in  1988.  developing  skills  in 
strategy  and  organizational  effectiveness  in  Fortune  500  companies,  regulated  industry  and 
the  public  sector.   He  was  promoted  to  Managing  Associate  in  1990  and  is  an  associate 
member  of  the  Institute  of  Management  Consultants. 

Prior  to  joining  TB&A.  Gould  served  in  the  Navy  for  eight  years.  He  attended  Cornell 
University  on  a  Naval  ROTC  scholarship,  graduating  in  1979  as  the  Tri-service  Brigade 
Commander.  He  served  four  years  at  sea  and  subsequently  was  appointed  an  Assistant 
Professor  of  Naval  Science  at  the  University  of  Rochester. 

Upon  completing  his  active  duty  military  service.  Gould  entered  the  Navy  Reserve  Intelligence 
Program  where  he  was  selected  for  Commander  in  May  1994. 

He  holds  an  AB  degree  from  Cornell  University,  MBA  from  the  University  of  Rochester  and 
Ed.D  from  the  University  of  Rochester.  He  is  a  member  of  Kappa  Delta  Pi  National  academic 
honorary. 

Gould  is  a  member  of  the  Advisory  Board  of  the  Simon  School  of  Business,  Class  Agent  for  the 
Roxbury  Latin  School  Annual  Fund,  and  mentor  for  the  Cornell  University  Extern  Program. 

Gould  is  married  to  Michele  A.  Flournoy;  they  reside  in  Washington,  D.C. 

January  1995 
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COLLECTIBLE  AMOUNTS 


Mr.  LiGHTFOOT.  We  need  to  clear  the  water  right  out  front.  You 
mentioned  the  30  percent  was  interest  and  penalties  and  you  had 
some  that  were  totally  uncollectible  because  of  various  reasons  and 
the  law  requires  you  to  keep  certain  things  on  the  book.  Take  all 
that  out.  What  figure  is  collectible? 

Ms.  Richardson.  Would  you  like  to  manage  that  for  us? 

Mr.  Brand.  Okay.  We  currently  have  an  active  inventory  of 
around  $79.5  billion.  What  we  believe  is  that  at  this  particular 
point  in  time,  we  will  collect  somewhere  between  $30  and  $35  bil- 
lion of  what  is  collectible  under  our  current  process  with  our  cur- 
rent resources. 

Obviously  we  are  looking  for  continued  improvement,  which  we 
would  expect  to  increase  of  course  as  we  bring  on  TSM,  but  in 
terms  of  fiscal  year  1994  and  1995,  this  is  what  we  would  expect. 

Mr.  LiGHTFOOT.  So  roughly  $80  billion  that  we  should  be  able  to 
collect  provided  we  have  resources  and  the  ability  to  do  it? 

Mr.  Brand.  We  know  that  in  that  active  inventory,  for  example, 
are  cases  that  have  already  filed  bankruptcy  and  that  we  are  in  the 
process  of  filing  claims  on.  So  we  start  to  discount  for  your  experi- 
ences if  it  is  bankruptcy.  We  will  find  receipts  without  assets.  We 
will  find  defunct  corporations  as  we  move  through  the  process, 
there  are  no  assets,  and  so  as  you  start  to  break  that  down  and 
go  through  the  investigation  process,  you  start  to  eliminate,  elimi- 
nate, eliminate  based  on  what  is  collectible  for  various  reasons. 

Mr.  LiGHTFOOT.  And  you  mentioned  your  goal  is  to  hit  90  percent 
by  the  year  2000.  You  are  talking  about  90  percent  of  this  $80,  not 
the  whole  figure? 

Ms.  Richardson.  No;  90  percent  of  all  the  dollars  that  we  esti- 
mate are  due  and  owing  on  an  annual  basis.  The  amount  that  Phil 
has  referenced,  the  accounts  receivable,  is  really  an  accumulation 
of  a  ten-year  period.  It  is  not  just  an  annual  amount. 

Unfortunately,  there  is  a  lot  of  confusion  about  this.  I  must  say 
I  find  myself  confused  as  numbers  are  thrown  around  because  we 
are  really  sometimes  talking  about  apples  and  oranges. 

Mr.  Brand.  Mr.  Chairman,  let  me  put  this  in  context.  In  1994 
through  all  the  various  actions  we  take,  voluntary  compliance 
where  people  file  and  pay,  and  through  the  enforcement  actions,  we 
deposited  basically  into  the  Treasury  of  the  United  States  net  tax 
receipts,  after  refunds,  of  $1,168  trillion.  That  was  an  8  percent  in- 
crease over  what  was  deposited  in  1993,  which  was  a  7  percent  in- 
crease over  1992. 

If  you  take  the  accounts  receivable  and  you  put  that  as  a  per- 
centage of  the  net  revenue  that  we  are  in  fact  collecting  through 
the  IRS  system,  our  accounts  receivable  have  averaged  over  the 
last  five  years  6  or  7  percent  of  those  total  net  taxes,  accounts  re- 
ceivables, accounts  receivables  have  been  increasing  in  dollar 
amount. 

They  have  not  been  increasing  as  a  percentage  of  the  net  actual 
revenues  that  we  have  deposited  into  the  system.  Over  the  last 
couple  years,  we  have  stepped  back  a  little  in  our  focus  and  are  em- 
phasizing the  collection  of  total  revenue.  Obviously  accounts  receiv- 
able is  a  stream  of  revenue  that  we  want  to  be  active  with,  but. 
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as  important,  there  is  a  stream  of  revenue  we  want  to  collect  before 
it  ever  becomes  accounts  receivables.  Again,  we  have  both  of  those 
factors. 

COMPLIANCE  INCREASES 

Mr.  LiGHTFOOT.  Go  back  and  start  with  some  of  the  basics,  say 
fiscal  year  1991,  how  much  money  has  been  provided  to  increasing 
compliance  initiatives?  How  much  was  basically  earmarked  for 
that? 

Mr.  KiNGHORN.  Mr.  Chairman,  I  can  probably  handle  that. 

Ms.  Richardson.  This  is  Morgan  Kinghom,  who  is  our  Chief  Fi- 
nancial Officer. 

Mr.  KiNGHORN.  In  1991,  we  asked  for  $191  million  that  was  pro- 
vided. We  obligated  about  $134  million  because  the  appropriation 
wasn't  enacted  until  late  December  and  we  hired  everyone,  2,300 
people  that  we  were  asked  to  hire  that  year,  even  with  the  late 
start.  In  effect,  on  the  revenue  generating  area,  on  the  resource 
side,  we  have  generated  a  4  to  1  ratio. 

We  have  spent  about  $700  million  and  generated  over  $3  billion 
in  revenue.  In  1992  we  didn't  get  anything.  In  1993,  there  was  $29 
million  appropriated.  We  had  some  labor  cost  problems  that  year, 
but  we  did  preserve  half  of  that  for  the  accounts  receivable  initia- 
tive and  we  believe  we  delivered  that. 

For  1994,  Congress  initially  appropriated  $115  million  and  also 
enacted  geographic  pay,  which  cost  us  $105  million,  which  we  did 
not  have,  and  we  sent  up  a  request  for  transfer  authority  to  the 
committee  which  was  approved. 

Our  choice  was  either  to  hire  new  people  or  to  let  go  of  existing 
people  already  producing  revenue  because  we  didn't  have  $100  mil- 
lion elsewhere  in  the  budget. 

Of  course  in  1995,  $405  million,  we  already  have  over  3,400  new 
people  into  compliance,  and  we  believe  in  the  next  two  months,  we 
will  either  be  additionally  hiring  or  moving  people  in  from  other 
portions  of  the  agency  who  we  believe  will  fully  utilize  the  over 
6,000  FTE  this  year  and  be  poised  for  the  next  four  years  of  that 
initiative.  So  since  1991 — and  we  have  been  tracking  the  1991  ini- 
tiative by  quarterly  reports,  we  have  dramatically  improved  the 
tracking  ability  of  these  initiatives. 

Mr.  LiGHTFOOT.  I  want  to  pursue  that  further,  but  also  I  want 
to  try  to  stay  on  time  this  morning. 

Mr.  Hoyer. 

Mr.  HOYER.  Thank  you  very  much,  Mr.  Chairman.  What  is  the 
annual  collection  deficit?  You  mentioned  that  the  figure  that  you 
cited  was  a  10-year  one  which  has  been  expanded  from  six  to  ten. 
What  is  the  annual 

Mr.  Brand.  We  had  about  $38  billion.  I  can  provide  this  specifi- 
cally for  the  record — new  accounts  receivable  on  an  annual  basis. 

Mr.  Hoyer.  And  what  is  your  estimate?  If  everybody  paid  the 
taxes  that  were  due  and  owing,  underground  and  above  ground, 
what  is  your  estimate  that  would  be? 

Mr.  Brand.  It  is  a  little  bit  different  question,  but  the  estimate 
is  that  there  is  about  $127  billion  on  an  annual  basis  that  goes  un- 
reported and  unpaid  on  an  annual  basis. 
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Mr.  HOYER.  Now,  some  of  that  is  legal  and  some  is  illegal?  That 
is  all  legal. 

Mr.  DOLAN.  And  the  $38  billion  would  be  a  subset  of  that. 

Ms.  Richardson.  So  we  talk  about  an  83  percent  compliance 
level  on  an  annual  basis.  We  are  talking  about 

Mr.  HoYER.  $127  billion  is  the  17  percent. 

Ms.  Richardson.  Right. 

Mr.  HOYER.  All  right,  and  the 

Ms.  Richardson.  And  that  is  an  annual  number. 

Mr.  HOYER.  And  the  $38.5  billion,  Mr.  Dolan  indicates,  is  a  sub- 
set of  that,  or  approximately  30  percent  of  that  figure.  Is  that  what 
you  identify  as  a  receivable? 

Mr.  Dolan.  And  that  can  be  there  for  a  couple  of  different  ways. 
It  can  be  there  because  a  person  filed  a  return  and  said  I  owe  it 
and  I  can't  pay  it,  or  it  went  on  because,  as  a  function  of  an  exam- 
ination process,  we  found  unreported  income  or  overstated  exemp- 
tions and  deductions  that  produced  an  assessment  that  put  it  on. 

Mr.  HoYER.  In  terms  of  collection  and  identification,  there  has 
been  a  lot  of  discussion  in  this  committee  with  Treasury  and  with 
others,  including  the  Secret  Service,  which  is  within  Treasury,  on 
trying  to,  in  effect,  taint  the  illegal  money  supply,  i.e.,  change  the 
color  of  currency,  size  of  currency,  do  something  of  that  nature. 

We  have  had  a  lot  of  discussion  about  that.  I  don't  ask  you  to 
respond  to  that  substantively.  Is  IRS  involved  in  any  discussions 
with  other  components  of  Treasury  or  the  Executive  with  reference 
to  that  issue? 

Mr.  Brand.  Not  to  my  knowledge,  no,  sir. 

Mr.  Dolan.  That  would  be  with  respect  to  the  tainting  of  the 
money,  but  in  terms  of  the  whole  underground  illegal  economy,  we 
spend  a  considerable  part  of  our  criminal  investigation  resources 
there  and  have  a  specific  part  of  our  mission  in  the  tracking  of  the 
currency  reporting  that  goes  in  large  part  to  trying  to  define  what 
at  least  a  piece  of  that  underground  economy  is. 

Mr.  HOYER.  In  your  statement,  you  reference  on  page  8  that  the 
IRS  cannot  take  any  collection  action  until  the  final  liability  is  de- 
termined. 

I  mentioned  Mr.  Traficant  this  morning.  One  of  the  complaints 
of  Members  here,  as  you  know,  is  that  IRS  passed  an  ax  prior  to 
determination  of  final  liability.  Who  determines  liability?  The  IRS? 

Mr.  Dolan.  It  could  mean  one  of  two  things.  In  the  case  of  the 
more  ordinary,  I  report  X  amount  owed  and  I  only  pay  X  minus. 
At  that  point  it  is  considered  a  valid  assessment  and  we  proceed 
with  the  collection.  If  it  is  an  assessment  that  goes 

Mr.  HOYER.  So  that  is  an  admitted  liability  of  the  taxpayer? 

Mr.  Dolan.  Right.  And  we  would  move  against  that  from  the  in- 
stant of  its  declaration.  On  the  other  hand,  if  it  is  a  case  where  a 
person  has  been  subject  to  some  sort  of  an  examination  or  audit, 
that  is  a  process  that  entails  a  very  elaborate  set  of  proposed  as- 
sessments, access  to  an  appeals  process,  access  ultimately  to  court 
to  the  extent  that  the  taxpayer  continues  to  dispute  the  validity  of 
the  assessment,  and  not  until  that  process  would  have  been  en- 
tirely exhausted  would  that  be  the  kind  of  assessment  that  we 
would  move  against  in  our  collection  processes. 
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Mr.  HOYER.  In  the  process  of  trying  to  strengthen  collection, 
clearly  one  of  the  political  criticisms  from  outside  is  that  IRS  acts 
arbitrarily.  It  would  be  useful,  and  perhaps  you  have  already  pre- 
pared for  Ways  and  Means  or  for  some  other  response  to  a  Member 
individually  or  collectively,  a  relatively  simple  outline  of  how  you 
go  about  your  collection  and  what  triggers  it  and  what  protection 
the  taxpayer  has  so  that  Members  can  respond  to  assertions  that 
IRS  is  operating  arbitrarily  to  the  detriment  of  taxpayers  and, 
therefore,  they  are  not  in  favor  of  beefmg  up  that  capability. 

Ms.  Richardson.  We  would  be  delighted  to  do  that.  We  did  bring 
with  us  a  graphic  of  how  the  collection  process  works.  I  don't  know 
that  we  want  to  spend  time  with  the  committee  right  now  walking 
through  it,  but  we  will  make  sure  that  each  of  you  has  a  copy. 

[The  information  follows:] 


88-496  95-15 
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IRS  COLLECTION  PROCESS 


ASSESSMENT 

The  initial  step  in  the  collection  process  is  an  assessment  against  a  taxpayer 
for  additional  taxes.   An  assessnnent  results  from  any  of  the  following: 

a)  a  taxpayer  filing  a  return  reporting  a  balance  due; 

b)  an  examination  of  a  return;  and, 

c)  a  taxpayer  fails  to  file  a  required  return  and  the  IRS  files  a  substitute 
return  under  IRC  6020(b)  from  third  party  information. 

If  an  assessment  results  from  item  b)  or  c)  above,  the  taxpayer  has  been 
offered  the  right  to  an  administrative  appeals  conference  and  the  right  to  litigate 
the  assessment.   Under  item  a)  above,  if  the  taxpayer  does  not  have  the  funds  to 
pay  the  balance  due,  a  preassessment  installment  agreement  request  can  be  filed 
with  the  tax  return. 


INDIVIDUAL  and  BUSINESS  TAXPAYER  NOTICES 

These  notices  are  issued  by  the  service  centers  and  inform  the  taxpayer  of 
the  amount  of  tax,  penalty  and  interest  that  is  owed.   Taxpayers  have  a  right  to 
the  first  and  final  notice.   The  final  notice  apprises  the  taxpayer  that  this  is  the 
final  demand  for  payment  and  that  our  intent  is  to  levy  if  the  tax  is  either  not  paid 
or  otherwise  resolved.   Taxpayers  may  contact  the  Service  at  any  time  (this 
contact  can  be  via  a  telephone  call  to  the  number  on  the  bill  or  by  writing  to  the 
IRS)  to  ask  questions  about  their  account  or  request  additional  information. 
Taxpayers  have  the  right  to  have  their  bill  adjusted  if  it  is  incorrect.   A  taxpayer 
may  also  apply  for  an  installment  agreement  or  submit  an  offer  in  compromise 
proposal  during  this  period.    During  this  period,  taxpayers  can  also  seek  assistance 
from  a  Problem  Resolution  Officer,  including  filing  an  Application  For  Taxpayer 
Assistance  Order  (ATAO)  to  relieve  hardship.   Once  the  final  notice  has  been  sent 
and  the  tax  has  not  been  fully  paid  or  arrangements  made  to  resolve  the  tax,  the 
account  is  transferred  either  to  deferred  status  or  to  the  Automated  Collection  Site 
(ACS). 


DEFERRED 

Taxpayer  accounts  that  are  below  a  specified  dollar  criteria  are  placed  in  a 
deferred  status  due  to  resource  constraints.   Taxpayers  receive  annual  written 
notification  of  their  outstanding  liability  while  the  account  remains  in  deferred 
status.    Deferred  accounts  are  systemically  monitored  and  if  the  outstanding 
balance  exceeds  the  current  deferral  level  the  account  is  reissued  for  collection 
action.     Any  refunds  or  credits  a  taxpayer  is  entitled  to  receive  while  unpaid  taxes 


441 


are  owed  are  automatically  applied  to  the  outstanding  balance.   Approximately 
75%  of  the  amounts  in  deferred  status  are  subsequently  collected  through  offsets, 
etc. 


AUTOMATED  COLLECTION  SYSTEM 

Our  ACS  call  sites  are  charged  with  the  responsibility  to  collect  balance  due 
federal  taxes  and  delinquent  returns  from  individual  and  business  taxpayers.   Our 
call  sites  achieve  this  through  the  use  of  telephone  calls,  handling  incoming  calls 
and  attempting  outgoing  calls  in  an  effort  to  contact  the  taxpayer  and  resolve  the 
account. 

ACS  employees  secure  information  from  taxpayers  in  order  to  make  a  financial 
determination  unique  to  each  case.   The  information  secured  can  result  in: 

•  an  immediate  request  for  full  payment, 

•  the  taxpayer  being  asked  to  borrow  to  full  pay  the  taxes  owed, 

•  the  taxpayer  allowed  to  pay  on  an  installment  agreement,  or 

•  the  unpaid  balance  being  suspended  based  on  inability  to  pay. 

ACS  employees  have  the  authority  to  use  many  collection  tools  including  the 
preparation  of  delinquent  returns,  filing  Notice  of  Federal  Tax  Liens,  and  certain 
levy  authority  (bank  accounts,  wages,  salary  and  certain  other  income).   ACS  also 
conducts  locator  research  on  non  responsive  taxpayer  accounts.   At  any  time  while 
an  account  is  in  ACS,  taxpayers  can  request  an  installment  agreement  or  submit  an 
offer  in  compromise  proposal. 

When  a  lien  is  placed  on  property,  the  IRS  must  release  the  lien  no  later  than 
30  days  after  determining  that  the  entire  balance  due  was  paid;  the  assessment 
has  become  legally  unenforceable;  or  we  accepted  a  bond  to  cover  the  balance 
due.   Taxpayers  can  recover  actual  economic  damages  and  certain  costs,  if  the  IRS 
knowingly  or  negligently  fails  to  release  a  lien.   Taxpayers  also  have  the  right  to 
appeal  our  filing  of  a  Notice  of  Federal  Tax  Lien  if  they  believe  the  lien  was  filed  in 
error. 

In  addition  to  all  the  above  notifications,  taxpayers  are  generally  given  30 
days  notice  before  the  IRS  levies  on  property.   Certain  property  is  exempt  from 
levy,  such  as  unemployment  and  job  training  benefits,  workers'  compensation, 
welfare,  certain  disability  payments,  certain  pension  payments,  main  home,  etc.    If 
a  bank  account  is  levied  on  after  June  30,  1989,  the  bank  will  hold  the  account  up 
to  the  amount  of  the  levy  for  21  days  which  allows  the  taxpayer  to  settle  any 
disputes  concerning  ownership  of  the  funds  in  the  account.   A  levy  issued  after 
June  30,  1989,  will  generally  be  released  if  the  balance  due  is  fully  paid;  the  IRS 
determines  that  the  release  will  help  collect  the  unpaid  tax;  the  taxpayer  enters 
into  an  approved  installment  agreement;  the  IRS  determines  the  levy  is  creating  an 
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economic  hardship;  or  the  fair  marlcet  value  exceeds  the  amount  of  the  levy  and 
release  would  not  hinder  the  collection  of  the  tax. 


QUEUE 

An  account  that  is  not  resolved  by  ACS  is  sent  to  the  queue.   Accounts  are 
scored  for  predicted  collectibility  and  held  for  field  collection  assignment.   The 
"queue  score"  may  increase  if  the  taxpayer  owes  additional  taxes  on  subsequent 
tax  returns. 


FIELD  COLLECTION 

Cases  that  reach  the  field  collection  are  assigned  to  a  revenue  officer.    In  most 
instances,  the  first  action  is  to  contact  the  taxpayer,  in  person,  to  request  full 
payment  and  to  ensure  that  the  taxpayer  is  in  compliance  with  all  other  filing  and 
payment  requirements.   If  the  taxpayer  is  brought  into  full  compliance  during  the 
initial  contact  the  case  is  resolved. 

If  the  case  is  not  resolved  on  first  contact,  the  revenue  officer  secures 
information  needed  to  determine  the  taxpayer's  ability  to  resolve  the  account.   The 
revenue  officer  also  addresses  current  and  future  compliance  with  the  taxpayer. 
The  revenue  officer  works  with  the  taxpayer  or  the  taxpayer's  representative  to 
establish  a  plan  to  resolve  the  case.   The  collection  actions  taken  will  vary 
depending  on  the  taxpayer's  willingness  and  financial  ability  to  resolve  the 
account.   If  the  taxpayer  can  full  pay  the  amount  owed,  we  expect  full  payment. 
If  not,  an  installment  agreement,  offer-in-compromise,  or  a  determination  that  an 
account  is  currently  not  collectible  may  be  appropriate.   Revenue  officers  can 
exercise  the  full  range  of  collection  techniques  to  collect  the  delinquent  taxes, 
including  lien,  levy,  offer  in  compromise  and  seizure  and  sale  of  assets. 

Taxpayers'  rights  under  a  lien  or  levy  action  were  described  under  the 
Automated  Collection  System  above.   If  an  offer  in  compromise  is  denied, 
taxpayers  have  the  right  to  an  administrative  appeals  conference.   If  the  IRS  seizes 
property,  taxpayers'  have  the  right  to  request  that  the  property  be  sold  within  60 
days  after  the  request.  Taxpayers  can  request  a  time  period  greater  than  60  days 
and  we  will  comply  with  the  request  unless  it  is  not  in  the  best  interest  of  the 
taxpayer. 
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Mr.  HOYER.  Mr.  Chairman,  I  think  that  would  be  very  useful  in 
light  of  the  fact  that  the  issue  here  is  collection  and  the  political 
issue  we  run  into,  as  we  know,  is  that,  well,  yes,  people  who  owe 
ought  to  pay,  but  what  happens  is  that  people  who  don't  owe  are 
hassled  and  that  is  a  political  problem. 

Ms.  Richardson.  And  I  would  be  the  first  to  tell  you  that  we 
have  from  time  to  time  made  mistakes  and  there  have  been  posting 
errors  to  accounts,  but  one  of  the  things  that  we  have  really  tried 
to  aggressively  address  is  to  reduce  the  number  of  errors,  and  I 
think  it  has  been  very  clear  that  we  have  been  able  to  move  into 
an  electronic  environment.  We  can  reduce  errors  even  further. 

So  long  term,  getting  many  of  the  errors  out  of  the  system,  I 
think,  will  address  a  lot  of  the  concerns  that  you  hear  today  where 
amounts  may  be  posted  to  the  wrong  account  or  there  is  a  delay 
in  posting  and  that  kind  of  thing. 

Mr.  HOYER.  Mr.  Chairman,  I  think  probably  my  time  is  up,  but 
I  have  got  questions  I  will  ask  on  the  second  round. 

Thank  you. 

Mr.  LiGHTFOOT.  Thank  you,  Mr.  Hoyer. 

Mr.  Kingston,  you  are  next. 

BURDEN  OF  PROOF  LEGISLATION 

Mr.  Kingston.  Commissioner,  I  wanted  to  ask  a  little  bit  about 
that  bill.  While  he  is  not  telling  us  how  to  settle  the  NFL  player 
strike  or  whatever,  Mr.  Traficant  is  talking  about  you  guys  about 
every  third  day,  are  you  saying  that — ^you  think  that  his  bill  is  a 
good  one  or  horrible  or  total  misrepresentation?  You  know,  basi- 
cally his  premise  is  that  the  IRS  says  people  are  guilty  until  proven 
innocent. 

Ms.  Richardson.  I  would  dispute  the  premise  of  his  bill,  al- 
though I  don't  know  all  the  ins  and  outs  of  his  position.  At  this 
point,  I  must  say  that  I  think  that  we  try  to  establish  a  very  fair 
process. 

The  law  prescribes  certain  actions  that  can  and  cannot  be  taken. 
We  have  a  Taxpayer  Bill  of  Rights  that  we  adhere  to,  and  I  think 
we  take  great  pride  in  making  sure  that  we  do  try  to  adhere  to 
that.  I  can  tell  you  that  occasionally  we  make  mistakes,  but  I 
would  say  given  the  number  of  interactions  with  taxpayers  and  the 
size  of  our  accounts,  I  think  that  we  have  a  very  small  number  of 
problems.  I  don't  think  that  I  have  ever  had  experience  with  any- 
one taking  a  position  where  the  taxpayer  is,  quote,  "guilty  until 
proven  innocent". 

Mr.  Kingston.  But  have  you  considered  sitting  down  with  him — 
or  have  you  tried  to  find  out  if  there  is  some  common  ground  there, 
or  is  it  just  totally  two  separate  philosophies? 

Ms.  Richardson.  I  guess  I  have  not  sat  down  with  him,  and  I 
certainly  would  be  happy  to. 

Mr.  Kingston.  I  just  wonder  about  it  because  he  is  very  effec- 
tive. If  he  is  off  base,  it  is  probably  counterproductive  for  the  IRS 
to  allow  Members  of  Congress  to  perceive  one  thing. 

Now,  on  page  8,  you  start  out 

Mr.  HOYER.  Jack,  before  you  leave  that,  would  you  just  yield  one 
second? 

Mr.  Kingston.  Be  happy  to. 
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Mr.  HOYER.  Because  I  was  going  to  ask  that  question  on  the  sec- 
ond round.  Commissioner,  it  would  be  useful  in  responding  to  Mr. 
Kingston's  question,  to  clear  up,  first  of  all,  the  confusion  between 
criminal  and  civil. 

We  are  talking  civil  here,  the  burden  of  proof  is  not  as  clear  as 
I  think  Mr.  Traficant  makes  it  in  a  civil  case.  Clearly  in  a  criminal 
case  there  are  constitutional  guarantees  in  terms  of  the  burden  of 
proof. 

But  I  think  it  would  be  useful  if  you  could  comment  on  the 
central  premise  of  Mr.  Traficant's  bill,  which  is  that  as  in  a  crimi- 
nal case,  a  person  against  whom  IRS  is  making  a  claim  should  not 
have  any  burden  to  show  that  they,  in  fact,  do  not  owe  taxes,  but 
that  IRS  ought  to  have  the  burden  of  proof  of  showing,  by  either 
a  preponderance  of  the  evidence  that  the  taxpayer  does  owe. 

And  that  is  the  fundamental  issue  that  Mr.  Traficant  raises.  He 
says,  look,  if  IRS  wants  to  go  after  Steny  Hoyer,  they  ought  to  say 
you  owe  it  and  they  ought  to  be  able  to  prove  it.  That  is  what  Mr. 
Kingston  is  getting  at.  I  think  that  is  the  gravamen  of  his  case. 

Ms.  Richardson.  Well,  there  are  certain  requirements  that  the 
law  provides  in  order  for  people  to  be  able  to  claim  deductions  and 
recordkeeping  requirements  and  that  kind  of  thing. 

As  far  as  the  burden  of  proof  or  the  burden  of  going  forward, 
again,  when  they  are  in  court,  there  are  certain  prescriptions  that 
apply  there.  I  think  we  would  be  more  than  happy  to  visit  with 
him.  He  is  correct  in  his  assertions  about  how  you  go  about  it,  and 
I  believe  that  we  are  in  a  position  of  having  to  give  some  credence 
to  books  and  records  that  are  presented. 

I  think  in  our  compliance  efforts,  it  would  be  difficult  if  we  were 
to  have  taxpayers  who  could  say,  well,  we  can  claim  anything  and 
we  don't  have  to  give  any  substantiating  documents  to  support  de- 
ductions. I  think  that  would  make  our  job  virtually  impossible. 

CUSTOMER  SERVICE 

Mr.  Kingston.  Okay.  Well,  I  think  it  would  be  appropriate  if  you 
could  respond,  and  I  think  everybody  would  appreciate  that.  On 
page  8  you  said  the  earlier  a  debtor  receives  a  request  for  pa3anent, 
the  greater  the  likelihood  that  all  or  some  portion  of  the  debt  will 
be  paid. 

[The  information  follows:] 
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COMMISSIONER 


DEPARTMENT  OF  THE  TREASURY 

INTERNAL  REVENUE  SERVICE 
WASHINGTON.  DC    20Z24 

February  21,  1995 


The  Honorable  Jack  Kingston 

Member 

United  States  House  of  Representatives 

Washington,  D.C.  20515 


Dear  Mr.  Kingston: 


This  is  in  response  to  certain  inquiries  you  and  Mr.  Hoyer 
made  concerning  H.R.  390  at  the  Feb.  1  hearing  at  which  I 
testified. 

Section  1  of  H.R.  390,  as  introduced  by  Mr.  Traficant  on 
January  4,  1995,  would  add  new  section  7524  to  the  Internal 
Revenue  Code  of  1986  to  read  as  follows: 

Section  7524.   Burden  of  Proof. 
Notwithstanding  any  other  provision  of  this 
title,  in  the  case  of  any  court  proceeding, 
the  burden  of  proof  with  respect  to  all 
issues  shall  be  on  the  Secretary. 

Whether  in  the  context  of  an  administrative  setting 
involving  an  audit  or  collection  matter,  or  in  contested 
litigation,  the  "burden  of  proof"  in  civil  tax  matters  is 
currently  on  the  taxpayer  in  most  cases.   The  rules  were  created 
by  common  law  based  upon  what  made  the  most  sense  in  arriving  at 
a  fair  conclusion.   The  burden  of  proof  rules  have  been  effective 
(in  both  senses  of  the  word)  since  the  Civil  War  era.   When  this 
issue  was  being  debated  before  Congress  in  1925,  the  judges  of 
the  Board  of  Tax  Appeals  reacted  to  a  suggestion  that  the  burden 
of  proof  be  on  the  Commissioner  as  follows: 

[Y]ou  might  as  well  repeal  the  income  tax  law  and  pass  the 
hat,  because  you  will  be  practically  saying  to  the  taxpayer. 
How  much  do  you  want  to  contribute  toward  the  support  of  the 
government?   [A]nd  in  that  case  they  would  have  to  decide 
for  themselves. 

Hearing  on  Revenue  Revision,  1925,  Before  House  Comm.  on  Ways  and 
Means,  69th  Cong.  1st  Sess.  907  (1925). 

The  rules  involving  burden  of  proof  have  most  application  in 
the  context  of  court  proceedings.   Factual  issues  are  tried  de 
novo  when  a  dispute  with  a  taxpayer  reaches  litigation.   No 
weight  is  given  to  findings  that  the  Service  may  have  made  in  the 
administrative  processing  of  the  case. 

The  burden  of  proof  on  the  taxpayer  generally  supports  the 
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requirement  that  the  taxpayer  compute  and  report  the  proper  tax 
liability.   If  the  government  was  required  to  prove  the  tax 
liability,  that  would  encourage  taxpayers  to  file  nothing  and 
require  the  government  to  do  it  for  them,  which  in  some  cases 
would  be  impossible,  and  in  most  would  be  difficult,  time 
consuming,  and  expensive. 

The  burden  of  proof  on  the  taxpayer  also  generally  supports 
recordkeeping  requirements  of  taxpayers  and  third-party 
recordkeepers.   There  would  be  little  incentive  for  taxpayers  to 
maintain  records  of  their  business  and  income  producing 
activities.   Rather,  taxpayers  would  be  encouraged  to  keep  or 
produce  nothing  about  their  tax  affairs  and  require  the 
government  to  disprove  every  item  on  their  return. 

If  the  government  bore  the  burden  of  proof,  audits  would 
necessarily  be  much  more  burdensome  for  the  Service,  the 
taxpayers,  and  third  parties.   Rather  than  simply  choosing 
certain  items  of  the  taxpayer's  return  to  review,  the  Service 
would  of  necessity  need  to  challenge  a  greater  number  of  items. 
The  audits  would  be  much  more  costly  to  the  Service,  to  the 
taxpayer  (since  the  audits  would  take  longer  and  involve  many 
more  requests  for  information),  and  to  third  parties  (who  may 
need  to  supply  the  proof  of  income  of  the  taxpayer). 

Because  audits  would  be  much  more  time  consuming,  and  trials 
would  be  much  more  detailed  and  time  consuming,  the  Congress 
would  need  to  fund  larger  budgets  for  the  Service  and  courts  in 
order  to  process  the  same  numbers  of  cases.   The  alterneitive 
would  be  fewer  cases  audited  and  settled. 

Audits  performed  with  the  burden  of  proof  on  the  Service 
would  involve  a  much  broader  and  more  detailed  inspection  of  the 
financial  affairs  of  the  taxpayer.   This  in  turn  would  entail  a 
greater  invasion  of  personal  privacy  of  the  taxpayer  than  in  the 
current  system. 

Many  times  the  burden  of  producing  evidence  against  the 
taxpayer  to  prove  the  incorrectness  of  an  item  would  be 
impossible.   The  courts  have  frequently  recognized  the  difficulty 
of  "proving  a  negative"  and  have  made  exceptions  to  the  common 
law  rules  of  proof  when  it  arises.   This  is  done  on  a  commonsense 
basis,  consistent  with  the  historic  justification  of  a  burden  of 
proof,  that  the  party  who  has  the  means  to  proceed  with  evidence 
should  do  so.   For  exeimple,  if  the  issue  was  whether  the  taxpayer 
spent  X  dollars  for  business  supplies,  it  would  be  nearly 
impossible  for  the  Service  to  show  it  was  not  true.   On  the  other 
hand,  the  taxpayer  could  show  it  was  true  simply  by  producing 
records  of  what  was  purchased,  for  what  eunount,  and  for  what 
business  purpose.   This  common  sense  adjustment  to  the  burden  of 
proof  would  not  be  possible  under  the  proposed  legislation. 
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The  Internal  Revenue  Code  contains  provisions  with  very 
specific  requirements  for  favorable  tax  treatment.   If  the 
government  needed  to  prove  that  the  taxpayer  did  not  meet  the 
requirements,  the  taxpayers  would  be  encouraged  to  take  positions 
which  could  not  be  supported,  playing  a  "double  audit  lottery" 
that  the  Service  would  not  audit  the  item,  and  if  it  did,  would 
not  spend  the  time  and  effort  to  disprove  entitlement  {assuming 
the  Service  could  locate  such  proof ) . 

In  some  cases,  the  Service  currently  has  the  burden  of 
proof.   For  excimple,  where  an  underpayment  of  tax  is  attributable 
to  fraud,  the  Service  has  the  burden  of  proof  on  the  issue  (both 
the  burden  of  going  forward  with  evidence  and  the  burden  of 
persuasion)  and  must  establish  fraud  with  intent  to  evade  tax  by 
clear  and  convincing  evidence. 

A  provision  of  a  proposed  Taxpayer  Bill  of  Rights  II 
recognized  that  the  burden  of  proof  would  require  a  precise 
balance  between  the  taxpayer  and  the  Service.   The  provision 
would  require  the  Service  to  produce  evidence  when  there  is  a 
credible  denial  of  the  receipt  of  income  by  the  taxpayer  (where 
the  taxpayer  would  need  to  prove  a  negative  —  that  he  did  not 
receive  income)  and  the  taxpayer  cooperates  with  the  examination 
and  produces  relevant  evidence  on  the  issue.   We  believe  that 
this  particular  example  addresses  those  cases  where  it  is  unfair 
for  the  taxpayers  to  carry  a  burden  of  proof  but  recognizes  the 
extreme  impracticality  for  the  Service  to  shoulder  the  burden  in 
the  routine  case. 


I  hope  this  information  is  responsive  to  your  inquiries, 
would  be  happy  to  visit  with  you  further  if  you  have  further 
questions. 


Sincerely 


ilner  Richardson 


® 


COMMISSIONER 
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DEPARTMENT  OF  THE  TREASURY 

INTERNAL  REVENUE  SERVICE 
WASHINGTON.  DC    20224 

February  21,  1995 


The  Honorable  Steny  Hoyer 

Ranking  Minority  Member 

Subcommittee  on  Treasury,  Postal  Service  and  General  Government 

Committee  on  Appropriations 

United  States  House  of  Representatives 

H-164  Capitol 

Washington,  D,C.  20515 

Dear  Mr.  Hoyer: 

This  is  in  response  to  certain  inquiries  you  and  Mr. 
Kingston  made  concerning  H.R.  390  at  the  Feb.  1  hearing  at  which 
I  testified. 

Section  1  of  H.R.  390,  as  introduced  by  Mr.  Traficant  on 
January  4,  1995,  would  add  new  section  7524  to  the  Internal 
Revenue  Code  of  1986  to  read  as  follows: 

Section  7524.   Burden  of  Proof. 
Notwithstanding  any  other  provision  of  this 
title,  in  the  case  of  any  court  proceeding, 
the  burden  of  proof  with  respect  to  all 
issues  shall  be  on  the  Secretary. 

Whether  in  the  context  of  an  administrative  setting 
involving  an  audit  or  collection  matter,  or  in  contested 
litigation,  the  "burden  of  proof"  in  civil  tax  matters  is 
currently  on  the  taxpayer  in  most  cases.   The  rules  were  created 
by  common  law  based  upon  what  made  the  most  sense  in  arriving  at 
a  fair  conclusion.   The  burden  of  proof  rules  have  been  effective 
(in  both  senses  of  the  word)  since  the  Civil  War  era.   When  this 
issue  was  being  debated  before  Congress  in  1925,  the  judges  of 
the  Board  of  Tax  Appeals  reacted  to  a  suggestion  that  the  burden 
of  proof  be  on  the  Commissioner  as  follows: 

[Y]ou  might  as  well  repeal  the  income  tax  law  and  pass  the 
hat,  because  you  will  be  practically  saying  to  the  taxpayer. 
How  much  do  you  want  to  contribute  toward  the  support  of  the 
government?   [A]nd  in  that  case  they  would  have  to  decide 
for  themselves. 

Hearing  on  Revenue  Revision,  1925,  Before  House  Comm.  on  Ways  and 
Means,  69th  Cong.  1st  Sess.  907  (1925). 

The  rules  involving  burden  of  proof  have  most  application  in 
the  context  of  court  proceedings.   Factual  issues  are  tried  de 
novo  when  a  dispute  with  a  taxpayer  reaches  litigation.   No 
weight  is  given  to  findings  that  the  Service  may  have  made  in  the 
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administrative  processing  of  the  case. 

The  burden  of  proof  on  the  taxpayer  generally  supports  the 
requirement  that  the  taxpayer  compute  and  report  the  proper  tax 
liability.   If  the  government  was  required  to  prove  the"  tax 
liability,  that  would  encourage  taxpayers  to  file  nothing  and 
require  the  government  to  do  it  for  them,  which  in  some  cases 
would  be  impossible,  and  in  most  would  be  difficult,  time 
consuming,  and  expensive. 

The  burden  of  proof  on  the  taxpayer  also  generally  supports 
recordkeeping  requirements  of  taxpayers  and  third-party 
recordkeepers .   There  would  be  little  incentive  for  taxpayers  to 
maintain  records  of  their  business  and  income  producing 
activities.   Rather,  taxpayers  would  be  encouraged  to  keep  or 
produce  nothing  about  their  tax  affairs  and  require  the 
government  to  disprove  every  item  on  their  return. 

If  the  government  bore  the  burden  of  proof,  audits  would 
necessarily  be  much  more  burdensome  for  the  Service,  the 
taxpayers,  and  third  parties.   Rather  than  simply  choosing 
certain  items  of  the  taxpayer's  return  to  review,  the  Service 
would  of  necessity  need  to  challenge  a  greater  number  of  items. 
The  audits  would  be  much  more  costly  to  the  Service,  to  the 
taxpayer  (since  the  audits  would  take  longer  and  involve  many 
more  requests  for  information),  and  to  third  parties  (who  may 
need  to  supply  the  proof  of  income  of  the  taxpayer). 

Because  audits  would  be  much  more  time  consuming,  and  trials 
would  be  much  more  detailed  and  time  consuming,  the  Congress 
would  need  to  fund  larger  budgets  for  the  Service  and  courts  in 
order  to  process  the  ssune  numbers  of  cases.   The  alternative 
would  be  fewer  cases  audited  and  settled. 

Audits  performed  with  the  burden  of  proof  on  the  Service 
would  involve  a  much  broader  and  more  detailed  inspection  of  the 
financial  affairs  of  the  taxpayer.   This  in  turn  would  entail  a 
greater  invasion  of  personal  privacy  of  the  taxpayer  than  in  the 
current  system. 

Many  times  the  burden  of  producing  evidence  against  the 
taxpayer  to  prove  the  incorrectness  of  an  item  would  be 
impossible.   The  courts  have  frequently  recognized  the  difficulty 
of  "proving  a  negative"  and  have  made  exceptions  to  the  common 
law  rules  of  proof  when  it  arises.   This  is  done  on  a  commonsense 
basis,  consistent  with  the  historic  justification  of  a  burden  of 
proof,  that  the  party  who  has  the  means  to  proceed  with  evidence 
should  do  so.   For  example,  if  the  issue  was  whether  the  taxpayer 
spent  X  dollars  for  business  supplies,  it  would  be  nearly 
impossible  for  the  Service  to  show  it  was  not  true.   On'  the  other 
hand,  the  taxpayer  could  show  it  was  true  simply  by  producing 
records  of  what  was  purchased,  for  what  amount,  and  for  what 
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business  purpose.   This  common  sense  adjustment  to  the  burden  of 
proof  would  not  be  possible  under  the  proposed  legislation. 

The  Internal  Revenue  Code  contains  provisions  with  very 
specific  requirements  for  favorable  tax  treatment.   If  the 
government  needed  to  prove  that  the  taxpayer  did  not  meet  the 
requirements,  the  taxpayers  would  be  encouraged  to  take  positions 
which  could  not  be  supported,  playing  a  "double  audit  lottery" 
that  the  Service  would  not  audit  the  item,  and  if  it  did,  would 
not  spend  the  time  and  effort  to  disprove  entitlement  (assuming 
the  Service  could  locate  such  proof). 

In  some  cases,  the  Service  currently  has  the  burden  of 
proof.   For  excunple,  where  an  underpayment  of  tax  is  attributable 
to  fraud,  the  Service  has  the  burden  of  proof  on  the  issue  (both 
the  burden  of  going  forward  with  evidence  and  the  burden  of 
persuasion)  and  must  establish  fraud  with  intent  to  evade  tax  by 
clear  and  convincing  evidence. 

A  provision  of  a  proposed  Taxpayer  Bill  of  Rights  II 
recognized  that  the  burden  of  proof  would  require  a  precise 
balance  between  the  taxpayer  and  the  Service.   The  provision 
would  require  the  Service  to  produce  evidence  when  there  is  a 
credible  denial  of  the  receipt  of  income  by  the  taxpayer  (where 
the  taxpayer  would  need  to  prove  a  negative  —  that  he  did  not 
receive  income)  and  the  taxpayer  cooperates  with  the  examination 
and  produces  relevant  evidence  on  the  issue.   We  believe  that 
this  particular  example  addresses  those  cases  where  it  is  unfair 
for  the  taxpayers  to  carry  a  burden  of  proof  but  recognizes  the 
extreme  impracticality  for  the  Service  to  shoulder  the  burden  in 
the  routine  case. 

I  hope  this  information  is  responsive  to  your  inquiries.   I 
would  be  happy  to  visit  with  you  further  if  you  have  further 
questions. 


Sincerely, 


tn4«J-), 


Margaret  AMAlner  Richardson 
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Mr.  Kingston.  I  worked  in  the  private  sector  with  two  compa- 
nies that  had  accounts  receivables  in  the  second  company,  we  col- 
lected money  kind  of  as  a  side  line.  In  the  first  company,  we  really 
made  it  an  emphasis,  and  I  found  through  that  process  that  ac- 
count receivables  are  kind  of  like  a  daily  diet.  If  you  push  away  the 
cake  consistently  every  day  and  do  it  even  though  it  is  tedious  and 
uninteresting,  the  better  the  likelihood  of  collection.  But  along  with 
that,  you  understand  the  debt  with  talking  to  people. 

I  had  a  situation  a  couple  years  ago  where  my  mother,  who  has 
a  small  income,  she  is  single,  empty  nest,  owned  one  condominium 
and  a  car,  and  those  are  her  only  assets,  no  complicated  financial 
transactions,  she  actually  does  her  own  tax  return.  She  does  it  in 
pencil  first  and  then  I  think  might  rewrite  it  either  in  pencil  or  ink, 
I  am  not  certain.  That  is  about  it. 

Well,  I  got  a  notice  from  the  IRS  that  she  was  entitled  to  $1,000 
back  because  many  years  prior  she  had  overpaid,  and  so — they 
said,  all  you  need  to  do  is  send  in — this  is  far  before  your  time  too, 
incidentally,  it  said  all  you  need  to  do  is  send  in  the  1986  tax  re- 
turn and  we  will  send  you  the  $1,000.  So,  great,  sent  in  the  1986 
tax  return,  which  really  was  not  available  because  there  wasn't  a 
typed  Xerox  of  it. 

So  I  sent  in  a  copy  of  the  penciled  copy  that  she  has.  Next  thing 
I  know,  I  am  getting  a  penalty  for  filing  late,  but  it  is  done  not  by 
a  cover  letter  or  anything,  it  is  just  done  on  the  standard  print,  and 
I  called  and  called  and  swapped  calls,  and  was  put  on  hold  for  20 
minutes  at  a  time  and  so  forth,  and  finally  actually  ended  up  pay- 
ing the  penalty  for  a  late  filing  to  get  the  thing  over  with,  but  the 
frustration  of  it  was  that  there  was  not  a  real  person  to  talk  to  who 
could  say,  oh,  okay,  now  I  understand. 

Well,  this  was  done  by  Charlie.  Charlie  has  moved  on.  Walk  me 
through  it,  okay.  But  every  time  there  were  different  people  to  talk 
to  and  there  was  just  more  confusion,  and  it  really  was  like  nego- 
tiating with  a  black  hole.  There  was  just  nothing  out  there,  and  so 
one  of  the  things  that  I  hope  you  are  working  on,  and  I  think  you 
are,  and  I  know  that  the  administration  is  working  with  you  on  it, 
is  that  customer  friendly  because  I  truly  believe  that  a  portion  of 
this  accounts  receivable  problem  could  be  with  just  talking  to  peo- 
ple and  just  having  somebody  who  you  know  this  person  is  going 
to  handle  this  problem.  I  am  going  to  talk  to  Sue  or  Bill  the  whole 
time  and  they  are  going  to  answer  me,  give  me  real  answers,  and 
they  are  going  to  call  me  back,  and  I  am  not  going  to  be  on  hold 
for  30  minutes,  and  these  are  the  small  potatoes  receivables,  but 
I  know  that  it  is  still  a  paper  work  nightmare. 

Ms.  Richardson.  Well,  we  are  certainly  emphasizing  customer 
service  with  all  our  employees  and  have  made  it  very  clear  that  we 
don't  have  to  wait  until  Tax  Systems  Modernization  is  in  place  in 
order  to  provide  good  customer  service. 

We  can't  provide  all  the  service  we  would  like  to  provide  until 
we  have  better  access  to  account  information.  In  time  we  would 
like  to  have  the  capacity  to  be  able  to  correct  those  account  errors 
on  the  telephone,  rather  than  come  from  a  bank  and  move  on  so 
that  we  don't  have  to  have  the  correspondence  and  don't  suffer  the 
frustration  you  apparently  did. 
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I  am  glad  to  hear  it  happened  some  time  ago  because  hopefully 
even  today  we  have  a  problem  resolution  process.  We  have  an  om- 
budsman and  we  have  a  process  when  taxpayers  who  do  run  into 
problems  like  you  experienced  should  be  able  to  go  off  line  and  ac- 
tually get  someone  to  intercede  and  avoid  the  problem  that  you  ex- 
perienced. 

Mr.  Kingston.  And  I  will  say  this,  that  our  office  in  Georgia  has 
found  working  with  the  Atlanta  office,  when  our  constituents  have 
tax  problems,  we  have  found  them  to  be  very  responsive  and  very 
pragmatic  in  terms  of  getting  solutions,  and  I  don't  know — ^you 
know,  I  hope  they  are  acting  with  authority,  and  I  am  sure  they 
are,  but  they  are  doing  a  very  effective  job  of,  you  know,  let's  get 
this  resolved,  get  the  money  and  move  on,  and  I  congratulate  you 
on  that  attitude  and  philosophy. 

Mr.  Brand.  Probably  one  of  the  more  important  things  we  did 
with  the  1995  compliance  initiative  is  add  an  additional  almost  800 
individuals  into  our  telephone  operations  that  deal  with  collection 
notices  and  outgoing  calls  on  collection,  and  we  started  installing 
this  year  in  our  service  centers  telephone  operations  to  handle  a  lot 
of  the  calls  that  we  previously  handled  by  correspondence. 

One  of  the  advantages  of  Tax  Systems  Modernization  is  tele- 
phone capability  for  a  taxpayer  in  the  service  centers  and  we  have 
not  had  that  before.  This  is  one  of  the  things  that  we  are  doing  in 
terms  of  this  process. 

Mr.  Kingston.  Sometimes  if  you  can  get  your  field  agents  to  set- 
tle on  75  percent  of  the  money,  that  is  a  lot  better  than  getting  100 
percent  that  never  comes,  and  even  though  there  are  probably  a 
few  people  who  are  purposely  trying  to  do  it,  it  is  still  probably  the 
best  way  to  start  off. 

Thank  you,  Mr.  Chairman. 

Mr.  LiGHTFOOT.  Mr.  Coleman. 

IRS  OPERATING  REQUIREMENTS 

Mr.  Coleman.  Thank  you,  Mr.  Chairman.  I  have  not  been  on  this 
subcommittee  for  some  years,  and  I  was  just  interested  in  what 
your  requests,  through  OMB,  would  be — were  with  respect  to  up- 
dating, in  terms  of  additional  personnel  that  you  may  need  for  ev- 
erything; for  taxpayer  assistance,  upgrading  the  computer  systems 
and  all  of  the  rest,  and  please  give  us  some  overall  idea  of  what 
you  would  anticipate  would  be  the  best  that  you  could  do  to  help 
alleviate  some  of  the  difficulties  you  have  expressed  here. 

Ms.  Richardson.  Well,  our  formal  budget  is  coming  up  on  the 
6th  of  February. 

Mr.  Coleman.  We  are  all  anxiously  awaiting  that. 

Ms.  Richardson.  But  we  anticipate  that  the  request  will  come 
in  with  the  full  funding  for  both  our  staff  and  our  personnel  as  well 
as  our  Tax  Systems  Modernization  program. 

We  could  use  more  people  in  the  compliance  area  probably  fairly 
effectively  because  over  the  past  several  years,  we  have  been  asked 
to  take  on  additional  responsibilities.  We  have  responsibilities  for 
enforcing  the  Federal  excise  tax  on  gasoline  and  diesel  fuel,  and 
some  of  those  years,  as  you  heard,  we  did  not  get  additional  compli- 
ance people,  or  we  did  but  because  of  pay  raises  that  weren't  fund- 
ed, we  ended  up  not  having  additional  people. 
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But  I  think  basically  we  are  trying,  as  we  bring  on  technology, 
to  work  more  effectively  and  productively  with  people  we  have  on 
board.  And  I  guess  what  we  would  like  to  see  is  the  ability  to  rein- 
vest those  productivity  savings  in  compliance  positions  so  we  can 
have  more  people  on  the  front  line  involved  with  compliance  and 
in  customer  service  or  taxpayer  service,  because  we  really  believe 
very  sincerely  that  the  front  end  of  compliance  is  through  taxpayer 
service  and  good  customer  service. 

I  think  Mr.  Kingston's  point  was  very  well  taken.  If  people  can 
get  through  and  we  can  answer  their  questions  before  they  file  a 
return,  or  handle  their  account  matters,  we  can  solve  a  lot  of  the 
compliance-related  issues  that  we  have  today. 

Mr.  Coleman.  When  Congressman  Ed  Roybal  of  California  was — 
chairman,  I  know  Steny  was  the  ranking  Democrat  at  that  time  on 
the  committee,  there  was  an  effort  made  to  do  that,  and  I  didn't 
know  what  happened  on  that  slope,  whether  we  kept  it  or  whether 
or  not  we  dropped  off. 

I  am  not  sure  in  those  intervening  years  whether  or  not  we  were 
able  to  actually  hire  the  people  that  IRS  needed  to  do  that.  I  knew, 
as  a  Member  of  the  full  committee,  that  we  had  some  serious  budg- 
etary requirements  to  place  on  this  subcommittee  in  particular, 
and  one  of  the  targets  was  always,  you  went  to  the  large  targets 
first  usually,  and  that  included  either  Customs,  personnel  or  the 
IRS  on  this  committee  and  that  always  seemed  to  be  where  they 
would  go. 

So  I  don't  know  what  the  past  four  or  five  years  has  looked  like 
in  terms  that  particular  issue.  Maybe  you  could  tell  us  whether  or 
not  we  were  able  to  continue  to  increase  those  numbers  or  whether 
or  not  we  had  a  drop  off. 

Ms.  Richardson.  Well,  in  1991,  as  Mr.  Kinghom  testified,  we 
did  have  a  compliance  initiative  and  we  were  able  to  bring  on  addi- 
tional people.  We  were  fully  funded  in  1992  as  well.  I  think  it  was 
in  1993  and  1994  that  the  funding  levels  dropped  off,  so  had  we 
not  gotten  that  compliance  initiative  last  year,  we  would  have 
dropped  from  what  I  believe  was  a  high  of  117,000  FTE  in  1991 
to  about  109,000  this  year.  We  were  back  up  because  of  our  compli- 
ance initiative.  So  we  had  seen  a  decline. 

Mr.  Coleman.  And  you  are  anticipating  that  this  next  budget 
will  again  anticipate  about  that  same  number? 

Ms.  Richardson.  Correct,  and  through  productivity  savings,  we 
feel  we  can  put  more  people  in  compliance-related  functions  so  that 
although  we  don't  have  a  major  increase  in  staffing,  we  can  put 
more  people  in  places  where  they  can  make  more  of  an  impact. 

Mr.  KiNGHORN.  Mr.  Coleman,  the  other  thing  that  was  important 
about  the  initiative  in  1995  was  that  it  was  five  years.  That  gives 
us  some  stability  with  those  numbers  to  maintain  them  and  keep 
them.  We  don't  have  the  ups  and  downs. 

If  we  can  convince  the  committee,  as  we  hope  we  have  done  with 
the  administration,  the  ability  to  fund  the  base,  that  will  give  us 
an  opportunity  to  continue  this  investment.  That  was  really  critical 
to  be  five  years. 

Ms.  Richardson.  Probably  one  of  the  things  that  is  the  most  det- 
rimental to  having  an  effective  longer  term  compliance  strategy  is 
the  stop  and  start.  When  you  hire  additional  people  and  you  get 
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them  trained  and  then  have  to  stop  and  start — or  have  a  hiring 
freeze,  so  you  can't  really  plan  a  long-term  compliance  strategy,  it 
is  hard  to  be  very  effective,  because  it  is  not  a  year  to  year  kind 
of  issue.  There  are  long-term  issues  that  need  to  be  addressed  and 
we  need  to  have  some  consistency  in  the  application  of  our  re- 
sources. 

Mr.  Coleman.  You  asked  me. 

Mr.  HOYER.  I  just  wanted  to  say  to  the  gentleman,  $426  million 
was  not  computed  against  us  last  year  for  scoring  purposes,  and 
the  reason  it  was  not  is  everybody  agreed,  CBO,  0MB,  that  in  fact 
the  $2  billion  made  $9  billion  in  round  figures. 

An  issue,  and  I  don't  think  the  Commissioner  can  speak  to  it  at 
this  point  in  time,  probably  February  6th,  but,  Mr.  Chairman,  I 
know  I  have  talked  to  the  administration  about  it,  we  thought  that 
was  going  to  be  a  five-year  project.  There  is  some  talk  in  the  ad- 
ministration about  wanting  to  compute  it  in  as  a  more  honest  pro- 
jection from  their  standpoint  in  the  present  expenditures.  The 
problem  with  that — for  scoring  purposes.  The  problem  with  that  is, 
it  is  going  to  squeeze  us,  Mr.  Chairman. 

Ms.  Richardson.  Well,  and  I  think  we  all  view  it  as  a  five-year 
initiative  and  obviously  the  revenue  impact  is  greater  in  the  years 
after  fiscal  year  1995.  So  the  projecting  deficit  reduction  can't  be 
there  if  we  don't  continue  that  initiative. 

We  will  certainly  appreciate  your  continued  support  for  the  ini- 
tiative. 

Mr.  Coleman.  We  might  want  to  expound  on  that  a  little  bit, 
your  last  sentence.  Talking  about  the  deficit  reduction  capability  if 
we  don't  continue  it,  and  I  think  we  may  want  to  continue  to  try 
to  prove  that  point.  I  mean,  I  think  there  are  a  lot  of  us  that  are 
going  to  be  in  debates  with  our  colleagues  on  the  House  and  the 
Senate,  on  that  issue  specifically,  and  so  any  additional  data  that 
you  feel  would  be  helpful  to  this  subcommittee,  I  would  appreciate 
you  submitting  it. 

Ms.  Richardson.  We  committed  last  year  and  I  personally  com- 
mitted that  we  would  report  to  this  committee  and  to  the  Seriate 
Appropriations  Committee  on  how  we  have  done  with  the  hiring — 
what  the  impact  of  the  revenue  of  those  hires  has  been.  I  think  the 
first  report  is  March  31. 

We  have  discussed  with  the  Chairman  and  Mr.  Hoyer  at  some 
length  that  we  can  provide  a  good  return  on  our  investment  if  we 
use  our  resources  wisely  and  if  we  do  put  them  in  places  where  we 
can  address  some  of  the  compliance  issues,  and  in  many  cases, 
business  people  wouldn't  think  twice  about  making  some  of  the  de- 
cisions that  we  have  had  to  struggle  with  sometimes. 

Mr.  Coleman.  It  is  worthy  of  note  that  the  last  time  I  was  on 
the  committee,  we  had  a  Texan  that  was  Commissioner,  and  we 
have  one  again,  and  I  can  tell  you,  it  is  good  to  be  back. 

Mr.  LiGHTFOOT.  Mr.  Istook. 

Mr.  Istook.  Ms.  Richardson,  good  to  have  you  here  today. 

Ms.  Richardson.  Grood  to  see  you. 
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BUYOUT  OPPORTUNITIES 


Mr.  ISTOOK.  I  wanted  to  ask  you,  on  the  compliance  initiative 
and  the  additional  money  given  to  it  in  previous  years.  As  has  been 
brought  out,  the  funded  transfers  did  not  all  get  where  we  wanted 
them  to  go  and,  as  I  understood  your  testimony,  you  have  hired 
3,300  people,  approximately,  so  far.  The  goal  is  approximately 
5,000  people. 

During  the  last  12  months  or  so,  have  there  been  any  significant 
numbers  of  persons  who  have  taken  the  buyout  opportunities  or 
early  retirement  from  the  IRS? 

Ms.  Richardson.  We  have  actually  not  offered  any  buyout  oppor- 
tunities. 

Mr.  DOLAN.  Not  incentivized. 

Ms.  Richardson.  No  financial  incentives  for  people  to  leave. 

Mr.  ISTOOK.  Is  that  anywhere  in  the  IRS? 

Ms.  Richardson.  We  have  offered  no  financial  incentives. 

Mr.  Brand.  Specifically,  Congressman,  too,  we  have  not  offered 
the  incentive  for  people  to  leave  within  our  compliance  areas,  and 
in  some  of  our  overhead  areas,  our  national  office  areas,  we  have 
offered  it  in  management  and  overhead,  but  not  within  the  compli- 
ance areas. 

Ms.  Richardson.  And  the  main  reason  being  that  we  need  these 
people  in  compliance  and  we  thought  it  would  be  a  little  odd  to 
offer  it  there. 

Mr.  ISTOOK.  Outside  of  the  compliance  area  though,  do  you  know 
how  many  persons  in  IRS  have  been 

Ms.  Richardson.  We  can  get  you  the  precise  number.  They  have 
really  been  focused  on  overhead  types  of  positions,  not  those  critical 
for  the  Tax  Systems  Modernization  or  compliance,  more  the  sup- 
port side  of  the  organization. 

Mr.  ISTOOK.  Is  there  a  particular  level  above  which  or  below 
which  you  have  drawn  a  line? 

Mr.  Dolan.  Probably  the  most  prominent  one  is  that  we  took  ad- 
ministrative services,  personnel  training,  et  cetera,  from  about  75 
points  of  delivery.  We  are  in  the  process  of  moving  that  down  to 
23  points  of  delivery. 

With  that,  we  abolished  a  number  of  managerial  jobs  and  voca- 
tions that  no  longer  delivered  services.  Some  of  those  folks  trans- 
ferred to  the  new  vacancies,  some  of  them  were  given  an  oppor- 
tunity to  retire  because  it  was  job  abolishment.  We  did  the  same 
thing  at  the  headquarters  level  and  at  the  regional  level  as  we  at- 
tempted to  size  down  our  whole  network. 

Ms.  Richardson.  We  will  attempt  to  get  you  the  specific  num- 
bers. 

Mr.  ISTOOK,  Sure.  Even  if  you  don't  have  the  specific  numbers, 
and  I  realize  it  is  off  the  top  of  your  head,  can  you  give  me  any 
general  range  of  the  number  of  persons  that  have  been  involved  in 
this  early  retirement  program? 

Mr.  Kinghorn.  Very  small. 

Mr.  Mader.  I  think,  Mr.  Istook,  probably  less  than  200  people 
but,  as  the  Commissioner  said,  these  were  not  incentivized 
buyouts.  These  were  voluntary  buyouts. 

Mr.  Istook.  That  helps  in  my  understanding. 
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Ms.  Richardson.  What  we  have  done  is  committed  over  a  two- 
year  period  to  moving  about  1,000  people  out  of  the  headquarters 
operations  and  down  to  the  front  hne,  and  also  downsizing  our  re- 
gional offices,  5,000,  getting  those  people  out.  So  we  are  trying  to 
get  more  people  out  working  on  cases  and  processing. 

TAX  RETURN  FRAUD 

Mr.  ISTOOK.  Sure.  You  have  the  figures  you  have  presented  re- 
garding the  tax  gap  and  uncollected  taxes.  Are  estimates  of  losses 
due  to  tax  return  fraud  included  in  those  figures,  or  are  those  con- 
sidered a  separate  itemization? 

Mr.  Brand.  Basically  we  categorize  those  by  taxes  that  have 
gone  unreported  and  unpaid.  We  don't  try  to  break  it  down. 

Mr.  ISTOOK.  So  a  refund,  what  I  was  really  trying  to  get,  would 
that  be  within  the  figures  you  are  speaking  of  or  would  that  be  sep- 
arate? 

Mr.  Brand.  The  refund  fraud  itself  is  not  part  of  the  receivables. 
The  way  we  deal  with  the  refund  fraud  issue  is  look  at  that  in 
terms  of  how  much  erroneous  monies  are  we  sending  out  as  a  re- 
sult of  claims. 

Ms.  Richardson.  That  really  comes  into  the  compliance  level 
computation  as  opposed  to  the  accounts  receivable,  and  it  impacts 
on  the  annual  taxes  collected  or  the  annual  compliance  level. 

Mr.  ISTOOK.  I  just  wanted  to  be  sure  those  were  two  separate  fig- 
ures. I  have  seen  one  figure,  a  $9  billion  estimate  on  refund  fraud 
and  so  forth.  I  want  to  make  sure  that  whatever  that  problem  area 
was,  it  is  not  included  within  this  calculation. 

Mr.  Brand.  No,  it  is  not. 

Ms.  Richardson.  Not  in  accounts  receivable. 

Mr.  ISTOOK.  Would  you  describe  for  us,  for  example,  the  3,300 
people  that  have  now  come  into  compliance  work.  Are  these  new 
hires  from  the  IRS?  Have  they  been  transferring  in  from  other 
areas  within  the  service? 

Mr.  Brand.  There  are  a  combination.  Congressman.  There  are 
some  new  hires  primarily  in  the  revenue  agent  area.  We  were  in 
the  process,  as  I  mentioned  to  Mr.  Kingston  earlier,  of 
reengineering  our  service  center,  customer  service  operations.  We 
are  consolidating  70  telephone  centers  down  to  23  centers  and  giv- 
ing customer  service  capability  in  service  centers.  This  has  created 
new  employment  opportunities  for  us  as  we  have  closed  sites. 

Internally  we  have  shifted  people  out  of  sites  that  were  closing 
and  positions  that  were  closing.  We  used  the  revenue  initiative  to 
hire  people  into  compliance  positions  in  many  locations.  The  mix  of 
the  hires  that  we  basically  have  right  now  is  about  2,000  people 
currently  from  occupations  that  were  being  sized  down  or  people 
that  were  upper  mobility  because  they  have  added  to  their  edu- 
cational credits,  et  cetera,  and  we  have  swept  in  another  1,000  peo- 
ple from  outside,  purely  competitive  appointments. 

Mr.  ISTOOK.  So  about  a  third  from  outside,  about  two-thirds  in- 
ternal, approximately.  As  far  as  within  the  IRS,  how  are  those  who 
work  on  the  compliance  efforts  perceived  compared  to  pay  pros- 
pects, compared  to  other  positions  and  advancement  opportunities. 
I  am  just  trying  to  understand  how  that  is  perceived  as  far  as  peo- 
ple working  within  the  IRS.  Do  your  best  and  brightest,  so  to 
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speak,  gravitate  toward  one  particular  line  of  advancement  or  an- 
other? 

Ms.  Richardson.  I  suspect  it  depends  on  which  line  you  are  talk- 
ing to  as  to  where  they  think  the  best  and  brightest  have  gravi- 
tated, but  we  have  always  been  an  organization  that  placed  a  high 
priority  on  the  professionalism  of  our  revenue  agents  and  revenue 
officers.  The  whole  compliance  function  and  our  special  agents  are 
well-known  for  their  ability  to  do  the  financial  part  of  investiga- 
tions, and  I  think  it  is  fair  to  say  that  we  have  put  a  great  deal 
of  emphasis  there,  a  lot  of  training.  We  have  also  tried  over  the 
years,  particularly  in  recent  years,  to  recognize  the  importance  of 
taxpayer  service,  not  just  from  the  compliance  standpoint,  but  as 
part  of  our  overall  mission,  and  I  think  we  have  done  a  lot  to  try 
to  enhance  the  qualifications  of  people  who  work  in  the  taxpayer 
service  area,  the  people  who  actually  answer  the  telephones,  who 
are  involved  in  the  account  work,  answer  tax  law  questions. 

CIVIL  VERSUS  CRIMINAL  CASES 

Mr.  ISTOOK.  Of  the  compliance,  has  there  been  a  ratio  between 
those  working  on  civil  as  opposed  to  criminal  cases,  revenue  agents 
versus  special  agents? 

Mr.  Brand.  Yes,  there  is. 

Mr.  ISTOOK.  I  would  like  to  see  a  breakdown  of  what  has  hap- 
pened so  far  and  what  is  intended,  not  just  between  civil  and  crimi- 
nal, but  in  more  detail. 

Mr.  Brand.  We  would  be  glad  to  provide  that  for  you. 

Mr.  ISTOOK.  What  is  that  ratio  between  civil  and  criminal  gen- 
erally? 

Mr.  Brand.  Let  me  have  somebody  take  a  look  at  that.  We  will 
give  it  to  you  specifically.  Normally  in  terms  of  our  breakdown  of 
people,  we  basically  have  about  6,000  special  agents  that  are  in- 
volved in  criminal  investigations.  The  bulk  then,  the  rest  of  our 
compliance  activity  is  involved  in  the  administrative  part. 

Mr.  ISTOOK.  I  am  just  interested  in  where  the  new  hires  are.  I 
will  finish  up  later.  Come  back  around. 

Mr.  LiGHTFOOT.  Mr.  Visclosky. 

CONSTRUCTION  INDUSTRY  MISCLASSIFICATION 

Mr.  Visclosky.  Thank  you,  Mr.  Chairman. 

Commissioner,  last  year  during  the  hearings  we  talked  about  em- 
ployee classification  and  also  in  the  committee  report  we  asked 
that  a  report  be  submitted  to  the  committee  March  1st.  It  is  my 
understanding  that  the  report  is  at  0MB  at  this  point  awaiting  ap- 
proval. 

Can  we  anticipate  that  we  will  receive  the  report  on  March  1st, 
and  secondly,  would  you  care  to  comment  generically  on  the  results 
of  it? 

Ms.  Richardson.  I  hope  you  receive  it  long  before  March  1st.  It 
is  in  the  clearance  process,  and  I  think  it  is  pretty  much  in  final 
form  as  far  as  we  are  concerned. 

You  had  asked  us  specifically  to  look  at  what  was  happening  in 
the  construction  industry  with  classification  of  workers,  whether 
they  are  treated  as  independent  contractors  or  employees,  and  I 
think  it  is  fair  to  say  generally  that  in  areas  where  we  have  people 
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who  are  employees,  that  are  wage  earners,  we  have  withholding, 
compliance  is  very,  very  high. 

Where  we  have  people  who  are  classified  as  independent  contrac- 
tors, there  is  no  withholding.  Frequently  there  is  no  information  re- 
ported. We  know  in  many  cases  there  should  be.  Compliance  levels 
are  much  lower  and  probably  our  single  greatest  compliance  con- 
cern in  terms  of  workers  today  is  in  the  whole  area  of  independent 
contractors. 

Mr.  Coleman.  Would  you  yield  for  just  a  second? 

Mr.  VISCLOSKY.  Yes. 

Mr.  Coleman.  Just  interested  in  that  question.  Was  there  a  rea- 
son? Was  it  specifically  for — was  it  construction,  is  that  what  you 
said? 

Mr.  ViscLOSKY.  Yes. 

Mr.  Coleman.  That  applies  to  a  lot  of  other  professions,  does  it 
not? 

Ms.  Richardson.  It  does.  I  think — well. 

Mr.  VisCLOSKY.  No,  go  on. 

Ms.  Richardson.  I  think  I  recall  you  were  concerned  that  in 
some  of  the  construction  areas,  there  were  people  who  have  been 
classified  for  many  years  as  employees  and  then  all  of  a  sudden 
were  classified  as  independent  contractors  by  their  former  employ- 
ers, whereas  their  job  had  not  changed  and  the  nature  of  the  work 
hadn't  changed.  I  think  you  asked  us  to  take  a  look  at  some  of 
those  situations  and  what  the  impact  on  compliance  had  been. 

Mr.  ViSCLOSKY.  Will  there  be  recommendations  in  the  report  as 
to  what  you  can  do  administratively  or  is  there  statutory,  regu- 
latory changes  that  might  be  warranted  to  improve  compliance? 

Ms.  Richardson.  I  think  we  will  be  describing  what  we  have 
been  doing  and  we  have  been  trying  to  work  with  a  number  of  the 
industry  groups,  particularly — not  just  in  the  construction  industry 
but  also  other  groups,  to  sit  down  and  work  with  them  about  how 
we  can  go  about  making  certain  that  people  who  are  properly  clas- 
sified as  independent  contractors  continue  to  be  classified  that  way, 
whereas,  those  who  are  employees  under  the  common  law  defini- 
tion, which  is  what  we  really  are  faced  with  having  to  enforce  are 
treated  as  employees. 

I  think  we  will  have  some  recommendations,  but  I  don't  think 
there  are  legislative  recommendations  coming. 

DIESEL  FUEL  TAX  EVASION 

Mr.  VisCLOSKY.  Okay.  Last  year  we  also  talked  about  evasion  on 
diesel  fuel.  It  was  as  high  as  15  to  25  percent  as  far  as  gallons  sold. 
You  had  indicated  that  because  of  the  locality  pay  at  the  time,  you 
weren't  going  to  see  a  lot  of  additional  people  tasked  to  enforce- 
ment of  diesel  fuel  evasion. 

In  response  to  a  question  asked  about  whether  or  not  the  situa- 
tion would  be  better  in  1994,  your  response  was,  I  think  we  would. 
In  retrospect,  did  things  get  better  in  1994  as  far  as  evasion  on  die- 
sel fuel? 

Ms.  Richardson.  I  mean,  they  got  better  in  terms  of  the  enforce- 
ment fortunately.  When  Congress,  in  1993,  changed  the  point  of 
taxation  from  the  retail  level  back  to  the  terminal  rack,  it  has 
made  a  significant  difference  in  compliance.  The  dollars — let's  see. 
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I  guess  we  have  the  numbers  based  on  a  calendar  year  and  the  ac- 
tual  

Mr.  ViSCLOSKY.  For  the  better? 

Ms.  Richardson.  They  are  for  the  better,  yes,  very  much  so,  and 
our  Assistant  Commissioner  for  Criminal  Enforcement  and  I  have 
spent  a  lot  of  time  with  Mike  Dolan  looking  at  what  has  happened 
in  this  area. 

It  is  an  area  where  organized  crime  is  deeply  involved,  and  all 
of  our  enforcement  people  tell  us  that  moving  the  point  of  taxation 
back  has  had  a  significant  impact  on  organized  crime's  involvement 
in  this  area. 

But  in  terms  of  the  actual  dollars  that  have  come  into  the  Treas- 
ury, even  if  you  adjust  for  the  rate  change,  because  there  was  a 
rate  increase  in  1993  as  well,  the  first  two  quarters,  we  are  up  to 
$676  million  in  two  quarters  in  1994,  the  first  two  quarters. 

Mr.  Brand.  Specifically,  I  believe  we  allocated  $9  million  in  1994 
in  terms  of  implementation  and  we  added  another  $17  million  by 
internal  redistribution  of  people  to  put  diesel  fuel  inspectors  on  the 
road  to  implement  the  types  of  things  that  you  have  to  implement. 

There  is  still  a  lot  of  room  for  improvement  there.  We  ought  to 
be  doing  much  more  enforcement  than  we  are  able  to  do,  but  we 
basically  have  added  resources  we  thought  we  could  add  to  this  to 
do  the  enforcement. 

The  issue  here  is,  as  the  Commissioner  mentioned,  a  long  history 
of  organized  crime  involvement,  invasion  of  taxes  here,  and  while 
we  have  agreed  we  have  a  real  nice  temporary  hold  with  the 
change  in  point  of  taxation,  if  we  don't  stay  at  this  big  time,  we 
know  they  are  already  testing  ways  to  try  to  defeat  the  tax  here. 

Mr.  ViSCLOSKY.  I  did  not  hear  your  revenue  figures.  I  am  sorry. 

Ms.  Richardson.  The  first  two  quarters  in  1994,  for  which  we 
have  the  numbers  now,  the  collections  are  up  by  over  $676  million, 
just  in  diesel  fuel. 

Mr.  ViSCLOSKY.  Could  I  ask  off"  what  base,  approximately? 

Ms.  Richardson.  Collecting  a  total — we  collected  a  total  in  those 
two  quarters  of  $2  billion — well,  if  you  take  out  the  rate  increase 
adjustment,  about  $2.8  billion. 

Mr.  Brand.  Your  base  in  calendar  year  1993  for  the  first  and  sec- 
ond quarters  was  $2.1  billion  and  in  1994  for  the  first  and  second 
quarters,  reflects  $3.4  billion. 

So  you  are  up  $1.2  billion.  About  $670  million  of  that  is  as  a  re- 
sult of  enforcement.  The  other  is  a  result  of  the  change  of  the  in- 
come tax  rate.  There  was  an  increase  in  the  rate. 

Ms.  Richardson.  So  we  feel  it  was  a  good  investment  and  we  are 
working  very  closely  with  the  States  in  this  area,  because  this  has 
increased  revenue  for  the  States  as  well.  If  we  can  work  together 
to  do  that,  we  feel  we  are  both  benefitted. 

It  is  an  area  where  we  also  hired  diesel  fuel  inspectors,  people 
who  were  not  full-fledged  special  agents,  but  people  who  could 
focus  specifically  on  diesel  fuel  inspections,  and  we  feel  they  more 
than  pay  for  themselves. 

Mr.  ViSCLOSKY.  Maybe  when  we  see  your  budget  figures  when 
you  come  back,  we  can  talk  about  that  because  I  also  think  revenue 
and  the  generation  of  it  here  is  key  where  people  legally  owe  the 
money  and  are  not  pa3dng  it. 
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I  also  think  we  have  problems  in  this  instance  of  organized  crimi- 
nal activity.  And,  in  the  first  instance,  unfair  competition  to  those 
who  are  organized  and  members  of  unions  over  and  above  the  reve- 
nue issue.  I  certainly  think  it  warrants  additional  attention  in  that 
you  can  solve  several  problems  at  one  time.  So  I  appreciate  the  im- 
provement. 

Ms.  Richardson.  This  is  an  area  where  we  have  spoken  to 
Chairman  Lightfoot  about  the  possibility  of  paying  some  of  the 
costs  out  of  the  highway  trust  fund,  because  we  in  effect  absorb  all 
of  the  enforcement  costs  out  of  our  appropriation  with  the  monies 
that  directly  go  to  the  highway  trust  fund.  And  so  we  have  some- 
times had  to  reallocate  money. 

Mr.  Coleman.  Too  bad  Frank  is  not  here. 

TAX  COMPLIANCE  INITIATIVE 

Mr.  VISCLOSKY.  If  I  could  ask  one  last  question.  That  is  on  the 
tax  compliance  initiative.  One  of  the  other  requirements  that  was 
put  forth  in  the  committee  report  is  a  plan,  due  January  3rd,  by 
which  we  could  measure  the  result  of  our  investment  in  compli- 
ance. 

Could  I  ask  where  that  is  as  far  as  methodology?  Because  again 
my  point,  and  maybe  it  is  the  accounting  major  in  me,  is  if  we  are 
going  to  make  this  type  of  investment,  we  want  a  sense,  is  it  work- 
ing? If  not,  are  there  adjustments  we  can  make  along  the  way? 

Ms.  Richardson.  Absolutely  and  we  believe  it  is  working,  but  we 
worked  out  the  methodology  with  GAO,  and  I  believe  with  your 
committee  staff,  and  the  first  report  I  think  is  due  here  on  March 
31  and  we  plan  to  meet  that  commitment.  We  can  certainly  give 
you  what  the  early  numbers  are  and  what  our  experience  has  been 
for  the  first  quarter  of  1995. 

Mr.  Brand.  I  can  tell  you  for  the  first  quarter  of  1995  that  our 
collections  have  gone  up  over  the  commensurate  period  in  1994,  our 
collections  have  gone  up  an  additional  $212  million  in  terms  of  col- 
lections. This  is  collection  activity. 

This  is  not  revenue  deposited.  Net  revenue  to  the  system  is  up 
5  percent  also  over  the  previous  quarter,  and  we  had  conducted  an 
additional  129,000  examinations  in  the  first  quarter  of  1995  com- 
pared to  what  we  conducted  in  the  first  quarter  of  1994. 

And  again,  the  bulk  of  this  revenue  initiative  has  not  hit  yet  be- 
cause most  of  these  individuals  were  hired  early  October,  through 
the  training  period,  the  first  quarter.  The  real  impact  of  that  will 
occur  in  the  second,  third,  and  fourth  quarter  of  this  fiscal  year. 

Mr.  KiNGHORN.  Mr.  Visclosky  we  were  filing  by  January  1  to  the 
committee  an  analysis  of  how  we  determine  that.  We  provided  it 
to  the  committee  on  the  27th  and  we  will  come  up  and  brief  you. 
It  is  a  fairly  detailed  methodology.  GAO  concurs,  it  is  much  more 
robust  than  we  have  ever  done  in  the  past. 

The  baseline  though,  the  first  thing  we  have  to  do  is  hire  people, 
and  in  fact  we  have  already  done  3,300  new  permanents  as  an  indi- 
cation in  the  methodology  that  indeed  we  are  doing  well,  and  when 
we  get  the  final  compliance  numbers  at  the  end  of  the  year,  we  will 
balance  that  against  those  numbers. 

Mr.  Visclosky.  We  could  enjoy  this  type  of  success,  Mr.  Dolan, 
next  fall. 
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Mr.  DOLAN.  I  was  hoping  you  weren't  going  to  raise  that. 
Mr.  ViSCLOSKY.  Thank  you,  Mr.  Chairman. 

COMPLIANCE  HIRING 

Mr.  LiGHTFOOT.  Thank  you,  Peter. 

In  the  last  few  minutes,  just  kind  of  on  open  forum  here,  any- 
body can  ask  any  questions  they  like  and  we  will  see  what  we  can 
get  in.  You  mentioned  earlier,  one  of  them  is  a  philosophical  prob- 
lem I  have  and  the  other  one  is  one  that  is  maybe  more  procedural 
we  can  do. 

First  of  all,  you  talk  about  the  number  of  FTEs  that  you  said  you 
had  to  hire  and  so  on.  I  guess  from  a  management  position,  I  got 
a  real  problem  with  the  idea  of  giving  any  agency  a  budget  and 
then  saying  you  have  got  to  hire  x  number  of  people.  That  just 
doesn't  make  sense  to  me. 

It  seems  to  me  we  ought  to  give  you  the  money  and  give  you  a 
mission  statement  saying  go  do  it,  and  you  figure  out  how  many 
people  you  need.  My  question  would  be,  number  one,  is  that  a  prob- 
lem with  you,  and  would  that  make  it  work  better? 

And  the  second  question,  there  were  times  you  didn't  get  any 
money,  other  times  it  got  bled  off  for  other  purposes,  would  it  be 
beneficial  to  you  if  we  were  very  explicit  in  the  language  that  that 
is  the  only  thing  you  could  use  this  money  for  and  we  could  totally 
fence  it  off  for  compliance? 

Mr.  KiNGHORN.  It  is  essentially  fenced  off  this  year  in  1995. 

Ms.  Richardson.  The  compliance  initiative  actually  did  that? 

Mr.  LiGHTFOOT.  Mr.  Hoyer  had  a  part  in  that. 

Ms.  Richardson.  With  our  agreement,  because  we  felt  that  that 
was  the  commitment  we  had  made,  to  hire  people  to  do  the  compli- 
ance work.  But  we  also  were  able  to  do  it  because  our  base  was 
fully  funded  for  the  first  time  in  several  years. 

Mr.  DOLAN.  If  we  could  stay  with  that  point  just  for  a  second. 
One  of  the  things  that  clearly  affects  us  is  when  you  have  the  cir- 
cumstance I  described  where  you  have  a  $105  million  cost  of  a  lo- 
cality pay  increase,  that  you  don't  have  grants  or  any  place  else  in 
the  budget  to  take  it. 

We  are  faced  with  the  choice,  do  you  use  the  $115  to  hire  new 
people  or  do  you  pay  the  salaries  that  the  on-board  people  who  are 
going  to  process  this  filing  season's  returns  are  due?  We  have  never 
taken  the  money  and  gone  off  and  done  that  sort  of  thing — it  has 
been  a  function  of  you  have  got  on-board  staff  that  you  are  count- 
ing on  when  the  bell  goes  off  for  the  filing  season,  and  you  have 
got  to  find  some  way  to  put  that  locality  pay  into  that. 

So  it  is  those  kind  of  choices  that  were  the  hard  choices,  particu- 
larly in  the  case  where  there  was  the  $115  versus  $105  swing.  So 
sequestering,  if  the  core  problem  doesn't  affect  what  it  is,  it  is 
going  to  cost  you  to  pay  for  those  people  next  year  as  part  of  your 
budget,  then  making  the  boxes  tighter  is  necessarily  an  answer  to 
the  bottom  line.  I  don't  know  if  I  confused  that  or  not. 

Mr.  LiGHTFOOT.  That  is  driven  from  our  end  here  in  that  we  tell 
you  to  give  the  increases  and  then  we  don't  do  it.  That  is  our  prob- 
lem. 

Mr.  Hoyer.  Mr.  Chairman,  on  that  you  are  absolutely  right.  I 
was  going  to  ask  Mr.  Visclosky.  If  the  Chairmsin  wants  to  end,  I 
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agree  with  him,  but  you  said  something  that  concerns  me,  and  it 
is  correct.  We  pit  Federal  employees  against  programs  and  we  do 
so  by  dishonestly,  in  my  opinion,  by  not  funding  the  pay  raises. 

For  instance,  last  year  we  essentially  made  an  agreement,  we  did 
an  increase,  but  the  money  was  put  in  a  lump  sum  and — the 
money  was  theoretically  disbursed  throughout  the  agencies,  but  in 
fact  it  wasn't  funded,  so  it  was  100  percent  absorption.  So  that  puts 
you,  Mike,  in  the  position  of  responding,  well,  we  had  to  take  $105 
million  so  we  couldn't  do  the  $115  initiative. 

That  is  unfair  to  the  employee  because  it  makes  the  employee 
look  like  they  are  defeating  the  initiative,  notwithstanding  the  ad- 
ministration and  the  government,  as  the  gentleman  pointed  out, 
saying  that  they  want  to  give  locality  pay  or  other  adjustment. 

I  t^ked  to  Mr.  Panetta  about  it,  Mr.  Chairman,  and  I  am  hoping 
they  fund  the  pay  raise.  Darman  did  fund  the  pay  raise.  As  you 
heard  me  say,  Dick  Darman,  as  Director  of  0MB  honestly  put  for- 
ward, this  is  what  we  are  going  to  do  in  the  pay  raise,  this  is  the 
money  available  to  do  it.  If  the  Congress  went  higher  than  that,  it 
was  obviously  unfunded,  we  had  to  figure  out  how  to  pay  for  it,  but 
it  was  less  than  100  percent. 

But  you  are  exactly  right.  We  put  the  employees  and  ourselves 
in  a  Catch-22  position  because  we  do  not  fund  the  pay  raise  out. 
I  am  hopeful  what  the  President's  budget  requires,  that  they  fund 
it,  or  suggest 

Ms.  Richardson.  And  I  guess  to  answer  the  other  part  of  your 
question  about  getting  a  budget  and  not  being  capped  or  limited, 
a  FTE  cap  or  whatever,  I  think  it  makes  very  good  sense,  because 
if  we  can  hire  more  effective  people  and  fewer,  we  should  be  able 
to  do  that  a  little  more,  if  we  need  greater  numbers,  and  we  can 
do  that  at  a  lesser  cost,  and  they  can  do  productive  work,  that 
would  seem  to  make  sense  as  well. 

Mr.  LiGHTFOOT.  The  other  question  to  follow  onto  that,  is  your 
management  a  type  of  environment  that  they  can  do  that? 

Ms.  Richardson.  I  believe  that  we  could.  I  believe  we  could  do 
it  wisely.  Obviously  there  are  personnel  rules  and  things  that 
would  need  to  be  addressed,  but  I  think  now  is  a  good  time  to  do 
that  as  well  too. 

Mr.  ISTOOK.  If  I  may,  Mr.  Chairman,  rezdizing  of  course  there 
has  been  reference  to  previous  funds  transferred  from  the  compli- 
ance initiative,  I  would  appreciate  receiving  a  copy  of  the  docu- 
mentation on  those  transfers  during  your  term,  say  since  you  have 
been  Commissioner,  and  I  am  not  quite  sure  what  that  paperwork 
would  be.  In  addition  to  the  description,  I  think  there  is  some  sort 
of  finding  or  explanatory  material  that  has  to  accompany  that.  I 
would  be  interested  in  seeing  a  set  of  those,  as  I  say,  for  all  fund 
transfers  out  of  the  compliance  initiative  appropriated  account. 

FIELD  COLLECTORS'  CALLS  PER  DAY 

I  also  wanted  to  ask,  I  know  in  some  of  the  written  testimony 
relating  to  a  later  witness  today  who  is  with  the  private  collection 
industry,  there  is  the  assertion  that  collectors — afield  collectors  on 
behalf  of  the  IRS,  I  think  that  is  the  correct  term,  the  field  collec- 
tors on  behalf  of  the  IRS  average  only  about  five  telephone  calls 
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per  day  to  persons  indebted  to  the  IRS,  whereas  private  collection 
employees,  they  assert,  make  about  70  calls  per  day. 

Do  you  have  any  information  about  whether  that  is  the  case,  or 
if  not,  what  is  the  case? 

Ms.  Richardson.  I  can  let  Mr.  Brand  address  that  directly,  but 
I  don't  believe  that  to  be  accurate  information.  Our  average  tele- 
phone tax  examiner  averages  about  six  phone  calls  an  hour,  and 
these  are  account  related  and  fairly 

Mr.  ISTOOK.  You  are  saying  six  an  hour? 

Mr.  Brand.  Of  course  I  have  not  seen  the  testimony.  The  confu- 
sion may  be  under  what  is  done  in  a  telephone  operation  and  what 
is  done  in  a  field  operation  that  didn't  require  travel  between  the 
sites,  various  contact  areas,  different  revenue  officers,  who  is  a 
field  officer  in  the  place  of  Manhattan  won't  make  multiple  calls  in 
a  single  building.  You  put  that  single  officer  in  Wyoming  and  you 
can  get  the  six  calls  a  day. 

Ms.  Richardson.  Those  are  not  telephone  operations.  Those  are 
actual  physical  visits  to  a  site. 

Mr.  Brand.  In  terms  of  telephone  operations,  we  average  six 
calls  per  hour  is  what  we  basically  average. 

Mr.  ISTOOK.  Is  that  an  eight-hour  day? 

Mr.  Brand.  Breaks  are  in  there  and  so  forth,  but  we  average  it 
to  six  calls  per  hour.  Well,  the  workday  for  an  individual  is  our 
telephone  operations  have  extended  our  hours  so  we  are  doing  Sat- 
urday work,  evening  work  to  basically  take  full  advantage  of  the 
spectrum  of  time  that  we  can  actually  contact  people. 

Mr.  ISTOOK.  Can  you  put  them  on  either  a  work  day  or  work 
week  basis  rather  than  six  per  hour  so  I  know? 

Mr.  Brand.  Let  meet  put  it  on  an  annual  basis  for  you.  Maybe 
that  will  help  in  terms  of  what  we  basically  do  in  ACS,  our  auto- 
mated collection  system.  In  the  first  quarter  of  1995,  we  were  aver- 
aging dollars  collected  of  $1.5  million  per  staff  year  that  we  invest 
in  ACS.  This  results  in  an  actual  disposition  of  about  1,200  cases 
on  an  annual  basis  per  ACS  employee,  disposition,  collection,  and 
that  is  what  the  average  is  in  terms  of  dollars  that  are  collectible. 

Mr.  ISTOOK.  You  are  shifting  reference  points  there  and  I  am  try- 
ing to  get  to  what  is  the  operative  figure,  whether  calls  per  day  or 
calls  per  week. 

Ms.  Richardson.  We  have  to  break  that  out  because  that  is  not 
actually  how  we  have  that  information.  So  we  will  have  to  get  it 
in  that  format. 

Mr.  ISTOOK.  What  is  the  mix  between  persons  that  are  basically 
telephone  collectors,  or  whatever  the  correct  term  for  it,  and  those 
that  are  other  type  of  collectors? 

Mr.  Brand.  Our  telephone  operations  are  staffed  at  about  3,100 
individuals  in  total  involved  in  the  telephone  operations.  We  have 
in  terms  of  revenue  officers,  just  under  6,000  revenue  officers  that 
are  actually  collecting  accounts  in  the  field. 

Mr.  DOLAN.  We  also  have  another  2,200,  I  believe,  in  the  service 
center  and  collection  branches  which  are  the  people  who  will  in- 
creasingly be  using  the  telephone  during  the  notice  period. 

Right  now  the  notice  period  is  largely  the  taxpayer  writes  us 
back  once  they  get  one  of  the  first  two  or  three  notices.  That  is  the 
process  we  talked  earlier  about,  converting  bigger  and  bigger  pieces 
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of  that,  the  telephone  comments  as  opposed  to  the  writing  com- 
ments. 

So  that  is  a  group  of  people  that  are  involved  in  the  front  end 
of  the  collection  process,  today  heavily  paper  bound,  beginning  with 
the  customer  service  centers,  transition  people  into  it.  So  you  put 
that  together  with  the  ACS  as  the  up  front,  high  density  kinds  of 
contact. 

Mr.  ISTOOK.  If  I  can  just  finish  up  with  this  point,  Mr.  Chairman, 
realizing  that  some  of  your  people  work  the  phone  more  than  any- 
thing else,  others  are  involved  in  correspondence,  others,  as  you 
say,  are  going  out  in  the  field,  and  certainly  we  can  all  envision 
that  there  are  some  occasions  where  you  have  just  got  to  go  out 
and  locate  somebody  physically,  but  how  many  people,  compared  to 
those  that  are  handled  by  phone  or  correspondence,  how  many  do 
you  actually  have  that  spend  most  of  the  day  out  in  the  field  for 
collection  purposes?  I  am  not  talking  about  audits.  I  am  talking 
about  attempting  collection. 

Mr.  Brand.  The  breakdown,  including  the  initiative  of  hiring  we 
have,  is  about  8,000  people  involved  in  field  activity  and  support 
of  field  activity.  We  will  have  about  10,100  involved  in  telephone 
activity  and  correspondence  activity,  nonface  to  face  activity. 

Mr.  ISTOOK.  Just  off  the  top  of  my  head,  that  seems  like  an  inor- 
dinately high  ratio  of  field  agents,  realizing  they  cannot  call  on 
nearly  as  many  accounts  and  have  to  have  transportation  resources 
as  well  as  office  resources  too.  That  is  where  it  gets  expensive. 

Mr.  Brand.  The  term  I  use  is  in  support  of  field  agents  because 
about  6,000  of  staff  that  is  actually  making  calls.  The  other  2,000 
of  that  staff  are  engaged  in  things  classified  as  field  work,  but  they 
are  engaged  in  such  things  as  filing  proofs  of  claim  and  bankruptcy 
situations,  monitoring  complex  suits  and  things  that  are  going  on 
that  are  assigned  to  the  field  collection  activity,  but  it  is,  in  fact, 
not  the  face  to  face  knocking  on  the  door.  It  is  processing  that  type 
of  activity. 

Mr.  ISTOOK.  I  would  appreciate  some  more  documentation  of  the 
rationale  for  the  ratio  and  the  activities  that  people  spend  most  or 
substantial  parts  of  their  time  out  in  the  field  for  collection  pur- 
poses. 

Mr.  KiNGHORN.  Mr.  Istook,  could  I  just  clarify  something?  We 
will  provide  you  that  information.  Some  of  the  money  that  was  for 
the  geographic  funding,  which  is  about  $100  million,  $70  million  of 
that  approximately  stayed  in  compliance  because  those  people  got 
geographic  pay,  so  much  of  that  stayed  in  compliance. 

Mr.  Istook.  That  already  existed  in  the  compliance  field,  didn't 
actually  go  to  expansion? 

Mr.  KiNGHORN.  Right. 

Mr.  LiGHTFOOT.  Commissioner,  thank  you  very  much.  Mr.  Brand, 
Mr.  Dolan.  Thank  you  for  coming  and  we  appreciate  your  time  this 
morning. 

INTRODUCTION  OF  GAO 

Our  second  panel  this  morning  is  from  the  General  Accounting 
Office.  Glad  to  have  you  back  with  us  again,  and  again,  we  will 
make  your  testimony  part  of  the  record  and  please  proceed  at  this 
point. 
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SUMMARY  STATEMENT  OF  GAO 

Ms.  Stathis.  Thank  you,  Mr.  Chairman,  and  with  that,  I  will 
summarize  briefly  so  that  you  can  ask  the  questions  you  might 
have. 

On  my  right  is  Greg  HoUoway,  who  is  the  Director  in  our  ac- 
counting division  who  does  our  financial  statement  audits  of  civil- 
ian agencies,  including  the  IRS,  and  on  my  left  is  Charlie  Daniel 
who  is  responsible  for  the  work  we  did  looking  at  private  sector  col- 
lection practices. 

In  my  statement  today,  I  have  some  description  of  some  of  the 
enforcement  challenges  that  IRS  faces,  the  size  of  the  tax  gap, 
which  exceeds  about  $100  billion  a  year,  and  the  tens  of  billions  of 
dollars  that  are  there  in  tax  debt  to  collect. 

Past  Congresses,  this  subcommittee,  recognizing  the  need  to  ex- 
pand IRS'  enforcement  presence  to  help  it  deal  with  those  chal- 
lenges, have  authorized  compliance  initiatives,  actually  in  every 
year  except  one  since  1990. 

The  intent  has  been  to  increase  staffing,  increase  compliance, 
and  produce  more  revenues.  IRS  has  not  fully  implemented  those 
initiatives,  as  has  already  been  discussed  here  this  morning,  partly 
because  of  circumstances  beyond  their  control,  such  as  underfunded 
pay  raises. 

As  a  result,  the  intent  to  increase  the  enforcement  presence  actu- 
ally has  not  worked.  The  staffing  levels  in  those  three  major  en- 
forcement programs  were  actually  lower  at  the  end  of  1994  than 
they  were  in  1989.  We  believe  the  prospects  that  this  year's  compli- 
ance initiative  will  be  implemented  are  greater  because  of  the  pro- 
vision in  the  appropriations  act  that  restricted  the  ability  to  use 
those  funds  for  other  purposes. 

Some  of  that  additional  compliance  staffing  is  to  be  used  to  col- 
lect delinquent  tax  debts;  however,  increased  staffing  is  not  the 
only  answer  to  that  problem.  The  problems  in  this  area  are  far 
more  fundamental. 

First,  IRS  must  improve  the  accuracy  of  the  delinquent  accounts 
inventory.  Second,  it  needs  to  slow  the  growth  in  the  inventory, 
and  finally,  it  needs  to  accelerate  and  increase  the  collection  of 
overdue  taxes.  Since  1990  IRS  has  taken  many  efforts  towards 
those  objectives,  as  they  have  described  this  morning;  however, 
they  have  not  made  much  headway. 

We  have  identified  five  underlying  causes  that  we  think  perpet- 
uate that  problem.  One  is  the  lack  of  accurate  and  reliable  informa- 
tion. Two  is  the  outdated  and  inefficient  collection  process.  Three 
is  the  difficulty  that  the  Service  has  in  balancing  its  collection  with 
the  need  to  protect  taxpayers.  Fourth  is  the  very  decentralized  or- 
ganizational structure,  and  fifth  is  the  uneven  staffing. 

We  believe  that  IRS'  efforts  will  not  be  very  successful  until  they 
deal  with  all  of  those  underlying  causes  and  those  are  causes  that 
cut  across  the  entire  agency  and  across  all  lines  of  managerial  au- 
thority and  responsibility. 
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We  also  believe  that  the  collection  process  needs  to  be 
reengineered  and  take  greater  advantage  of  private  sector  prac- 
tices. 

With  that,  we  would  be  pleased  to  answer  your  questions. 

Mr.  LiGHTFOOT.  Thank  you. 

[The  prepared  statement  follows:! 
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TAX  COMPLIANCE  INITIATIVES  AND  DELINQUENT  TAXES 

SUMMARY  OF  STATEMENT 

JENNIE  S.  STATHIS 

DIRECTOR,  TAX  POLICY  AND  ADMINISTRATION  ISSUES 

GENERAL  GOVERNMENT  DIVISION 

U.S.  GENERAL  ACCOUNTING  OFFICE 

The  Internal  Revenue  Service  (IRS)  faces  some  formidable 
enforcement  challenges  such  as  (1)  closing  a  tax  gap  that  was 
last  estimated  at  $127  billion  in  teuc  year  1992  and  (2) 
collecting  tens  of  billions  of  dollars  of  tax  debt.   Past 
Congresses  recognized  the  need  to  expand  IRS'  enforcement 
presence  to  help  it  deal  with  these  challenges.   Thus,  every  year 
but  1  since  1990,  Congress  has  funded  compliance  initiatives  that 
would  add  staff  with  the  intent  of  increasing  compliance  and 
producing  more  revenue. 

IRS  has  not  fully  implemented  past  compliance  initiatives  partly 
because  of  circumstances,  such  as  underfunded  pay  raises,  beyond 
its  control.   As  a  result,  although  the  intent  of  the  various 
initiatives  was  to  increase  IRS'  enforcement  presence,  staffing 
levels  in  three  of  IRS'  major  enforcement  programs  actually 
declined  between  1989  and  1994.   A  new  set  of  compliance 
initiatives  have  been  funded  for  fiscal  year  1995.   GAO  believes 
the  prospects  are  higher  that  IRS  will  implement  these 
initiatives  because  the  appropriations  act  restricted  IRS' 
ability  to  use  compliance  funds  for  other  purposes. 

Some  of  the  additional  compliance  staffing  for  1995  is  to  be  used 
to  collect  delinquent  tax  debts.   However,  increased  staffing  is 
not  the  only  answer  to  the  accounts  receivable  problem.   IRS' 
problems  in  this  area  are  more  fundamental.   First,  IRS  must 
improve  the  accuracy  of  its  delinquent  accounts  inventory. 
Second,  it  needs  to  slow  the  growth  of  the  inventory  of  tax  debt. 
Finally,  it  needs  to  accelerate  and  increase  the  collection  of 
overdue  taxes.   Since  1990,  IRS  has  undertaken  many  efforts 
toward  these  objectives,  however,  it  has  not  made  much  headway. 

GAO  identified  five  underlying  causes  that  tend  to  perpetuate 
IRS'  accounts  receivable  problems:   (1)  a  lack  of  accurate  and 
reliable  information,  (2)  an  outdated  and  inefficient  collection 
process,  (3)  difficulty  in  balancing  collection  efforts  with 
taxpayer  protections,  (4)  a  decentralized  organizational 
structure,  and  (5)  uneven  staffing.   IRS  needs  to  demonstrate 
that  its  efforts  will  effectively  deal  with  these  causes--causes 
that  cut  across  the  agency  and  across  lines  of  managerial 
authority  and  responsibility.   IRS  also  needs  to  reengineer  its 
outdated  collection  process  and  take  greater  advantage  of  private 
sector  practices. 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

We  are  pleased  to  be  here  today  to  assist  in  your  review  of  the 
Internal  Revenue  Service's  (IRS)  compliance  initiatives  and  IRS' 
progress  in  collecting  tax  debts.   Compliance  initiatives  are 
generally  intended  to  provide  IRS  with  more  money  for  additional 
staff  so  that  IRS  can  audit  more  tax  returns,  collect  more  tax 
debt,  or  do  more  in  other  artas  to  improve  compliance  with  tax 
laws  and  thus  increase  tax  revenues. 

My  testimony  today  makes  the  following  points: 

--  IRS'  enforcement  presence  is  relatively  low,  and  the  potential 
revenues  from  more  enforcement  are  substantial.   Although 
there  are  ways  to  enhance  IRS'  presence  without  increased 
compliance  staffing,  it  seems  clear  that  increased  staffing 
should  help  generate  significant  revenues  over  the  long  term, 
provided  the  increased  staffing  levels  are  maintained. 

--  Congress  funded  compliance  staffing  increases  every  year  but 
one  from  1990  through  1994.   Yet  IRS'  compliance  staffing 
declined  in  that  time  period.   The  compliance  initiatives  were 
often  not  implemented  as  Congress  intended  and  IRS'  tracking 
of  results  was  incomplete. 

--  Congress  again  authorized  additional  compliance  staffing  for 
fiscal  year  1995.   The  prospects  are  higher  that  IRS  will 
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implement  these  compliance  initiatives  because  the 
appropriations  act  restricted  IRS'  ability  to  use  compliance 
funds  for  other  purposes.   Initiative  results  should  also  be 
clearer  because  IRS  has  developed  a  better  tracking 
methodology.   The  value  of  the  results  of  that  methodology, 
however,  will  depend  on  the  quality  of  the  data  tracked. 

—  Some  of  1995 's  added  staffing  is  directed  toward  collecting 
tax  debts.   Despite  the  many  efforts  IRS  has  underway  to  deal 
with  the  accounts  receivable  problem,  in  some  respects  it  is 
worse  today  than  5  years  ago. 

—  In  our  view,  IRS  must  collect  more  delinquent  taxes  and  stem 
the  growth  in  outstanding  debts.   The  first  task  requires 
greater  efficiency  and  productivity  in  the  collection  process. 
The  second  requires  efforts  throughout  IRS  to  prevent 
delinquencies  and  avoid  cluttering  the  system  with  invalid  and 
uncollectible  accounts. 

POTENTIAL  REVENUES  FROM  TAX 
COMPLIANCE  AND  IRS'  PRESENCE 

Potential  revenues  from  better  tax  compliance  are  high.   IRS' 
latest  estimate  is  that  teixpayers  did  not  report  and  pay  about 
$127  billion  of  income  taxes  in  1992.  While  the  entire  "tax  gap" 
is  not  likely  to  be  collected,  IRS'  estimate  may  also  be  low 
because  it  is  old,  is  based  largely  on  old  data,  and  does  not 
include  other  kinds  of  taxes.   So,  an  estimate  for  1994  with  more 
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recent  data  might  present  a  different  picture  of  the  gap--most 
likely  a  larger  one.   For  example,  the  current  estimate  of  $127 
billion  does  not  reflect  the  estimated  drop  in  voluntary 
compliance  of  small  corporations  from  81  percent  in  tax  year  1980 
to  61  percent  in  tax  year  1987.   In  addition  to  the  annual  tax 
gap,  the  accumulated  inventory  of  tax  debts  exceeds  $150  billion- 
-perhaps  a  fifth  of  it  collectible.   And  refund  fraud  has  been 
growing  rapidly. 

At  the  same  time,  IRS'  enforcement  presence  is  relatively  low. 
In  fiscal  year  1993,  IRS  audited  less  than  1  percent  of  the  total 
number  of  income  tax  returns  filed.   IRS  pursued  fewer  than  37 
percent  of  the  tax  year  1990  cases  of  underreported  income 
identified  through  document  matching.   And  more  than  half  of  last 
year's  delinquent  accounts  workload  was  still  in  backlog  at  the 
end  of  the  year. 

Some  of  these  problems  might  be  alleviated  with  more  efficient 
use  of  existing  IRS  resources,  simpler  tax  laws,  or  improved 
administrative  processes.   Additional  enforcement  resources  may 
also  help  to  generate  more  revenue  over  time,  provided  the 
increased  staffing  levels  are  maintained  and  staff  are  properly 
and  effectively  deployed.   In  terms  of  collecting  delinquent 
taxes,  we  believe  that  long-term  improvement  requires  improved 
operations  and  more  emphasis  on  actions  to  prevent  delinquencies 
from  occurring  in  the  first  place. 
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It  is  also  important  to  remember  that  revenue  losses  from  some 
staffing  increases  are  possible  in  the  first  year  because  of  the 
lag  between  the  time  new  staff  are  hired  and  the  time  they  become 
productive.   During  this  time,  IRS  incurs  substantial  opportunity 
costs  because  experienced  staff  are  used  to  train  new  staff. 


IRS'  Problems  in  Implementing 

and  Tracking  Past  Compliance  Initiatives 


Past  Congresses  recognized  the  need  to  expand  IRS'  enforcement 
programs  to  better  ensure  that  taxes  due  the  government  were 
identified  and  collected.   Thus,  every  year  but  1  since  1990, 
Congress  has  funded  compliance  initiatives  that  would  add  staff 
with  the  intent  of  increasing  compliance  and  producing  more 
revenue . 

However,  IRS  has  not  fully  implemented  past  compliance 
initiatives  partly  because  of  circumstances,  such  as  underfunded 
pay  raises,  beyond  its  control.^  As  a  result,  although  the 
intent  of  the  various  initiatives  was  to  increase  IRS' 
enforcement  presence,  staffing  levels  in  three  of  IRS'  major 
enforcement  programs  actually  declined  over  this  period,  as  shown 
in  table  1. 


^Appendix  I  provides  additional  information  on  IRS'  experience  in 
implementing  past  initiatives.   Appendix  II  includes  a  list  of 
past  GAO  products  dealing  with  IRS  compliance  initiatives. 
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Table  1:   Staff ina  in  Three 

Since  Fiscal 

Year  1989 

FTEs                        1 

Fiscal  year 

Examination 

Collection 

Document 
matching 

Total 

1989 

31,315 

18,470 

5,691 

55,476 

1990 

28,788 

18,034 

5,683 

52,505 

1991 

28,592 

18,605 

5,609 

52,806 

1992 

28,393 

18,518 

4,394 

51,305 

1993 

27,490 

18,214 

4,165 

49,869 

1994 

27,066 

17,742 

3,644 

48,452 

1995 
without 
compliance 
initiatives 

26,037 

16,606 

3,115 

45,758 

1995  with 

compliance 

initiatives 

28,788 

18,387 

3,360 

50,535 

Source:   Data  for  1989  through  1991  come  from  Tax  Adminis 
Trends  for  Certain  IRS  Programs  (GAO/GGD-93-102FS,  May  26 
Data  for  1992  through  1995  come  from  IRS  annual  reports, 
budget  requests,  IRS  data  relating  to  the  compliance  init 
for  fiscal  year  1995,  and  IRS  budget  officials. 


,  1993). 

IRS 

iatives 


Our  past  work  also  disclosed  problems  with  IRS'  tracking  of 
initiative  results.   For  example,  IRS'  tracking  system  for  the 
fiscal  year  1991  compliance  initiatives  did  not  provide  for 
offsetting  any  increased  revenues  from  initiative  staff  with 
decreased  revenues  from  reductions  in  baseline  staffing.   So  that 
Congress  would  have  a  complete  picture  of  the  results  of  those 
initiatives,  we  recommended  in  1992  that  IRS  revise  its  tracking 
approach  to  (1)  compare  total  authorized  staffing  and  total 
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revenue  expected  with  actual  totals  for  staff  and  revenue 
achieved  and  (2)  explain  any  differences  in  what  Congress 
expected  and  what  IRS  achieved.^ 


Will  Things  Be  Different  for 

the  Fiscal  Year  1995  Initiatives? 


Congress  again  authorized  compliance  initiatives  for  fiscal  year 
1995,  totaling  $405  million--the  largest  appropriation  for 
compliance  initiatives  thus  far.   IRS  has  estimated  that  the 
appropriation  will  fund  an  additional  6,238  full-time  equivalents 
(FTEs)  who  will  generate  at  least  $9  billion  in  revenue  over  the 
next  5  fiscal  years.   IRS'  estimate  assumes  that  funding  will  be 
provided  in  the  years  after  1995  to  maintain  the  increased 
staffing  levels. 

The  fiscal  year  1995  appropriation  act  (P.L.  103-329)  provides 
that  "the  $405,000,000  made  available  for  the  fiscal  year  1995 
tax  compliance  initiative  shall  not  be  expended  for  any  other 
purposes."  More  significantly,  the  act  further  provides  that  "no 
funds  shall  be  transferred  from  the  'Tax  Law  Enforcement'  account 
during  fiscal  year  1995."   Those  provisions  are  to  ensure  that 
the  funds  are  used  as  intended  and  prevent  erosion  of  IRS' 
enforcement  base  as  occurred  in  prior  years. 


^Tax  Administration:   Congress  Needs  More  Information  on  

Compliance  Initiative  Results  (GAO/GGD-92-118,  July  31,  1992] 
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It  should  be  understood,  however,  that  the  fiscal  year  1995 
initiative  funding  was  added  to  an  already-eroded  base.   Without 
the  compliance  initiatives,  the  Administration's  fiscal  year  1995 
budget  request  called  for  a  2,008  FTE  reduction  in  IRS' 
enforcement  staff --from  an  authorized  level  of  67,044  in  fiscal 
year  1994  to  65,036  in  fiscal  year  1995.   Thus  about  one-third  of 
the  FTEs  paid  from  compliance  initiative  funding  will  not 
increase  IRS'  enforcement  presence  but  merely  retain  staffing  at 
fiscal  year  1994 's  level. 

As  noted  earlier,  we  have  recommended  changes  in  the  way  IRS 
tracked  past  compliance  initiative  results.   IRS  has  a  new 
methodology  for  tracking  the  results  of  the  fiscal  year  1995 
initiatives  that  should  provide  more  useful  information  with 
which  to  judge  IRS'  success.   As  described  in  documentation  we 
received  from  IRS  last  week,  for  example,  the  new  methodology 
calls  for  attributing  results  to  the  initiatives  only  after  the 
base  has  been  fully  realized.   IRS  also  plans  to  track  results 
down  to  a  greater  level  of  detail  than  before.   For  this  tracking 
to  be  most  useful  to  Congress,  it  is  important  that  IRS  and  the 
Subcommittee  have  a  clear  understanding  of  the  base  FTE  and 
revenue  levels  to  be  used  for  tracking  purposes.^   IRS  will  also 


'In  describing  its  methodology,  IRS  says  the  "base  and  initiative 
FTE  levels  are  based  on  the  official  IRS  initial  financial  plan, 
dated  September  26,  1994,  with  some  minor  realignments  to  cover 
unbudgeted  pay  increases  and  reclassification  by  employment 
categories. " 
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need  to  clearly  explain  any  adjustments  to  the  base  that  may 
occur  as  tracking  continues  over  the  next  several  years. 

Although  IRS'  tracking  methodology  has  improved,  the  ultimate 
value  of  the  results  in  documenting  the  benefits  realized  for  the 
dollars  appropriated  will  depend  on  the  quality  of  the  data 
tracked.   According  to  IRS,  the  revenue  data  to  be  used  in 
measuring  the  success  of  the  compliance  initiatives  is  to  come 
from  the  Enforcement  Revenue  Information  System  (ERIS)--a 
relatively  new  system  designed  to  account  for  actual  collections 
resulting  from  IRS'  enforcement  programs  and  to  enable  IRS  to 
more  accurately  measure  and  predict  enforcement  costs  and 
revenues.   ERIS  is  not  yet  fully  operational,  but  IRS  believes  it 
will  be  by  the  end  of  the  year. 

We  have  some  concerns  about  the  reliability  of  IRS'  ERIS  data. 
Those  concerns  derive  from  an  October  1993  IRS  Internal  Audit 
report  which  says,  in  part,  that  "information  in  ERIS  reports  is 
still  not  accurate,  reliable  or  consistent".   Based  on  a 
discussion  with  IRS  officials,  it  is  our  understanding  that  a 
contractor  was  to  have  corrected  the  data  deficiencies  identified 
by  Internal  Audit,  but  th;ose  corrections  have  not  yet  been  made 
because  of  contractual  problems. 

Although  not  enough  time  has  passed  to  comment  on  IRS'  success  in 
generating  additional  revenue  as  a  result  of  the  fiscal  year  1995 
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initiatives,  IRS  says  it  has  made  substantial  progress  in  taking 
the  first  step  toward  generating  those  revenues--hiring  the 
additional  staff  authorized  by  Congress. 

COLLECTING  DELINQUENT  TAXES 

Some  of  IRS'  compliance  initiatives  have  been  directed  toward 
collecting  delinquent  taxes.   For  example,  of  the  6,200 
additional  staff  provided  by  the  fiscal  year  1995  compliance 
initiatives,  IRS  has  targeted  about  1,800  (or  29  percent)  to  go 
to  the  collection  function,  which  is  responsible  for  collecting 
delinquent  taxes. 

IRS'  poor  performance  in  collecting  tens  of  billions  of  dollars 
in  delinquent  taxes  has  been  a  concern  of  this  Subcommittee  for 
several  years.   Also,  IRS'  overall  management  of  accounts 
receivable  is  recognized  as  a  high-risk  area  by  the  Office  of 
Management  and  Budget,  GAO,  and  IRS.   This  situation  has  not  only 
lessened  the  revenues  immediately  available  to  support  government 
operations  but  could  also  jeopardize  future  taxpayer  compliance 
by  leaving  the  impression  that  IRS  is  neither  fair  nor  serious 
about  collecting  overdue  taxes. 

IRS  has  undertaken  many  efforts  in  trying  to  deal  with  the 
accounts  receivable  problem.   These  included  correcting  errors  in 
master  file  records  of  tax  receivables,  targeting  high  dollar 


478 


cases  for  prompt  resolution,  developing  systems  to  better  target 
compliance  and  prevention  programs  and  to  more  accurately 
identify  valid  and  collectible  receivables,  and  settling  some  tax 
debts  for  less  than  what  taxpayers  owe.   Through  such  efforts, 
IRS  is  trying  to  (1)  improve  the  accuracy  of  its  delinquent 
accounts  inventory,  (2)  slow  the  growth  in  the  inventory,  and  (3) 
accelerate  and  increase  the  collection  of  overdue  taxes. 

Some  of  IRS'  efforts  to  achieve  these  objectives  are  long  term; 
and  measurable  results  and  improvements  will  take  time.   However, 
since  1990  there  has  been  little  improvement  in  the  bottom  line — 
inaccurate  data  are  still  a  problem,  the  inventory  continued  to 
grow,  and  collections  of  delinquent  taxes  declined.   As  shown  in 
figure  1,  over  the  period  1990  through  1994,  the  gross  inventory 
of  tax  debt*,  as  reported  by  IRS,  grew  about  80  percent--from 
$87  billion  to  $156  billion.   And,  during  that  same  period, 
annual  collections  of  delinquent  taxes  declined  about  8  percent-- 
from  $25.5  billion  to  $23.5  billion.   An  increase  was  recorded 
between  1993  and  1994,  but  1993 's  total  was  the  worst  debt 
collection  result  since  1988. 


*The  inventory  of  tax  debt  includes  all  outstanding  debts  owed  by 
taxpayers  that  are  in  IRS'  detailed  accounting  records,  even 
though  many  are  invalid.   IRS  currently  cannot  differentiate 
valid  from  invalid  accounts  in  this  inventory. 
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Figure  1:   Inventory  of  Tax  Debt.  1990  through  1994 


Note  1:   Gross  receivables  include  accounts  categorized  as 
currently  not  collectible.   Receivables  data  represent  year-end 
balances  while  collection  data  represent  annual  totals. 

Note  2:   Effective  November  1990,  P.L.  101-508  extended  the 
statutory  time  limit  on  collections  from  6  years  to  10  years. 

Source:   IRS 

And  in  1994,  IRS  abated  or  suspended  collection  action  on  about 
$2  of  receivables  for  each  $1  it  collected.   (See  figure  2.) 
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Figure  2;   Accounts  Receivable  Dispositions.  Fiscal  Year  1994 


Unresolved  (backlog/allowance  for 
doubtful  accounts) 


Resolved  ttirough  collections 


Resolved  through  abatements 


Unresolved  (backlog/accounts 
estimated  to  be  collectible) 


Note  1:   Data  reflect  the  disposition  of  accounts  receivable  in 
working  inventory  at  the  beginning  of  the  year  and  new 
receivables  established  during  the  year. 

Note  2:   Collectibility  amounts  are  IRS  estimates  based  on 
Research  Division  analysis  of  the  accounts  receivable  inventory. 

Source:   IRS 


IRS'  gross  accounts  receivable  inventory  is  an  indication  of  IRS' 
collection  workload.   It  does  not  reflect  delinquent  taxes 
actually  owed.   Because  of  overstatements  in  the  inventory  and 
errors  by  IRS  and  tcixpayers,  much  of  the  gross  balance  is 
invalid.   In  addition,  many  valid  accounts  are  considered 
uncollectible  because  IRS  believes  the  delinquent  taxpayers 
cannot  pay  or  because  IRS  cannot  find  them.   After  considering 
all  of  the  above,  and  assuming  continuation  of  existing 
collection  practices,  IRS  estimated  that  about  $29  billion  of  the 
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September  30,  1993,  accounts  receivable  balance  of  more  than  $137 
billion  was  then  collectible. 

The  overall  results  since  1990  reflect  the  (1)  pervasiveness  of 
problems  throughout  IRS'  processes  that  cumulate  in  the  inventory 
and  (2)  difficulty  in  coming  to  grips  with  underlying  causes. 
Many  breakdowns  or  inefficiencies  in  other  IRS  programs 
contribute,  such  as: 

--  the  failure  of  returns  processing  to  correctly  account  for  a 
taxpayer's  payment  may  result  in  the  creation  of  an  invalid 
account  receivable; 

--  the  failure  of  taxpayer  service  to  promptly  resolve  a 

taxpayer's  inquiry  about  an  overdue  account  may  perpetuate  the 
receivable;  and 

--  an  IRS  compliance  effort  which  overstates  a  taxpayer's 

liability  also  inflates  the  inventory,  makes  additional  work 
for  collection  personnel,  and  offers  no  guarantee  of  revenue 
generation. 

We  identified  five  underlying  causes  that  tend  to  perpetuate 
problems  in  accounts  receivable. 
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First  and  foremost  is  IRS'  lack  of  accurate  and  reliable 
information,  which  hinders  efforts  to  effectively  deal  with 
tax  debts.   Priority  must  be  given  to  this  area  because  so 
many  of  IRS'  ongoing  and  future  efforts  rely  heavily  on 
accurate  and  reliable  information.   IRS  now  can  estimate  the 
total  value  of  its  valid  receivables  based  on  statistical 
samples  selected  from  its  inventory.   While  these  estimates 
are  an  improvement  over  past  information,  they  are  an  interim 
step. 

TRS  needs  to  correct  underlying  account  information  to  ensure 
that  accurate  information  is  used  to  develop  new  systems. 
Until  accurate  and  reliable  information  on  the  validity  and 
collectibility  of  the  inventory  of  tax  debts  is  available,  IRS 
will  continue  to  waste  time  and  resources  pursuing  debts  that 
are  not  real  and  will  not  generate  revenue.   IRS  also  needs  to 
continue  its  ongoing  efforts  to  collect  and  analyze 
information  from  internal  and  external  databases  so  that  it 
can  design  more  effective  compliance  and  prevention  strategies 
and  improve  its  collection  progreims. 

Second,  IRS'  collection  process  was  introduced  several  decades 
ago  and  although  changes  have  been  made,  the  process  remains 
outdated,  costly,  and  inefficient.   The  three  stage  collection 
process--computer-generated  notices  and  bills,  telephone 
calls,  and  personal  visits  by  collection  employees- -takes  much 
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longer  and  is  more  costly  than  those  in  the  private  sector. 
For  example,  IRS  generally  uses  mail  for  up  to  6  months  to 
contact  delinquent  taxpayers  before  telephone  contact  is 
attempted.   In  the  private  sector,  telephone  contact  is  the 
primary  tool  and  calls  are  made  early  in  the  collection 
process.   IRS  is  expanding  a  program  that  it  tested  in  two 
field  locations  in  which  certain  delinquent  taxpayers  were 
contacted  by  telephone  after  2  to  3  months.   According  to  IRS 
officials,  700  additional  staff  have  been  added  to  expand  the 
program  nationwide.   This  change  will  put  more  emphasis  on 
contacting  delinquent  taxpayers  by  telephone  rather  than 
personal  visits  by  revenue  officers--a  change  we  and  the 
Subcommittee  have  recommended. 

--  Third,  while  Congress  has  given  IRS  strong  tools  such  as 

levies  and  seizures,  to  collect  delinquent  taxes,  it  has  also 
established  a  number  of  statutory  safeguards  to  prevent  their 
unwarranted  use.   An  unintended  result  has  been  to  hamper 
collections. 

For  example,  the  1988  Taxpayer  Bill  of  Rights  prohibits  IRS 
from  evaluating  staff  on  the  basis  of  dollars  collected. 
Without  the  use  of  this  measure,  IRS'  staff  have  less 
incentive  to  collect  taxes.   Their  evaluation  does  not 
distinguish  between  collection  actions  that  essentially  write 
off  a  tax  debt  and  actions  which  result  in  collecting  taxes 
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owed--both  are  considered  case  closings.   Such  a  practice  may 
be  one  reason  why  IRS  field  collection  staff  have  been 
declaring  more  tax  debts  "currently  not  collectible"  each  year 
than  they  collect. 

We  understand  the  importance  of  balancing  the  need  to  protect 
the  rights  of  taxpayers  with  the  need  to  collect  tax  debts. 
While  IRS  must  be  fair  and  follow  appropriate  laws  and 
regulations,  taxpayers  must  also  accept  their  respective  tax 
obligations.   By  not  doing  so,  all  other  taxpayers  bear  a 
disproportionate  share  of  the  tax  burden. 

Fourth,  IRS'  highly  decentralized  organizational  structure 
results  in  all  7  regions,  63  districts,  and  10  service  centers 
sharing  responsibility  for  collecting  tax  debts.   IRS  has  two 
ways- -the  Federal  Managers'  Financial  Integrity  Act  and 
strategic  management  planning  processes--to  focus  managers' 
efforts  on  the  accounts  receivable  problem.   Neither 
specifically  addresses  the  interrelationship  of  the  underlying 
causes  of  the  problem. 

And  fifth,  staffing  imbalances  cunong  field  offices  have 
resulted  in  staff  being  available  in  some  offices  to  pursue 
small  and  large  debts  while  in  other  offices  large  debts  might 
go  uncollected  because  of  staff  shortages.   We  have  pointed 
out  that  adding  more  staff,  particularly  in  the  field,  was  not 
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a  long-term  solution  and  would  not  guarantee  increased 
collections.   IRS  tends  to  allocate  two-thirds  of  its 
collection  staff  to  this  last  stage  of  the  collection  process. 
IRS  has  taken  some  steps  to  address  staffing  imbalances  among 
its  field  offices. 

What  More  Needs  to  be  Done? 

In  our  view,  IRS'  primary  task  is  two-fold:   collect  more 
delinquent  taxes  and  stem  the  growth  in  outstanding  debts.   The 
first  part  of  the  task  requires  greater  efficiency  and 
productivity  in  the  collection  process.   The  second  requires 
changes  in  other  IRS  components  to  help  prevent  delinquencies  and 
minimize  cluttering-up  the  collection  process  with  invalid  and 
uncollectible  accounts. 

We  recognize  that  IRS  has  numerous  efforts  under  way  that  could 
help  to  resolve  the  accounts  receivable  problem  and  we  support 
the  intent  of  those  efforts.   IRS  also  needs  to  clearly 
demonstrate  to  Congress  that  its  efforts  will  effectively  deal 
with  the  five  underlying  causes  of  the  accounts  receivable 
problem- -causes  that  cut  across  the  agency  and  across  lines  of 
managerial  authority  and  whose  resolution,  thus,  requires  an 
institution-wide  focus. 
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Equally  important  is  that  IRS'  strategy  address  ways  to  best 
reengineer  its  outmoded  tcix  collection  processes.   Because  most 
of  these  processes  were  designed  decades  ago,  they  have  not  kept 
pace  with  advances  in  technology  or  communications.   As  a  result, 
IRS'  ability  to  collect  taxes  has  been  hampered.   IRS  has  also 
not  taken  full  advantage  of  the  vast  experience  that  private 
sector  collection  companies  have  in  areas  such  as  locating 
debtors  and  managing  accounts  receivable.   Testing  the  use  of 
such  companies  to  locate  and  contact  delinquent  taxpayers  might 
be  an  appropriate  step  in  reengineering  IRS'  tax  collection 
processes. 

Mr.  Chairman,  that  concludes  my  remarks  this  morning.   I  would  be 
pleased  to  respond  to  questions  the  Subcommittee  may  have. 
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APPENDIX  I  APPENDIX  I 

IRS'  HISTORY  IN  IMPLEMENTING  COMPLIANCE  INITIATIVES 

In  all  but  1  year  since  1990,  Congress  has  appropriated  IRS  funds 
for  various  compliance  initiatives.   These  initiatives  were 
intended  to  provide  IRS  with  additional  staff  so  that  IRS  could, 
among  other  things,  audit  more  returns,  collect  more  delinquent 
taxes,  and  enhance  international  and  criminal  enforcement 
efforts.   Although  we  have  generally  supported  these  initiatives 
in  concept,  our  past  work  has  shown  that  the  initiatives  were  not 
implemented  as  Congress  intended. 

In  1990,  IRS  received  funding  for  nine  compliance  initiatives  and 
implemented  only  two.   In  1991,  Congress  appropriated  $191 
million  for  initiatives,  and  IRS  used  $134  million  for  that 
purpose.   No  compliance  initiatives  were  authorized  in  1992.   In 
1993  and  1994,  Congress  authorized  initiatives  of  $43  million  and 
$115  million,  respectively.   IRS  spent  only  $9.3  million  on  the 
fiscal  year  1994  initiatives. 

IRS'  inability  to  implement  past  initiatives  stemmed  from  the  use 
of  initiative  funds  to  cover  unfunded  costs  in  IRS'  base 
operations.    IRS  has  consistently  used  initiative  funding  to 
cover  budget  shortfalls  that  have  ranged  from  $80  million  to  $200 
million. 
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APPENDIX  I  APPENDIX  I 

--  IRS'  fiscal  year  1991  appropriation  included  $191  million  for 
3,476  additional  staff  to  implement  nine  compliance 
initiatives.   IRS  subsequently  reduced  the  funding  and  staff 
for  those  initiatives  to  $134  million  and  the  2,236, 
respectively.   These  reductions  were  made  to  (1)  fund  $15 
million  in  unbudgeted  fiscal  year  1991  costs,  such  as  a 
portion  of  the  fiscal  year  1991  pay  raise  and  (2)  account  for 
delays  in  hiring  that  occurred  because  IRS'  appropriation  was 
passed  after  the  start  of  the  fiscal  year. 

--  IRS'  fiscal  year  1994  appropriation  provided  $115  million  for 
several  initiatives  that  were  intended  to,  among  other  things, 
help  IRS  collect  more  delinquent  taxes,  increase  audit 
coverage,  increase  international  compliance  efforts  and  deal 
with  various  compliance  issues,  such  as  bankruptcy, 
independent  contractors,  nonfilers,  and  electronic  filing 
fraud.   According  to  IRS  officials,  IRS  used  most  of  the 
fiscal  year  1994  initiative  funds--$105  million  of  the  $115 
million--to  fund  locality  pay.   The  President's  budget  as 
submitted  to  Congress  did  not  provide  for  such  funding. 
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APPENDIX  II  APPENDIX  II 


PAST  GAP  PRODUCTS  ON  COMPLIANCE  INITIATIVES 

Tax  Administration:   Analysis  of  IRS'  Budget  Recniest  for  Fiscal 
Year  1995  (GAO/GGD-94-129,  Apr.  20,  1994). 

Tax  Administration:   IRS'  Budget  Recaiest  for  Fiscal  Year  1994 
(GAO/T-GGD-93-23,  Apr.  28,  1993). 

Tax  Administration:   Congress  Needs  More  Information  on 
Compliance  Initiative  Results  (GAO/GGD-92-118,  July  31,  1992). 

Tax  Administration:   IRS'  Budget  Reguest  for  Fiscal  Year  1993 
(GAO/T-GGD-92-34,  Apr.  30,  1992). 
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PAY-OFF  OF  INVESTMENT  IN  TAX  COMPLIANCE 

Mr.  LiGHTFOOT.  IRS  says  we  have  got  $5  back  for  every  $1  that 
we  invest.  Is  that  an  accurate  testimony? 

Ms.  Stathis.  We  are  comfortable  with  the  proposition  that  if  you 
increase  enforcement  staffing  and  maintain  it  for  a  period  of  time, 
that  over  a  number  of  years,  you  will  have  a  payback.  And  based 
upon  the  work  we  have  done  over  the  years,  I  think  five  to  one, 
sounds  like  a  reasonable  estimate.  I  do  want  to  say  that  the  data 
that  are  used  in  making  those  estimates  are  probably  not  100  per- 
cent accurate,  but  they  are  the  best  available. 

GAO  RECOMMENDATIONS  ON  IRS  PRIORITIES 

Mr.  LiGHTFOOT.  You  have  made  some  pretty  astute  recommenda- 
tions over  the  years  that  IRS  could  use  to  increase  their  tax  compli- 
ance. David  Letterman  has  got  his  top  10  from  the  home  office  in 
Sioux  City,  Iowa.  From  the  home  office  in  Shenandoah,  Iowa,  if  you 
had  to  list  the  top  three  things  priority  wise  that  you  have  rec- 
ommended that  IRS  did  not  do,  what  would  those  top  three  be? 

Ms.  Stathis.  Well,  I  may  ask  my  colleagues  to  pipe  in  here  if 
they  want  to,  but  of  those  five  causes  that  we  listed,  all  of  which 
are  very  important,  we  think  the  information  is  probably  the  most 
important. 

And  let  me  say  that  except  for  a  few  of  our  recommendations, 
IRS  has  something  under  way.  There  is  one  I  will  get  to  where  they 
really  haven't  done  much  of  anything. 

But  in  terms  of  information,  that  is  the  most  important.  They 
really  need  to  straighten  up  these  accounts  and  get  a  system  in 
place  so  that  we  will  all  know  what  the  problem  is  that  they  are 
dealing  with.  They  are  in  the  process  of  producing  a  better  system, 
or  at  least  we  think  it  will  be  better,  but  it  is  not  on  line  yet.  This 
is  one  of  the  recommendations  where  there  is  a  lot  under  way,  but 
hardly  an3^hing  completed.  So  we  think  information  is  just  really 
the  founding  piece.  Until  we  know  what  we  are  dealing  with  and 
how  best  to  deal  with  it,  we  really  don't  know  exactly  where  to  put 
staff  or  how  to  do  the  best  job. 

The  other  series  of  recommendations  that  we  have  made  that 
really  go  to  the  heart  of  this  are  the  ones  where  we  say  the  process 
has  to  be  reengineered.  This  process  was  designed  decades  ago.  The 
early  intervention  that  IRS  talked  about  earlier — where  they  are 
going  to  put  700  more  people  to  make  calls  earlier — implements 
one  of  our  recommendations,  which  we  really  are  heartened  to  see. 
But  once  they  have  done  that,  we  would  say  these  are  sort  of  Band- 
Aid  approaches,  and  that  they  will  still  not  have  a  modern  process 
even  once  they  have  done  that.  They  really  need  to  reengineer  the 
process. 

And  the  one  recommendation  we  made  that  is  part  of  that  better 
process,  is  that  they  test  using  some  private  collection  agencies  to 
see  how  useful  they  would  be  and  how  they  would  work  out.  That 
has  not  been  done. 

Mr.  HOLLOWAY.  If  I  could  add  to  what  Jennie  said,  if  I  were 
going  to  summarize  IRS,  after  having  done  the  financial  statement 
audit  there,  I  would  probably  characterize  it  as  an  agency  that  in 
the  late  1950's,  early  1960's,  created  an  information  management 
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system  designed  to  productively  process  tax  returns.  In  doing  that, 
it  was  never  with  the  vision  that  there  would  ever  be  receivable 
balances  to  the  level  that  they  are  at  today.  I  don't  think  it  was 
ever  the  vision  that  this  system  would  be  viewed  as  a  source  of  tax 
information. 

So  what  you  ended  up  with  was  something  that  essentially  was 
an  assembly  line  for  processing  tax  returns,  getting  the  minimum 
amount  of  information  required  to  be  able  to  get  them  processed, 
get  refunds  issued,  get  taxes  collected,  and  put  them  in  the  Treas- 
ury. I  suspect  if  we  go  back  to  1955—1  was  just  being  bom  then, 
so  I  don't  have  a  full  remembrance  of  it — what  you  would  probably 
find  is  that  there  weren't  very  many  receivables  back  then. 

What  has  happened  as  a  result  of  that?  We  moved  into  the 
1990's,  the  volume  multiplied — the  work  load — and  the  systems 
that  were  set  up  back  in  the  1950's  and  1960's  cannot  respond. 
They  are  not  flexible.  They  do  not  always  have  the  information  that 
is  needed.  So  what  ends  up  happening  when  we  talk  about  ac- 
counts receivable?  We  talk  in  our  testimony  about  an  inventory  of 
tax  debts.  What  that  essentially  represents  is  anything  and  every- 
thing IRS,  for  whatever  the  reasons  were,  assessed  against  a  tax- 
payer that  is  outstanding. 

Now,  as  our  testimony  alludes  to,  a  lot  of  that  is  not  even  valid. 
It  includes  cases  in  which  IRS  may  have  gotten  an  indication  that 
someone  should  have  filed  a  tax  return  but  didn't,  they  call  it  the 
"substitute  for  return"  program.  IRS,  in  an  effort  to  get  the  person 
to  file  a  return,  assesses  a  liability  based  on  all  the  information 
IRS  received.  So  the  account  means  this  person  didn't  have  a  re- 
turn and  IRS  has  sent  the  person  a  notice,  asking  the  person,  to 
file.  It  doesn't  necessarily  mean  the  person  owes  anything. 

But  those  kind  of  things  also  sit  in  that  growing  balance.  The 
problem  IRS  has  though  is  because  their  information  systems  were 
set  up  just  to  process  tax  returns,  they  don't  have  a  quick  way  to 
take  out  those  kind  of  things  to  get  down  to  just  what  has  really 
been  determined  to  be  owed  and  then  to  develop  strategies  to  go 
pursue  it. 

And  so  if  there  was  one  outstanding  thing  to  me  that  seems  to 
be  most  critical  is  IRS  has  to  get  information  systems,  and  I  think 
the  trade  name  for  that  is  TSM,  but  the  idea  is  they  have  got  to 
get  more  real-time  processing  that  allows  them  to  identify  who 
owes  them  money  quicker  and  to  effect  collection  techniques  that 
you  see  done  every  day  in  private  business. 

Mr.  LiGHTFOOT.  Mr.  Hoyer. 

REASONS  FOR  IRS  PLACEMENT  ON  HIGH  RISK  LIST 

Mr.  Hoyer.  Thank  you.  I  am  to  some  degree  sorry  that  you 
didn't  testify  first  with  a  great  deal  of  detail  and  then  have  Mrs. 
Richardson  sort  of  respond  to  that.  But  I  am  going  to  ask  her  to 
respond  to  some  of  what  you  have  said  in  your  statement,  which 
I  am  now  reading.  I  have  not  read  it,  and  I  apologize  for  that. 

We  have  talked  about  the  five  reasons  you  point  out  including  a 
lack  of  accurate  and  reliable  information,  and  an  outdated  process 
which  is  costly  and  inefficient.  Then  statutory  safeguards,  an  unin- 
tended consequence  of  which  you  point  out  is  slowing  down  the 
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process  substantially.  Now,  on  these  five  reasons,  are  they  in  order 
of  importance,  do  you  think? 

Ms.  Stathis.  I  think  they  are. 

Mr.  HOYER.  They  are,  okay.  So  if  you  could  solve  one,  you  would 
solve  one  first. 

Ms.  Stathis.  I  think  the  reason  the  information  is  so  important 
is  that  you  really  c£ui't  do  the  other  four  without  it. 

Mr.  HOYER.  In  your  statement  you  say  the  compliance  initiatives 
often  were  not  implemented  as  Congress  intended.  Now,  because  I 
haven't  read  your  statement,  what  specifics  have  not  been  imple- 
mented? You  have  mentioned  that  to  some  degree  in  your  opening 
statement. 

Ms.  Stathis.  I  think  we  were  saying  there  that  the  total  amount 
of  money  that  was  intended  to  go  to  add  more  people  actually  was 
absorbed  in  pay  raises  in  large  part,  and  in  other  unfunded  items. 

IMPACT  OF  PAY  RAISES  ON  OPERATIONS 

Mr.  HoYER.  Has  GAO  done  an3^hing  on  the  pay  raises?  This  is 
unrelated  to  IRS,  but  very  much  related  to  the  government  as  a 
whole,  in  terms  of  failure  to  fund  pay  raises  out  front  rather  than 
requiring  absorption? 

Ms.  Stathis.  In  terms  of  the  impact  of  that  overall 

Mr.  HoYER.  Yes. 

Ms.  Stathis.  I  am  not  aware  that  we  have  done  anything  on 
that. 

Mr.  HoYER.  Mr.  Chairman,  because  I  have  got  to  go,  I  am  not 
going  to  ask  additional  questions,  but  what  I  am  going  to  do  is  ask 
Mrs.  Richardson  to  comment  on  this  report,  and  then  perhaps  get 
back  to  Ms.  Stathis  and  her  colleagues  on  their  comments. 

I  think  what  I  have  read  of  it,  it  is  useful,  and  not  much  of  a 
surprise  to  IRS  obviously.  We  need  to  do  a  lot  better  than  we  are 
doing,  however,  because  your  ability  as  an  independent  interlocutor 
here  to  say  they  are  right  or  they  are  wrong  has  been  useful  to  us. 
It  has  been  useful  to  us  because  you  have  testified  before  here  on 
this  issue. 

Ms.  Stathis.  These  items  in  the  statement  in  terms  of  what  we 
believe  are  the  fundamental  causes  have  been  in  GAO  reports  now 
for  some  time.  We  had  that  in  a  1992  report  and  we  have  been 
tracking  it  for  a  period  of  time. 

privatization  of  collections  process 

Mr.  HoYER.  The  privatization  of  collections,  you  had  been  looking 
at  the  private  collection  system  wherein  they  go  to  telephones  a  lot 
more  quickly  than  the  IRS  does,  et  cetera,  et  cetera. 

Did  you  look  at  the  right  of  privacy?  IRS  argues  of  course  that 
this  is  a  unique  kind  of  collection  process,  when  you  are  dealing 
with  the  government,  there  are  certain  protections  against  the  gov- 
ernment that  don't  necessarily  apply  to  Hecht  Company  or  some- 
body else.  The  Statutory  Privacy  Act  may,  but  the  constitutional 
protections  do  not. 

What  observations  have  you  made  with  respect  to  the  problems 
of — either  in  a  pilot  project  way  or  in  a  broader  sense  going  to  pri- 
vate collection  agencies  for  IRS  liability? 
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Mr.  Daniel.  Based  on  the  work  that  we  have  done,  we  really 
haven't  found  any  problems  exactly  with  the  privacy  aspects.  For 
example,  there  are  many  States  that  use  private  collection  compa- 
nies in  collecting  their  delinquent  State  taxes,  and  the  privacy 
problem  is  really  basically  handled  from  the  perspective  that  the 
contractors  have  to  abide  by  the  same  privacy  rules  and  regulations 
the  State  employees  have  to  follow.  So  basically  you  apply  your 
same  privacy  regulations,  privacy  provisions  to  the  contractor. 

In  addition,  there  is  a  Treasury  regulation  that  also  gives  guide- 
lines for  IRS  when  they  do  use  contractors  for  their  work,  which 
states  that  they  have  to  make  sure  that  the  contractors  aJbide  by 
the  privacy  laws  that  the  government  employees  follow. 

Mr.  HOLLOWAY.  One  thing  you  may  want  to  think  about  is  the 
amount  of  privacy.  I  worked  in  the  private  sector  with  a  financial 
institution  for  a  while,  and  one  of  the  things  that  we  did  was  pull 
out  all  stops  to  collect  unpaid  debts.  I  am  not  professing  to  be  an 
expert  on  the  privacy  laws,  but  it  would  seem  to  me  that  if  you  are 
desirous  of  effecting  some  beneficial  improvement  in  how  IRS  goes 
about  collecting,  one  of  the  things  that  would  need  to  be  looked  at 
is  the  amount  of  privacy  afforded.  Trying  to  balance  rights  of  the 
taxpayer,  which  I  think  is  very  important,  with  the  need  to  collect 
taxes  that  are  legitimately  owed  covers  a  broad  span.  At  least  per- 
sonally with  me  anyway,  would  be  the  idea  if  someone  didn't  pay 
their  taxes  and  they  legitimately  owed  them,  then  I  wouldn't  feel 
as  concerned  about  their  privacy — at  least  in  terms  of  what  a  col- 
lector knows  when  one  goes  to  collect.  You  are  not  really  dealing 
with  privacy  issues  other  than  displaying  financial  information  to 
somebody  to  go  get  the  money. 

These  concerns  create  a  lot  of  dynamics  and  require  a  difficult 
balance.  And  I  think  IRS  has  a  tremendous  challenge,  more  so 
than  most  people  will  ever  understand  trying  to  work  that  balance, 
because  it  is  tough. 

Mr.  Daniel.  There  are  further  protections  that  the  private  collec- 
tion companies  we  did  talk  to  mentioned.  They  all  follow  the  Fair 
Debt  Collection  Practices  Act  voluntarily,  which  gives  some  restric- 
tions in  terms  of 

Mr.  HOYER.  That  is  the  statutory  protection,  yes. 

Mr.  Daniel.  Exactly,  in  terms  of  disclosing  information  and  pri- 
vacy. 

Mr.  HOYER.  Mrs.  Stathis,  did  you  want  to  comment  on  that? 

Ms.  Stathis.  That  is  okay. 

Mr.  HoYER.  The  last  question  I  would  have  because  of  time,  have 
you  had  an  opportunity  to  analyze  the  State  performance  as  they 
contracted  out  collection  responsibilities,  did  you  have  an  oppor- 
tunity or  have  you,  maybe  it  is  in  your  statement,  compared  the 
performance  of  the  State  itself  and  its  contractor  and  secondly, 
have  you  compared  among  States  whether  there  was  a  uniform 
performance  increase  by  contracting  out  the  collection  responsibil- 
ity? 

STATE  EXPERIENCE  WITH  PRIVATE  COLLECTORS 

Ms.  Stathis.  Well,  we  have  a  report  as  to  what  the  States  told 
us,  which  we  can  get  to  you.  I  think  we  had  28  responses,  and  14 
of  them  said  that  it  was  very  effective.  Eight  of  them  said  that  it 
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was  neutral,  about  the  same  as  State  employees,  and  six  of  them 
thought  it  was  ineffective.  And  we  had  some  recovery  rates  that 
they  got,  but  I  am  not  sure  that  we  have  them  compared  to  what 
State  employees  were  doing.  But  we  do  have  some  information. 

Mr.  HOYER.  But  these  are  simply  State  analysis?  There  is  no 
independent  analysis? 

Ms.  Stathis.  That  is  right. 

Mr.  HoYER.  Obviously  it  depends  on  who  you  ask.  If  the  person 
in-house  is  the  collector,  he  or  she  may  think  the  person  out  of 
house  is  really  not  so  great.  They  could  really  do  it  better. 

Ms.  Stathis.  That  is  why  it  is  pretty  compelling  when  the  major- 
ity of  them  say  that  it  is  effective  and  you  have  another  group  that 
said  that  it  is,  the  same,  neutral. 

Mr.  HoYER.  They  want  me  give  you  a  quick  response  to  that.  If 
I  am  the  person  that  suggested  we  do  it  by  contracting  it  out  and 
you  asked  me,  is  it  working,  bias  can  be  either  in  or  out.  I  could 
say,  yes,  it  is  working.  I  suggested  this  to  the  governor,  he  adopted 
and,  boy,  he  was  right  to  rely  on  my  opinion,  but  I  really  think, 
Mr.  Chairman 

Mr.  LiGHTFOOT.  That  was  a  great  idea. 

PRIVACY  OF  TAXPAYERS 

Mr.  HOYER.  Yes.  We  need  an  objective  analysis  as  to  whether 
this  works,  I  have  a  sense  that  one  of  the  reasons  it  does  work  is 
because  there  is  less  constraint,  more  aggressiveness,  and  particu- 
larly if  it  is  tied  to  percentage  of  collections,  there  is  a  tremendous 
economic  incentive  which  works. 

Ms.  Stathis.  And  I  think  most  of  them  were  of  that  sort.  The 
contracts  were  set  up  so  that  the  contractors  were  only  paid  if  they 
collected 

The  recovery  rates  varied  tremendously  in  terms  of  what  the 
States  gave  us  back;  but  we  would  expect  a  lot  of  variation  in 
terms  of  the  kind  of  debt  sent  out  to  collectors  and  the  time  during 
the  process  that  they  sent  it  out.  There  are  a  whole  host  of  reasons 
why  those  recovery  rates  could  vary. 

Mr.  HOYER.  Mr.  Chairman,  it  might  be  useful  for  us  to  look  at 
that  and  see  if  we  could  work  with  IRS.  It  is  very  controversial  be- 
cause we  have,  for  obvious  reasons,  concerns.  A,  about  IRS,  and 
then  if  you  contracted  out  and  insulated  IRS  from  responsibility 
and  have  some  hell-bent  for  leather  collector  out  there  who  gets  30 
percent  or  25  percent  of  collections,  you  know,  and  forgets  about 
the  rights  of  the  taxpayer  because  if  I  collect,  I  get  paid. 

Mr.  Hollow  AY.  That  is  right. 

Ms.  Stathis.  There  was  a  discussion  earlier  about  taxpayer 
rights  and  potential  abuses.  It  seems  like  over  the  years,  most  of 
the  concerns  that  people  have  had  about  collection,  IRS'  collection, 
have  been  with  revenue  officers  where  there  was  the  personal 
interface,  where  people  make  personal  visits. 

A  lot  of  the  collection — in  fact,  all  the  collection  agencies  that  we 
know  of  don't  personally  visit  anybody.  It  is  all  done  on  the  tele- 
phone, so  there  is  less  potential  there  for  abuse,  or  abusive  situa- 
tions. 

Mr.  HoYER.  Ever  had  a  bill  collector  call  you?  You  don't  have  to 
answer  that  question.  That  is  a  rhetorical  question. 
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Ms.  Stathis.  No,  I  haven't. 

Mr.  HOYER.  The  fact  of  the  matter  is,  as  a  lawyer,  I  can  tell  you 
I  had  a  lot  of  clients  tell  me,  these  bill  collectors 

Ms.  Stathis.  Pretty  tough? 

Mr.  HoYER.  A  lot  of  that  led  to  the  State  and  Federal  statutes 
because  of  the  abusive  telephone  calling  that  occurred  on  the  job, 
at  home,  in  the  morning,  6:00  a.m.,  5:30  a.m.,  et  cetera,  et  cetera. 
So  it  can  be — just  a  telephone  can  be  a  pretty  tough  weapon  to  use 
if  used  incorrectly. 

Thank  you,  Mr.  Chairman. 

Mr.  LiGHTFOOT.  Thank  you,  sir. 

Mr.  HOYER.  And  I  regret  that  I  have  to  leave,  but  I  thank  you 
very  much  for  this  hearing.  It  has  been  a  good  one. 

Thank  you. 

MIX  OF  TELEPHONE  AND  FIELD  AGENT  STAFF 

Mr.  LiGHTFOOT.  Just  speaking  very  quickly  on  a  question  Mr. 
Istook  was  interested  in.  He  was  talking  to  the  IRS  people  about 
the  mix  on  telephone  and  field  staff.  What  is  your  read  on  that? 
I  think  the  sense  here  is  this  may  be  a  bit  unbalanced. 

Ms.  Stathis.  That  is  our  sense  as  well,  and  my  information  is 
different  than  what  IRS  gave  you,  so  we  will  be  going  back  to 
check.  But  I  am  still  under  the  impression  that  about  two-thirds 
of  their  resources  are  in  that  final  stage  of  the  process,  which  is 
one  of  the  reasons  that  we  have  continued  to  suggest  that  more  of 
the  resources  be  placed  up  front.  If  you  have  two-thirds  of  your  re- 
sources in  the  last  third  of  your  process,  your  debt  is  going  to  end 
up  rolling  there  just  because  of  where  you  have  staff*  positioned. 

So  I  will  be  back  checking  on  that  number  because  my  informa- 
tion is  different. 

PRIVACY  OF  TAXPAYERS 

Mr.  LiGHTFOOT.  The  privacy  issue  too,  there  is  a  Washington 
Post  story  that  was  in  July  of  last  year,  1,300  IRS  workers  accused 
of  snooping  at  tax  returns.  Said  that  they  were  using  government 
computers  to  browse  through  tax  returns  of  friends,  relatives,  and 
neighbors.  Talking  about  the  privacy  problem  when  giving  it  to  pri- 
vate collectors,  it  looks  like  there  is  an  interagency  problem  with 
privacy  as  well.  I  would  personally  think  that,  as  you  mentioned, 
that  the  laws  are  probably  pretty  stringent  as  to  what  we  do  with 
those  kinds  of  things.  And  if  we  pursue  the  idea  of  using  private 
collectors,  which  I  happen  to  lean  toward  at  this  point,  for  a  couple 
of  reasons,  number  one,  from  a  taxpayer's  perspective,  it  doesn't 
cost  us  a  nickel  until  they  collect  something.  So  there  is  a  revenue 
sort  of  thing  with  it,  and  again,  as  Mr.  Hoyer  was  talking  about, 
constraints  that  the  private  collectors  aren't  under. 

I  suspect  this  has  more  to  do  with  the  fact  that  the  managerial 
constraints  with  how  a  private  collector  works  allows  their  people 
to  be  more  initiative,  more  entrepreneurial.  They  are  not  cloaked 
in  this  bureaucratic  hiring  structure  where  they  are  scheduled  to 
do  something  or  there  is  no  incentive  if  they  do  a  good  job.  But  I 
think  that  may  have  a  lot  to  do  with  why  some  of  these  States  have 
been  so  successful  with  it. 
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Mr.  HOLLOWAY.  Congressman  Kingston  touched  on  something 
earlier  that  I  think  is  a  very  significant  part  of  it.  From  my  private 
sector  experience,  you  have  people  who  are  assigned  particular  ac- 
counts where  they  become  familiar  with  those  accounts  and  they 
tend  to  be  more  effective,  because  what  you  have  is  more  speciali- 
zation. For  example  you  often  will  see  people  who  are  good  at  col- 
lecting consumer  debt  or  good  at  collecting  commercial  debt;  and 
they  are  very  different  kinds  of  animals  when  you  start  trying  to 
collect  them.  I  think  some  of  that  is  even  true  in  taxes  I  think  it 
makes  a  difference  when  it  is  your  account  and  you  are  calling 
back  and  talking  to  the  same  person  than  when  you  are  talking  to 
multiple  people,  having  to  look  information  up,  get  up  to  speed,  fig- 
ure out  what  to  do  and  act  on  it.  Somebody  who  has  lived  and 
breathed  your  account  is  what  often  happens  in  the  private  sector. 
Whether  they  do  it  through  some  numerical  breaking  up  or  alpha- 
betically, that  is  how  they  typically  set  those  things  up. 

Mr.  LiGHTFOOT.  And  the  customer  has  more  confidence? 

Mr.  HoLLOWAY.  Absolutely. 

Mr.  LiGHTFOOT.  If  every  time  I  call,  I  am  talking  to  you,  we  may 
reach  an  impasse  somewhere,  but  at  least  there  is  an  identity 
there. 

Mr.  HoLLOWAY.  Absolutely. 

UPGRADING  OF  IRS  SYSTEMS 

Mr.  LiGHTFOOT.  How  much  of  this  goes  back  to  your  original 
statement  that  we  are  still  in  the  1950s? 

Mr.  HOLLOWAY.  My  sense  is  most  of  it  does.  Until  you  correct  the 
systems  issues  that  then  provide  the  information,  I  don't  know  how 
much  confidence  I  would  have  in  hardly  anything  you  are  told 
about  what  is  collected  and  how  that  links  back  to  investment  be- 
cause it  is  difficult  to  do. 

I  mean,  if  you  just  look  at  the  structure  of  the  master  file  and 
the  way  it  is  set  up,  it  is  difficult  to  try  to  link  revenues  collected 
from  there  back  to  the  investment  of  people,  which  is  coming  from 
a  whole  other  system.  They  don't  have  a  system  that  is  user  friend- 
ly that  allows  you  to  take  data  and  manipulate  it  very  easily;  and 
you  would  have  to  have  that  capacity.  They  are  certainly  working 
on  it.  I  don't  want  to  give  the  impression  that  they  are  not  trying 
to  do  some  things,  because  they  are.  But  they  are  against  a  very 
difficult  challenge  until  they  get  better  systems. 

Mr.  LiGHTFOOT.  Mr.  Visclosky. 

METHODOLOGY  TO  MEASURE  SUCCESS 

Mr.  Visclosky.  On  the  methodology,  you  had  mentioned  in  your 
testimony  that  for  this  tracking  to  be  most  useful  to  Congress,  it 
is  important  that  the  IRS  and  the  subcommittee  have  a  clear  un- 
derstanding of  the  base  FTE  and  revenue  levels  to  be  used  for 
tracking  purposes,  and  earlier  in  your  testimony,  you  mentioned 
that  the  value  of  the  results  of  the  methodology  will  depend  on  the 
quality  of  the  data  track. 

As  the  subcommittee  works  through  the  methodology  so  we  can 
try  to  make  at  least  some  general  boundary  judgments  on  whether 
we  are  moving  in  the  right  direction  or  not,  what  should  we  be 
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looking  for  and  what  are  the  questions  we  should  be  asking  to 
make  sure  that  we  are  in  sync? 

Ms.  Stathis.  I  think  one  of  the  things  that  we  need  some  agree- 
ment on  soon  is  what  the  baseline  FTEs  and  revenues  are  going 
to  be.  That  is  the  base  from  which  they  are  going  to  track  the  com- 
pliance initiative. 

Now,  they  have  a  proposal  in  something  they  sent  you  as  to  the 
FTEs  that  they  propose  to  use;  and  as  far  as  we  know,  that  is  a 
reasonable  baseline.  But  we  have  not  seen  anything  on  what  they 
are  going  to  use  for  baseline  revenues.  So  that  will  be  a  question 
as  to  what  that  is  going  to  be  and  how  it  is  going  to  be  calculated. 
So  that  we  will  then  be  able  to  compare  the  additional  revenues  to 
that  base  and  to  know  whether  we  have  achieved  something  or  not. 

As  we  have  alluded  to  before,  I  think  they  are  using  the  best 
available  data  that  they  have.  We  are  not  sure  that  it  is  100  per- 
cent accurate,  and  I  don't  know  that  there  is  much  that  the  sub- 
committee can  do  about  that. 

Mr.  ViSCLOSKY.  Okay,  thank  you. 

TRACKING  OF  1995  TAX  COMPLIANCE  INITIATIVE 

Mr.  LiGHTFOOT.  Just  One  final  question.  We  will  let  you  get  out 
of  here  on  time.  We  put  $405  million  in  fiscal  year  1995.  Are  you 
tracking  how  they  are  using  that  and,  if  so,  where  are  we  in  that 
process? 

Ms.  Stathis.  Well,  these  are  early  days,  so  there  is  not  a  whole 
lot  to  track.  We  do  h_ve  some  information  on  just  the  number  of 
people  that  they  have  hired,  which  was  the  same  information  that 
they  gave  you  this  morning. 

That  will  be  the  first  step— getting  people  on  board  and  trained 
and  getting  them  into  productive  work.  And  a  number  of  those  peo- 
ple are  new  hires,  so  they  are  brand-new  people  who  have  to  be 
trained  as  to  how  IRS  wants  them  to  do  an  audit  or  to  work  to  col- 
lect taxes  and  to  understand  the  IRS  system.  So  there  is  a  pretty 
steep  learning  curve. 

ACCURACY  OF  ESTIMATES  OF  UNCOLLECTIBLE  TAXES 

Mr.  LiGHTFOOT.  One  thing  that  Mrs.  Richardson  was  talking 
about,  the  $150  billion  and  what  broke  out  into  noncoUectibles  and 
interest  and  so  on.  I  realize  that  they  are  constrained  by  certain 
statutes  to  keep  things  on  the  books,  but  did  they  have  the  statis- 
tical ability  to  really  understand  noncompliance? 

Ms.  Stathis.  There  are  two  aspects  of  noncompliance  that  we 
should  talk  about,  and  maybe  Greg  will  want  to  talk  about  the  ac- 
counts receivable,  and  I  will  talk  to  you  about  the  tax  gap. 

These  are  two  different  estimates.  The  tax  gap  estimate  is  one 
where  we  would  expect  less  precision  than  in  the  accounts  receiv- 
able because  this  is  an  idea  of  how  much  revenue  might  be  out 
there  that  we  are  not  getting. 

There  is  a  lot  of  estimation  that  has  to  go  in  that  and  the  data 
that  they  have  are  pretty  old.  It  is  based  on  the  taxpayer  compli- 
ance measurement  program  that  they  do  periodically  in  which  they 
try  to  look  at  everything  on  a  sample  of  returns.  They  haven't  done 
that  for  some  time.  They  really  desperately  need  to  do  that;  and 
they  are  in  the  process  of  planning  to  do  one. 
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But  even  when  they  get  it  done,  it  is  a  number  of  years  before 
they  factor  those  numbers  into  their  tax  gap  estimates.  So  they 
don't  have  very  good  data  on  noncompUance,  but  it  is  ballpark.  We 
take  it  as  kind  of  a  ballpark  estimate  as  to  what  might  be  out 
there,  and  the  numbers  that  we  have  used  in  our  testimony  are 
just  income  tax  estimates.  They  don't  include  emplojrment  taxes, 
excise  taxes,  a  whole  host  of  other  kinds  of  things.  So  I  would  say 
they  could  be  better,  but  they  are  reasonable  ballpark  numbers. 

Now,  on  the  accounts  receivable  where  you  actually  get  accounts 
on  your  books  and  records,  I  think  we  would  expect  a  little  better 
precision. 

Mr.  HOLLOWAY.  I  guess  I  would  give  what  I  will  call  the  CPA, 
accountant-type  view  of  the  world.  And  my  answer  would  be  that 
it  is  my  perception  that  the  senior  management  at  IRS  clearly  un- 
derstands what  needs  to  be  there. 

The  difficulty  is  trying  to  translate  based  on  what  they  have  to 
work  with — and  that  is  why  I  keep  going  back  to  systems — and  to 
coming  up  with  realistic  numbers.  When  you  start  talking  about 
accounts  receivable,  I  think  they  are  having  a  very  difficult  time 
trying  to  figure  out  how  to  take  what  they  have  and  translate  it 
into  what  we  conventionally  think  of  as  accounts  receivable. 

I  think  they  are  having  a  very  difficult  time  trying  to  do  the 
same  thing  with  tracking  revenue  and  associating  it  with  the  in- 
vestment made;  and  that  is  all  a  function  of  the  way  that  they 
gather  data  to  begin  with.  I  know  one  observation,  which  I  believe 
the  Commissioner  made,  was  that  increase  in  receivables  is  not  al- 
ways bad.  That  may  hold  true  to  some  extent  in  the  private  sector 
environment  because  you  want  to  increase  it,  but  the  real  catch  is, 
how  much  of  it  are  you  collecting? 

It  can  be  bad  if  it  is  growing,  but  what  you  are  collecting  isn't, 
because  then  what  you  have  is  a  lot  of  lost  opportunity.  And  in  fair- 
ness to  her  statement,  I  think  there  is  some  truth  that  some  things 
that  they  are  doing  that  are  good,  like  the  installment  agreements 
and  other  things  that  try  to  keep  people  in  the  system,  will  in- 
crease it. 

But  a  lot  of  other  things  must  be  factored  in,  such  as  when  you 
look  at  how  much  is  "currently  not  collectible,"  the  statute  expires 
and  it  is  never  collected.  And,  just  for  clarity's  sake,  "currently  not 
collectible"  does  not  mean  that  they  can't  get  money  from  an  ac- 
count. What  it  typically  means  is  that  they  made  a  decision  that 
it  was  not  cost  beneficial  to  pursue  it  because  of  whatever  re- 
straints are.  A  lot  of  times  it  is  bankrupt  people,  but  sometimes 
there  are  a  variety  of  reasons  that  they  throw  accounts  in  those 
categories. 

But  I  think  the  challenge  goes  back  to  the  systems  issue.  When 
you  have  good  integrated  systems  that  give  you  real-time  informa- 
tion, you  have  the  capacity  to  use  telephones,  you  have  the  capacity 
to  get  to  people  quicker,  which  allows  you  to  collect  some  of  those 
things  that  now  you  don't,  that  you  may  not  even  get  to  or  identify 
for  a  year  or  two. 

In  a  business,  if  you  had  accounts  receivable  in  which  you  didn't 
discover  that  somebody  owed  you  money  for  12  to  16  to  24  months, 
I  would  suspect  that  you  too  would  have  a  difficult  time  collecting 
it.  And  that  is  why  I  think  it  is  important  to  get  real  time  matching 
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sooner.  Those  are  the  things  that  are  hard  to  see  if  you  don't  un- 
derstand the  inner  workings  of  IRS  and  why  the  TSM  process  is 
so  crucial.  I  mean,  properly  done. 

It  has  to  be  done  and  it  needs  to  be  done  timely,  but  it  is  some- 
thing that  they  just  have  to  have,  because  they  have  got  to  be  able 
to  get  information  more  real  time  so  that  they  can  make  a  con- 
certed effort  at  collecting  and  then  you  can  start  talking  about 
streamlining  and  performance  and  the  accuracy  of  information,  be- 
cause until  that  happens,  I  think  they  are  going  to  be  regularly 
confronted  with  challenges  of  getting  accurate  information  in  this 
area  and  it  is  going  to  be  tough,  and  I  think  it  would  be  tough  for 
anybody. 

TAX  SYSTEMS  MODERNIZATION 

Mr.  LiGHTFOOT.  I  think  the  Commissioner  is  personally  dedicated 
to  try  to  make  the  system  work  a  whole  lot  better  and  obviously 
we  want  to  be  as  helpful  in  that  as  we  can  and  work  with  you 
folks,  the  recommendations  you  made  I  certainly  think  have  a  lot 
of  positives,  and  on  the  TSM,  I  am  in  agreement  with  your  assess- 
ments, having  once  upon  a  time  worked  with  IBM,  they  are  going 
about  it  backwards.  They  are  buying  the  hardware  now  with  no 
idea  of  what  program  they  want  to  run  and  that  is  fairly  basic  101. 

Mr.  ViSCLOSKY.  You  need  the  hardware  to  run  the  program,  is 
that — you  don't  understand  my 

Mr.  LiGHTFOOT.  I  understand.  Betsy  just  suggested  that  data 
systems  is  the  last  thing  they  are  looking  at  and  isn't  that  the  gas 
you  put  in  the  car  to  run  it? 

Mr.  HOLLOWAY.  If  I  would  say  there  would  be  one  thing  I  would 
do  differently,  I  would  go  after  building  the  core  things  that  you 
have  to  have,  which  is  the  ability  to  get  the  information,  and  it 
starts  with  right  user  requirements  and  building  the  parts  of  the 
system  that  do  that.  Because  I  think  you  have  to  have  that,  and 
when  you  start  talking  about  collections,  you  can  talk  about  compli- 
ance initiatives,  and  I  think  without  the  systems  improvement,  you 
are  going  to  need  those,  but  those  are  just  marginal  improvements. 

If  you  really  want  to  make  a  major  difference  in  collections  at 
IRS,  it  is  getting  those  aspects  of  it  implemented  where  they  have 
real  time  information  that  lets  them  go  after  it  quicker. 

Mr.  LiGHTFOOT.  On  that  subject,  this  kind  of  gets  off  into  TSM, 
which  we  weren't  going  to  talk  about  today. 

Mr.  HOLLOWAY.  I  am  sorry. 

Mr.  LiGHTFOOT.  No,  that  is  fine.  I  don't  think  we  can  talk  about 
one  without  doing  the  other,  and  we  will  be  back  and  concentrate 
on  TSM  at  a  later  time,  but  I  know  Mr.  Wolf  and  I  are  looking  very 
strongly  at  a  situation  with  the  FAA  with  the  procurement  to  try 
to  maybe  give  them  some  exemptions  so  they  can  do  some  of  these 
things. 

Do  we  have  a  similar  thing  with  IRS?  Are  there  some  procure- 
ment procedures  that  in  themselves  are  hampering  their  ability  to 
get  out  of  the  1950s  and  into  the  1990s?  Because  I  think  that  really 
kind  of  pretty  well  says  the  whole  thing. 

Ms.  Stathis.  I  was  looking  for  Hazel  Edwards,  who  is  director 
for  GAO's  work  regarding  tax  systems  modernization  for  IRS  be- 
cause she  was  here  earlier,  but  I  believe  she  is  gone.  I  know  that 
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IRS  had  a  lot  of  procurement  problems  in  the  early  days,  but  I 
haven't  heard  of  any  procurement  problems  lately.  So  I  think  they 
solved  a  lot  of  their  early  problems  about  awarding  contracts.  But 
I  am  not  certain — we  will  need  to  get  back  to  you  on  that. 

Mr.  LiGHTFOOT.  If  you  would  take  a  look  at  that,  because  if  there 
is  some  way  that  we  can  make  that  an  easier  process  for  them,  and 
we  may  have  to  go  to  the  authorizers  to  get  that  done. 

Mr.  HOLLOWAY.  I  think  that  is  part  of  it,  but  I  don't  think  that 
is  a  big  part,  as  Jennie  said.  I  know  they  had  some  trouble  a  couple 
years  ago  with  an  AT&T  contract  for  $1.4  billion,  but  I  think  the 
general  issue  is  just  the  things  we  have  talked  about — priorities, 
which  part  to  do  first  and  why,  user  requirements  and  making  sure 
that  you  define  what  you  need. 

When  you  start  talking  about  tracking  revenues  and  matching 
costs  with  revenue  where  you  are  taking  costs  from  an  administra- 
tive accounting  system  and  trying  to  interlink  that  with  a  revenue 
accounting  system,  you  have  to  have  a  design  where  you  have  got 
all  the  people  that  have  the  knowledge  of  both  to  be  able  to  inter- 
twine those  things.  Because  if  you  try  to  take  what  they  have  now 
and  do  it,  it  is  almost  impossible. 

Mr.  LiGHTFOOT.  What  would  happen  if  we  would  go  into  the  pri- 
vate sector  and  contract  for  somebody  to  come  in  and  clean  all  this 
database  up?  Is  that  doable?  Feasible?  Could  it  be  done?  Does  it 
make  sense? 

Mr.  HOLLOWAY.  I  am  an  optimist,  so  I  am  not  the  best  person 
to  ask  that  because  I  think  anything  is  doable.  It  is  just  a  question 
of  persistence  and  having  the  right  people  to  do  the  right  things. 

I  think  Hazel,  as  Jennie  alluded  to,  would  be  in  a  better  position 
to  talk  about  the  technical  issues  that  that  would  engage.  Certainly 
I  believe  it  is  doable.  I  don't  care  how  you  say  it. 

If  that  means  going  to  the  private  sector  or  getting  a  better  mix 
of  people  at  IRS,  Hazel  would  be  better  to  speak  to  that,  but  it  is 
certainly  doable.  I  have  looked  at  financial  institutions  when  I  was 
doing  banking  work  at  GAO  where  banks  were  acquiring  other 
banks  back  in  the  days  of  bank  failures  where  they  had  to  merge 
systems  quickly  to  pick  out  their  own  portfolios  and  those  of  the 
other  bank's,  and  believe  me,  they  did.  And  they  did  it  effectively 
because  they  had  to  because  it  affected  the  bottom  line. 

So  I  believe  the  ultimate  driver  is  determination  and  persistence 
and  those  times  in  life  when  you  just  feel  like  you  have  to  do  some- 
thing. I  don't  know  that  that  has  quite  set  in  yet. 

Mr.  LiGHTFOOT.  Mr.  Visclosky,  do  you  have  anything  else? 

Mr.  Visclosky.  My  only  observation,  being  computer  illiterate, 
although  I  am  taking  lessons,  literally,  is  that  time  is  of  the  es- 
sence, both  as  far  as  collections,  as  well  as  the  flexibility  of  the  sys- 
tem. I  mean,  I  hate  household  analogies  on  government,  but  we 
bought  a  computer  system  and  last  year  to  upgrade  what  we  had 
in  the  household,  and  by  this  December,  there  was  a  new  improved 
version  and  the  word  processor  that  I  am  using  now  is  Word  Per- 
fect 6  point  something,  and  the  one  that  we  have  on  the  one  at 
home,  six  months  old,  is  already  older  than  that.  My  concern  is  you 
start  down  that  road,  you  want  to  have  that  flexibility  so  you  can 
get  those  accounts  in  time  and  have  that  sense  of  urgency.  I  think 
you  are  absolutely  right  about  that.  You  have  got  to  do  it. 
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Mr.  LiGHTFOOT.  You  make  a  good  point  too  that,  like  you  are 
saying,  your  6  point  something  is  the  version  on  your  software.  I 
think  that  IRS  has  to  have  a  program  in  place  that  is  expandable 
and  has  the  new  improvements  that  can  be  plugged  in,  takes  what 
is  there  and  adds  the  new  whistles  and  bells  to  it,  and  I  don't  see 
that  they  are  looking  at  that  at  all  at  this  point.  At  least  that  is 
my  perception  from  the  outside  looking  in. 

We  appreciate  you  coming  today.  Obviously  we  are  just  getting 
started  on  this  particular  issue,  but  thank  you  very  much. 

Mr.  VISCLOSKY.  Thank  you. 

[Recess.] 

[Additional  questions  for  the  record  follow:] 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 

Question.   IRS  has  claimed  that  for  every  dollar  we  spend,  we 
will  get  $5  back  in  increased  revenues.   Do  you  support  this 
estimate?   Based  on  the  IRS  data  which  you  have  reviewed,  what 
has  been  the  ratio  of  dollars  spent  to  dollars  collected? 

Answer.   We  are  comfortable  with  the  proposition  that  if  you 
increase  enforcement  staffing  and  maintain  it  for  a  period  of 
time,  that  over  a  number  of  years,  you  will  have  a  payback.   And 
based  on  the  work  we  have  done  over  the  years,  a  five  to  one 
ratio  seems  like  a  reasonable  estimate.   We  do  want  to  point  out, 
however,  that  the  data  used  in  making  these  estimates  are 
probably  not  100  percent  accurate,  but  they  are  the  best 
available. 


Question.  As  it  relates  to  increased  spending  on  tax  compliance, 
do  you  believe  the  American  taxpayer  has  gotten  a  fair  return  on 
its  investment? 

Answer.   Accurate  information  is  currently  not  available  to 
determine  rates  of  return  on  specific  increases  in  IRS'  budget. 
However,  from  a  macro  standpoint  it  is  clear  that  collection 
staff  bring  in  more  than  they  cost.   It  should  also  be  noted  that 
in  addition  to  collecting  revenue,  there  is  the  deterrent  value 
of  having  an  IRS  compliance  presence.   We  believe  that  this  is  a 
very  important,  although  currently  unmeasured,  aspect  of  IRS' 
compliance  activities  that  would  need  to  be  considered  when 
determining  a  rate  of  return. 

Question.   Didn't  this  program  start  in  1991?  Why  do  you  assume 
that  we  should  not  see  a  significant  revenue  yield  for  three 
years? 

Answer.   To  staff  the  1995  compliance  initiatives,  IRS  is  hiring 
many  new  staff  who  will  require  training.   The  cost  of  training, 
the  lost  revenues  from  those  who  do  the  training,  and  the  delay 
in  having  fully  productive  new  employees  are  the  factors  which 
delay  significant  revenue  yields.   In  all  but  1  year  since  1990, 
Congress  has  appropriated  IRS  funds  for  various  compliance 
initiatives.   These  initiatives  were  intended  to  provide  IRS  with 
additional  staff  so  that  IRS  could,  among  other  things,  audit 
more  tax  returns,  collect  more  delinquent  taxes,  and  enhance 
international  and  criminal  enforcement  efforts.   However,  IRS  has 
not  fully  implemented  past  compliance  initiatives  partly  because 
of  circumstances,  such  as  underfunded  employee  pay  raises,  beyond 
its  control.   As  a  result,  although  the  intent  of  the  various 
initiatives  was  to  increase  IRS'  enforcement  presence,  staffing 
levels  in  three  of  IRS'  major  enforcement  programs  had  actually 
declined  by  1994. 


Question.   How  does  IRS  measure  its  employees  in  how  well  they  do 
in  collecting  against  the  Accounts  Receivable  balance? 

Answer.   IRS  does  not  use  outcome  measures  in  judging  employees 
and  is  precluded  by  law  from  using  dollars  collected  as  an 
evaluation  measure.   IRS  feels  that  if  collection  case  work  is 
done  in  a  quality  manner,  the  proper  amount  of  dollars  will  be 
collected.   Thus,  evaluations  focus  on  how  well  steps  in  the 
process  were  completed.   The  result  does  not  distinguish  between 
a  case  that  is  closed  by  the  collection  of  money  from  one  that  is 
closed  by  designating  it  "currently  not  collectible." 

Question.   How  does  this  practice  compare  with  the  private 
sector? 

Answer.   The  most  significant  difference  between  IRS'  practice 
and  that  of  private  industry  is  that  IRS  does  not  use  dollars 
collected  as  a  performance  measure.   Few  private  collection 
managers  we  talked  to  believed  that  an  effective  collection 
operation  is  possible  if  dollars  collected  could  not  be  used  to 
evaluate  performance.   We  believe  that  it  is  reasonable  to  use 
dollars  collected  to  judge  the  performance  of  employees  whose  job 
it  is  to  collect  taxes,  as  long  as  other  criteria,  such  as  fair 
and  courteous  treatment  of  taxpayers,  are  also  evaluated. 

Question.   Why  has  the  Accounts  Receivable  program  been  in  the 
High  Risk  category  since  1988  and  what  are  the  basic  causes  for 
this  categorization? 

Answer.   IRS'  management  of  accounts  receivable  is  recognized  by 
0MB,  GAO,  and  IRS  as  a  high  risk  area.   This  is  because  IRS'  poor 
performance  in  resolving  tens  of  billions  of  dollars  in 
outstanding  tax  delinquencies  has  not  only  lessened  the  revenues 
immediately  available  to  support  government  operations  but  could 
also  jeopardize  future  taxpayer  compliance  by  leaving  the 
impression  that  IRS  is  neither  fair  nor  serious  about  collecting 
overdue  taxes.   We  have  identified  five  underlying  causes  which 
perpetuate  the  accounts  receivable  problem.   These  include  the 
lack  of  accurate  and  reliable  information,  an  outdated  and 
Inefficient  collection  process,   difficulty  in  balancing 
collection  efforts  with  the  need  to  protect  taxpayer  rights,  a 
decentralized  organization  structure  that  blurs  responsibility 
and  accountability,  and  uneven  staffing  patterns. 

Question.   What  has  IRS  done  to  implement  the  recommendations 
made  by  GAO  in  an  effort  to  get  the  Accounts  Receivable  program 
removed  from  the  High  Risk  category? 
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Answer.   Although  IRS  has  taken  many  actions  to  address  the 
accounts  receivable  problem,  including  implementing  many  of  our 
recommendations,  negligible  progress  has  been  made.  The  lack  of 
accurate  and  reliable  information  continues  to  be  IRS'  foremost 
problem  and  hinders  most  of  its  efforts  to  deal  with  the  problem. 
It  has  a  number  of  efforts  ongoing  and  planned  to  develop  better 
information  systems  but  these  efforts  are  long-term  in  nature. 
Priority  must  be  given  to  this  area  because  so  many  of  IRS' 
modernization  efforts  rely  heavily  on  accurate  and  reliable 
information. 


Question.   What  is  the  technical  difference  between  the  "Tax  Gap' 
and  "Accounts  Receivable"? 

Answer.   The  "Tax  Gap"  is  an  annual  estimate  of  the  amount  of 
taxes  not  voluntarily  reported  and  paid  in  that  year.   Much  of 
the  tax  gap  is  the  target  of  IRS'  examination,  nonfiler,  and 
document  matching  programs.   IRS  uses  the  term  "Accounts 
Receivable"  to  refer  to  its  10-year  inventory  of  taxes,  interest, 
and  penalties  that  have  been  identified  as  delinquent  but  not 
collected.   The  Accounts  Receivable  inventory  includes  tax  debts 
from  numerous  "Tax  Gap"  years. 


Question.   In  the  Accounts  Receivable  program,  what  is  the 
definition  of  "Currently  Not  Collectible"  and  what  causes  this 
number  to  increase  or  decrease? 

Answer.   The  Currently  Not  Collectible  category  is  the  single 
largest  category  of  tax  debts  representing  almost  one-half  of  the 
$156  billion  of  tax  debts  at  the  end  of  fiscal  year  1994.   This 
category  includes  tax  accounts  that  IRS  has  worked  to  some  extent 
and  decided  that  collection  was  not  possible  at  this  time.   The 
type  of  cases  in  this  category  range  from  individual  taxpayers 
where  IRS  has  determined  that  payment  at  this  time  would  cause  a 
hardship  to  deceased  taxpayers  and  defunct  corporations.   The 
amount  of  this  category  increases  as  new  accounts  are  classified 
as  currently  not  collectible  and  with  the  accrual  of  interest  and 
penalties  on  existing  accounts.   The  amount  decreases  as  accounts 
are  removed  when  the  10-year  statutory  collection  period  expires, 
money  is  collected,  or  accounts  are  reactivated  for  collection 
action.   An  account  is  reactivated  when  IRS  receives  new 
information  which  changes  the  reason  it  was  classified  as 
currently  not  collectible. 

Question.   In  measuring  the  Tax  Gap  and  Accounts  Receivable,  do 
you  believe  there  is  accurate  data  to  provide  a  reliable  estimate 
of  the  dollar  balances? 
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Answer.   The  Tax  Gap  and  Accounts  Receivable  are  two  different 
estimates  with  the  Tax  Gap  being  the  one  where  we  would  expect 
less  precision  because  it  is  an  estimate  of  taxes  not  reported 
and  paid.   While  the  entire  Tax  Gap  is  not  likely  to  be 
collected,  IRS'  estimate  may  also  be  low  because  it  is  old,  is 
based  largely  on  old  data,  and  does  not  include  other  kinds  of 
taxes,  such  as  employment  and  excise  taxes.   With  the  Accounts 
Receivable  estimate,  we  would  expect  a  little  better  precision 
because  it  is  based  on  tax  accounts  on  the  books.   Given  the 
problems  with  IRS'  information,  however,  IRS  has  a  difficult  time 
trying  to  figure  out  how  to  take  what  information  it  has  and 
translating  it  into  reliable  estimates  of  accounts  receivable. 
IRS  is  now  able  to  estimate  the  total  value  of  its  valid 
receivables  based  on  statistical  samples  selected  from  its 
inventory  of  tax  debts. 

Question.   Based  on  the  IRS  experience  of  tracking  expenditures 
and  collections  associated  with  the  1991  Compliance  Initiative, 
what  are  the  mechanisms  which  IRS  needs  to  have  in  place  to 
accurately  track  the  1995  Compliance  Initiative? 

Answer.   Clearly,  the  methodology  used  to  track  expenditures  and 
collections  is  important  and  will  depend  on  the  quality  of  the 
data  used.   One  of  the  elements  that  needs  to  be  decided  soon  is 
what  the  baseline  staff  levels  and  revenues  will  be.   This  will 
constitute  the  base  from  which  IRS  will  track  the  compliance 
initiative  and  against  which  IRS  will  compare  the  additional 
revenues  to  determine  results. 


Question.   Have  you  been  following  IRS  efforts  to  track  the 
expenditure  of  the  $405  million  provided  to  them  in  FY  1995?   Do 
you  believe  IRS  has  a  logical  and  comprehensive  plan  in  place? 
What  suggestions  would  you  make  to  this  plan? 

Answer.   IRS  is  in  the  early  stages  of  its  efforts  so  there  is 
very  little  information  to  track  at  this  time.   IRS  is  taking  the 
first  step  of  hiring  people.   These  new  hires  will  have  to  be 
trained  to  conduct  audits,  collect  taxes,  and  understand  the  IRS 
system  before  they  can  become  productive.   There  is  a  pretty 
steep  learning  curve  so  the  process  will  take  some  time. 


Question.  Do  you  believe  IRS  has  a  system  in  place  to  develop 
the  statistical  data  needed  to  better  understand  the  nature  of 
noncompliance? 

Answer.   IRS  uses  the  Taxpayer  Compliance  Measurement  Program  to 
develop  the  statistical  data  to  determine  the  nature  of 
noncompliance  as  it  relates  to  the  tax  gap.   The  program,  which 
is  conducted  periodically,  tries  to  look  at  all  information  on  a 
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sample  of  tax  returns  and  project  areas  of  noncompliance.   These 
data  are  quite  old  now  and  IRS  is  planning  to  conduct  a 
compliance  measurement  program  soon.   Regarding  accounts 
receivable,  IRS  is  developing  the  information  necessary  to 
determine  the  nature  of  noncompliance  in  this  area.   However,  we 
have  not  seen  enough  details  on  their  plans  to  say  with  any 
certainty  whether  they  will  be  sufficient  to  provide  the  data 
necessary  to  direct  their  efforts.   As  part  of  its  modernization 
efforts,  IRS  also  plans  to  develop  various  compliance-related 
information  systems. 

Question.   In  the  past,  you  have  made  some  very  astute 
recommendations  on  ways  the  IRS  can  improve  its  collection 
operations.   If  you  were  to  pick  the  top  three  recommendations 
that  IRS  hasn't  acted  on,  what  would  they  be? 

Answer.   IRS  has  some  action  underway  on  most  of  our 
recommendations.   However,  the  three  areas  where  IRS  needs  to  do 
more  are  (1)  information,  (2)  the  collection  process,  and  (3) 
prevention.   In  the  area  of  information,  IRS  still  needs  to 
improve  the  accuracy  of  its  information  and  develop  additional 
information  that  would  allow  it  to  better  focus  its  collection 
activities  and  evaluate  its  various  collection  tools.   The 
collection  process  itself  is  antiquated,  lengthy,  and 
inefficient.   IRS  needs  to  test  different  private  industry 
practices  such  as  tailoring  collection  practices  to  the 
individual  and  using  private  collection  agencies.   IRS  has  taken 
a  step  in  this  direction  with  its  early  intervention  program, 
where  taxpayers  are  called  earlier  in  the  collection  process,  but 
these  calls  are  still  later  than  in  private  practice.   In  the 
area  of  prevention,  IRS  has  done  very  little.   Information  on  the 
characteristics  of  delinquent  taxpayers  and  the  reasons  for  the 
delinquencies  is  needed  to  determine  what  types  of  prevention 
programs  are  needed.   While  IRS  is  moving  in  that  direction 
through  its  compliance  2000  approach,  IRS'  efforts  will  still  be 
limited  by  the  accuracy  and  type  of  information  it  has  readily 
available. 


Question.   Do  you  believe  we  should  privatize  IRS  Tax 
Collections? 

Answer.   We  believe  that  IRS  should  test  the  feasibility  and  cost 
effectiveness  of  using  private  collection  agencies  to  perform 
various  collection  operations.   In  doing  so,  however,  various 
legal  issues  would  need  to  be  resolved,  such  as  which  parts  of 
IRS'  collection  process  could  be  contracted  out  and  how  to 
control  against  violations  of  privacy  laws.   Based  on  our 
contacts  with  various  state  tax  offices  that  use  private 
collectors,  we  believe  that  these  legal  issues  could  be  resolved. 
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Question.   Can  privatization  be  accomplished  without  jeopardizing 
the  privacy  of  taxpayers  and  protecting  their  rights? 

Answer.   We  believe  that  contracting  out  some  portions  of  the 
collection  of  delinquent  taxes  can  be  done  without  jeopardizing 
the  privacy  of  taxpayers  and  still  protecting  their  rights. 
Private  collectors  would  need  to  be  held  to  the  same  standards  as 
IRS  employees  and  IRS  would  need  to  oversee  the  private 
collectors  to  ensure  that  abuses  do  not  occur.   IRS  should  also 
work  with  those  states  which  currently  use  private  collection 
agencies  to  learn  from  their  experiences  as  to  how  to  ensure  the 
protection  of  taxpayers'  rights  and  privacy. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 


Question. 


In  FY  1995,  Congress  denied  the  use  of  the  $87,908,000  request  associated  with  hiring 
additional  revenue  officers  and  directed  instead  that  the  funds  be  redeployed  to  hire 
additional  automated  call  site  collectors.    Has  IRS  carried  out  the  Congressional 
direction  concerning  this  issue? 


The  Service  actually  began  a  critical  review  of  its  initial  proposed  balance  between 
Revenue  Officers  and  Automated  Call  Site  Collectors  prior  to  receiving  formal 
Congressional  direction.    Congressional  staffers  and  GAO  suggested  in  June  and  July, 
1994,  that  IRS  should  hire  ACS  staff,  not  Revenue  Officers,  due  to  the  immediate 
higher  yield  from  the  ACS  program.    Internally,  IRS  was  arriving  at  the  same 
conclusion-that  it  needed  more  ACS/Early  Intervention,  and  fewer  ROs. 

IRS'  Chief  Compliance  Officer  proposed  a  reduction  of  445  Revenue  Officer  FTEs-- 
almost  a  40%  cutback.   Because  ACS  staff  is  less  expensive,  this  reduction  resulted  in 
a  total  of  886  FTEs  for  ACS/EI.   This  realignment  was  based  on  the  premise  that  the 
approximately  900  FTE  increase  was  the  maximum  that  ACS  could  absorb  in  FY 
1995. 

When  the  Congressional  direction  regarding  Revenue  Officer  hiring  was  received  in 
the  final  appropriation,  we  met  with  Committee  staff  to  discuss  the  proposed  RO/ACS 
numbers  and  to  explain  why  we  needed  to  strike  a  balance,  rather  than  eliminate  ROs. 
We  obtained  agreement  on  the  allocation,  also  citing  GAO  concurrence.   Final  staffing 
allocation  on  the  total  initiative  by  program  were  provided  to  all  Committee  staff  in 
November,  1994.   Final  reports  on  the  ACS  approach  were  submitted  to  the 
Appropriations  Committee  on  December  21,  1994,  with  the  final  allocation  formally 
submitted  in  January,  1995. 


Question. 


Information  provided  to  the  Committee  indicates  that  only  886  of  the  additional 
employees  are  being  hired  as  ACS  collectors.  How  does  this  compare  with  the 
Congressional  direction? 


The  Service  actually  began  a  critical  review  of  its  initial  proposed  balance  between 
Revenue  Officers  and  Automated  Call  Site  Collectors  prior  to  receiving  formal 
Congressional  direction.   Congressional  staffers  and  GAO  suggested  in  June  and  July, 
1994,  that  IRS  should  hire  ACS  staff,  not  Revenue  Officers,  due  to  the  immediate 
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higher  yield  from  the  ACS  program.    Internally,  IRS  was  arriving  at  the  same 
conclusion--that  it  needed  more  than  the  97  FTE  that  were  originally  assigned  as 
ACS/Early  Intervention,  and  fewer  ROs. 

IRS '  Chief  Compliance  Officer  proposed  a  reduction  of  445  Revenue  Officer  FTEs-- 
almost  a  40%  cutback.    Because  ACS  staff  is  less  expensive,  this  reduction  resulted  in 
a  total  of  886  FTEs  for  ACS/EI.   This  realignment  was  based  on  the  premise  that  the 
approximately  900  FTE  increase  was  the  maximum  that  ACS  could  absorb  in  FY 
1995.    When  the  Congressional  direction  regarding  Revenue  Officer  hiring  was 
received  in  the  final  appropriation,  we  met  with  Committee  staff  to  discuss  the 
proposed  RO/ACS  numbers  and  to  explain  why  we  needed  to  strike  a  balance,  rather 
than  eliminate  ROs.   We  obtained  agreement  on  the  allocation,  also  citing  GAO 
concurrence.    Final  staffing  allocation  on  the  total  initiative  by  program  were  provided 
to  all  Committee  staff  in  November,  1994.    Final  reports  on  the  ACS  approach  were 
submitted  to  the  Appropriations  Committee  on  December  21,  1994,  with  the  final 
allocation  formally  submitted  in  January,  1995. 


Question. 


About  this  time  last  year,  IRS  produced  a  Business  Master  Plan  which,  among  other 
things,  stated  the  IRS  desire  to  reduce  the  Accounts  Receivable  Dollar  Inventory  and 
increase  the  collections.   Could  you  tell  me  what  the  specific  goals  were  for  fiscal 
year  1994  and  whether  or  not  you  met  these  goals? 


The  Business  Master  Plan  was  approved  and  issued  during  May,  1994.   The  Business 
Master  Plan  articulates  the  Service's  Strategic  Objectives  and  Business  Vision  along 
with  the  tactical  actions  needed  to  implement  them  for  fiscal  years  1995-2001.    It 
outlined  long-term  goals  to  be  realized  by  fiscal  year-end  2001  and  specified  the 
annual  goals  and  related  actions  for  FY  1995-1997.   With  its  issuance  in  late  May,  it 
did  not  cover  fiscal  year  1994. 

However,  the  FY  1 994  IRS  Strategic  Operating  Plan  -  that  predated  the  Business 
Master  Plan  -  included  actions  to  support  the  IRS  ARDI  strategy.    These  included:  (1) 
accelerating  collection  contact  on  accounts  of  $10,000  and  over;  (2)  increasing  the  % 
of  Offers  in  Compromise  closed  within  6  months;. (3)  reducing  erroneous  assessments, 
misapplied  payments  and  uncollectible  assessments;  (4)  developing  and  testing 
strategies  to  more  effectively  address  intentional  noncompliers;  (5)  developing  and 
testing  early  intervention;  and  (5)  increasing  the  %  of  paid  agreed  Examination  cases. 
FY  94  accomplishments  indicate  that  the  IRS  ARDI  strategy  and  actions  have  begun 
to  impact  the  bottom-line.   We  collected  $1.2  trillion  in  net  tax  receipts;  and  increased 
collections  from  the  IRS  notices,  examination  and  collection  processes  by  3%  -  total 
collections  equalled  $23.5  billion.    All  other  goals  were  accomplished. 
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For  FY  1995,  the  Business  Master  Plan  process  has  identified  64  specific  actions  that 
will  improve  our  effectiveness  in  collecting  monies  owed.    Some  examples  of  the 
actions  identified  include: 

•  Decreasing  the  number  of  notices,  shortening  the  notice  period,  and  instituting 
earlier  intervention  by  telephone.    In  January,  1995,  early  intervention  was 
implemented  nationwide  with  staffing  from  the  1995  Compliance  Initiative  and 
we  project  that  early  intervention  will  result  in  additional  revenues  of  $3  billion 
over  5  years. 

•  Increasing  emphasis  on  and  monitoring  of  payment  of  agreed  tax  assessments 
at  the  conclusion  of  the  examination  process  which  over  the  past  2  years  has 
resulted  in  payment  secured  at  the  conclusion  of  the  examination  process 
increasing  from  8.1%  of  agreed  tax  assessments  to  31.7%. 

•  Accelerating  the  collection  of  the  largest  corporate  assessments  by  agreeing 
with  taxpayers  to  have  the  resolution  of  an  issue  in  one  year  that  affects  several 
years  carried  forward  to  those  years  without  further  examination.    Under  this 
procedure,  taxpayers  have  agreed  to  over  $864  million  (tax  and  penalties)  for 
FY  1993  through  the  first  quarter  of  FY  1995. 

•  Expediting  field  enforcement  action  taken  with  respect  to  taxpayers  who  have 
repeatedly  been  delinquent  with  emphasis  on  those  who  are  delinquent  in  their 
payroll  tax  payments. 

•  Expansion  of  the  Integrated  Collection  System  (ICS  -  the  full  automation  of  the 
IRS  field  collection  activity)  to  15-20  districts  in  FY  1996.  The  ICS  prototype 
resulted  in  a  26%  increase  in  revenue  officer  dollars  collected  per  staffyear  and 
a  20-day  decrease  in  the  time  it  takes  a  revenue  officer  to  close  an  account. 

•  Improving  workload  selection  capabilities  through  new  research  capabilities. 
District  Office  Research  and  Analysis  sites  (DORAs)  reflected  in  this  year's 
budget  submission  will  significantly  enhance  the  identification  and  selection  of 
noncompliance,  including  allowing  the  IRS  to  predict  collectibility  based  on 
case  characteristics. 

•  Enhancing  cooperation  with  state  taxing  authorities. 
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Question. 


In  your  statement  you  state  that  a  growing  Accounts  Receivable  Inventory  is  a 
"desirable  consequence"  of  IRS  doing  its  job  well.   How  does  this  jibe  with  your 
Master  Plan  goal  to  reduce  the  Accounts  Receivable  Inventory?. 


As  I  pointed  out  in  my  testimony,  "generally,  accounts  receivable  represent  the  credit 
sales  of  a  business.   Receivables  are  not  inherently  good  or  bad."   Like  other 
businesses,  the  IRS  has  accounts  receivable.   Our  receipts  are  higher  than  most 
businesses,  almost  $1.3  trillion  and  consequently  our  accounts  receivable  are  higher 
than  most  businesses.    Unlike  private  business,  however,  our  customers  are  not 
purchasing  products  with  their  debt,  and  their  credit  worthiness  is  not  determined  prior 
to  a  transaction.   IRS  does  not  choose  its  customers~we  welcome  everyone. 

We  will  continue  to  identify  those  individuals  and  businesses  which  do  not  file,  or 
which  underreport  their  income  or  overstate  their  deduction,  exemptions,  and  credits. 
As  this  non-compliance  is  identified  and  successfully  acted  upon,  there  will  be 
instances  where  a  taxpayer  does  not  full  pay  the  taxes  that  are  determined  to  be  due 
and  owing  the  government.  Though  this  might  seem  anomalous  to  those  who  would 
monitor  or  focus  on  only  the  ARDI  statistics  it  is  a  logical  and  desirable  consequence 
of  IRS'  broader  goals  to  address  non-compliance  and  thus  increase  revenues  collected. 

Oiu-  Business  Master  Plan  recognizes  that  while  accounts  receivable  wilJ  always  exist, 
there  is  opportunity  to  improve  management  of  the  inventory.   This  includes 
management  of  the  growth  of  the  receivables  in  relationship  to  the  total  tax  receipts. 
Additionally,  we  want  to  reduce  the  accounts  receivable  inventory  that  reflects  non- 
compliance as  well  as  any  erroneous  assessments  of  taxes  that  are  included  in  the 
accounts  receivable  inventory.   The  IRS  also  recognizes  that  the  earlier  a  debtor 
receives  a  request  for  payment,  the  greater  the  likelihood  that  all  or  some  portion  of 
the:  debt  will  be  paid.  Therefore,  we  want  to  continue  efforts  to  make  the  receivables 
inventory  as  current  as  possible.   We  also  want  to  improve  the  effectiveness  of  our 
enforcement  actions.   We  will  continue  action  to  achieve  improvements  in  our 
management  of  the  inventory,  to  increase  collections  and  reduce  the  accounts 
receivable  inventory. 
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Question. 


In  your  statement,  you  discuss  some  changes  in  your  Examination  program  which  you 
say  reduced  the  Accounts  Receivable  Inventory.  Yet  you  also  say  that  increasing  the 
Examination  program  will  increase  the  Inventory.  So  which  is  it:  will  these  changes 
in  the  Examination  program  reduce  or  increase  the  Inventory? 


Examinations,  criminal  investigations,  and  secured  delinquent  returns  frequently  result 
in  an  assessment  which  is  not  fully  paid,  and  therefore  becomes  part  of  the  accounts 
receivable  inventory.    As  I  stated  in  my  testimony,  the  IRS  will  continue  to  work 
"vigorously  to  identify  those  individuals  and  businesses  which  do  not  file,  or  which 
underreport  their  income  or  overstate  their  deduction,  exemptions,  and  credits.    As  this 
non-compliance  is  identified  and  successfully  acted  upon,  some  of  the  results  of  our 
efforts  will  show  up  on  our  books  as  additional  accounts  receivable.  Though  this  might 
seem  anomalous  to  those  who  would  monitor  the  ARDI  statistics,  I  would  urge  you  to 
see  this  as  not  only  a  logical  but  desirable  consequence  of  us  doing  our  job  well".    As 
non-compliance  is  identified  and  dealt  with,  there  will  be  instances  where  this  results 
in  a  failure  of  a  taxpayer  to  fully  pay  the  amount  of  taxes  determined  to  be  due  and 
owing  to  the  government. 


However,  while  we  address  these  areas  of  non-compliance,  we  also  want  to  continue 
improving  our  effectiveness  in  collecting  payments  on  Examinations  assessments  on 
agreed  cases-where  the  taxpayer  has  agreed  that  the  assessment  is  accurate,  due  and 
owing.  As  stated  in  my  testimony,  our  emphasis  in  this  area  has  increased  payments 
at  the  conclusion  of  the  examination  process  from  8.1%  on  agreed  tax  assessments  in 
FY  1992  to  31.7%  in  FY  1994. 
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Question. 


Your  compliance  Initiatives  for  Examination  Programs  also  included  some  staff  for 
collections,  ostensibly  to  collect  the  additional  taxes  that  will  result  from  the  Program. 
If  you  Examination  Program  has  changed  as  described  in  your  statement,  are  these 
staff  people  needed? 


We  have  focused  on  improving  our  effectiveness  in  collecting  payments  on 
Examinations  assessments  on  agreed  cases-where  the  taxpayer  has  agreed  that  the 
assessment  is  accurate,  due  and  owing.    As  stated  in  my  testimony,  our  emphasis  in 
this  area  has  increased  payments  at  the  conclusion  of  the  examination  process  from 
8.1%  on  agreed  tax  assessments  in  FY  1992  to  31.7%  in  FY  1994. 

As  pleased  as  we  are  with  the  improvement  in  this  area,  it  should  be  noted  that  the 
remainder  of  the  examinations  do  not  produce  a  hability  that  is  agreed  to  at  the  close 
of  the  exam.  Therefore  subsequent  to  going  through  the  appeals  and  possibly  the 
litigation  process,  the  ultimate  determination  of  additional  tax  doUais  due  and  owing  is 
secured  through  either  the  notice  process  or  subsequent  collection  enforcement  actions. 
It  is  also  important  to  note  that  Examination  assessments  comprise  approximately  22- 
23%  of  the  active  accounts  receivable;   thus  our  Collection  operation  has  a  critical 
role-to  collect  not  only  the  unpaid  examination  assessments,  but  the  remaining  77- 
79%  of  the  active  accounts  receivable  inventory. 


Question. 


Lets  start  with  some  basics.   Since  FY  1991,  what  is  the  total  amount  of  funding 
provided  to  IRS  for  increased  compliance  initiatives? 


The  IRS  has  received  $921  Million  for  the  FY  1991  Compliance  Initiative  over  five 
years.   The  yield  for  this  initiative  has  been  $3.2  Billion.    Additionally,  IRS  has 
received  a  $405  Million  first  year  installment  toward  the  FY  1995  Compliance 
Initiative.   Total  funding  for  both  initiatives  received  is  $1.3  Billion. 

Question. 

Since  FY  1991,  what  is  the  total  additional  revenue  collected  based  on  this  additional 
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compliance  funding? 

Answer. 

By  the  end  of  FY  1994,  we  were  four  years  through  our  FY  1991  Initiatives.  The 
resource  initiatives  have  produced  $3.2  Billion  at  a  cost  of  $733  Million  in  the  first 
four  years,  for  a  benefit/cost  ratio  of  4.4  to  1 . 

The  FY  1995  Compliance  Initiative  is  just  starting  in  FY  1995.    It  is  expected  to 
produce  $9.2  Billion  over  five  years.    The  first  year  revenue  target  is  $331  M.    Major 
revenue  payoff  is  in  years  after  FY  1995,  as  employees  are  trained  and  become 
increasingly  productive. 

Question. 

For  every  dollar  we  spend  on  compliance  initiatives,  how  much  additional  revenue  is 
collected?   What  was  the  ratio  of  dollars  collected  to  dollars  spent  over  the  FY  1991  - 
FY  1994  period? 


The  actual  additional  revenue  collected  depends  on  the  specific  compliance  areas  in 
which  you  invest.  Recent  compliance  initiatives,  including  the  FY  1995  Initiatives, 
have  been  invested  in  areas  with  benefit/cost  ratios  of  about  4.5  to  1.  The  FY  1991 
Initiatives  have  produced  a  benefit/cost  ratio  of  4.4  to  I  through  the  first  four  years. 


Question. 


If  this  subcommittee  did  not  provide  any  future  funding  for  tax  compliance  initiatives, 
what  management  and  structural  changes  could  IRS  make  to  increase  its  enforcement 
presence  and  reduce  the  size  of  the  accounts  receivable  inventory? 


The  Service  has  been  changing  business  practices,  technology  and  organizational 
structure  to  improve  the  effectiveness  in  collecting  monies  owed  through  the 
enforcement  process.   Examples  of  IRS '  efforts  and  results  are: 

•  Decreasing  the  number  of  notices,  shortening  the  notice  period,  and  instituting 
earlier  intervention  by  telephone.   In  January,  1995,  early  intervention  was 
implemented  nationwide  with  staffing  from  the  1995  Compliance  Initiative  and 
we  project  that  early  intervention  will  result  in  additional  revenues  of  $3  billion 
over  5  years. 

•  Increasing  emphasis  on  and  monitoring  of  payment  of  agreed  tax  assessments 
at  the  conclusion  of  the  examination  process  which  over  the  past  2  years  has 
resulted  in  payment  secured  at  the  conclusion  of  the  examination  process 
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increasing  from  8.1%  of  agreed  tax  assessments  to  31.7%. 

•  Accelerating  the  collection  of  the  largest  corporate  assessments  by  agreeing 
with  taxpayers  to  have  the  resolution  of  an  issue  in  one  year  that  affects  several 
years  carried  forward  to  those  years  without  further  examination.   Under  this 
procedure,  taxpayers  have  agreed  to  over  $864  miUion  (tax  and  penalties)  for 
FY  1993  through  the  first  quarter  of  FY  1995. 

•  Expediting  field  enforcement  action  taken  with  respect  to  taxpayers  who  have 
repeatedly  been  delinquent  with  emphasis  on  those  who  are  delinquent  in  their 
payroll  tax  payments. 

•  Expansion  of  the  Integrated  Collection  System  (ICS  -  the  full  automation  of  the 
IRS  field  collection  activity)  to  15-20  districts  in  FY  1996.  The  ICS  prototype 
resulted  in  a  26%  increase  in  revenue  officer  dollars  collected  per  staffyear  and 
a  20-day  decrease  in  the  time  it  takes  a  revenue  officer  to  close  an  account. 

•  Improving  workload  selection  capabilities  through  new  research  capabilities. 
District  Office  Research  and  Analysis  sites  (DORAs)  reflected  in  this  year's 
budget  submission  will  significantly  enhance  the  identification  and  selection  of 
noncompliance,  including  allowing  the  IRS  to  predict  collectibility  based  on 
case  characteristics. 

•  Enhancing  cooperation  with  state  taxing  authorities. 

These  efforts,  as  well  as  others,  are  underway  to  improve  the  tax  dollars  collected.    In 
some  instances,  such  as  the  Integrated  Collection  System  (ICS),  benefits  shown  by  the 
prototype  detailed  above  could  be  realized  sooner  with  additional  funding  as  it  will 
provide  for  nationwide  implementation  at  a  faster  pace. 


Question. 


Is  IRS  experiencing  a  funding  shortfall  for  fiscal  year  1995  for  base  labor  and 
support  costs?   What  is  the  magnitude  of  the  shortfall?   What  is  the  cause  of  the 
shortfall? 


For  FY  1995,  the  IRS  budget  was  developed  and  presented  as  fully  funded  for  all 
FTE.   There  was  some  FTE  reductions  taken  to  reach  these  fully  funded  levels,  but  the 
Compliance  Initiative  restored  these  FTE.   As  part  of  the  final  Appropriations  process. 
Congress  directed  all  agencies  to  absorb  new  locality  pay  increases,  which  the  Service 
has  absorbed  proportionally  across  all  accounts.    However,  no  net  reductions  were 
made  to  appropriated  Tax  Law  Enforcement  FTEs. 

As  part  of  the  government-wide  effort  to  reduce  budget  levels  over  the  last  few  years, 
the  support  portion  of  our  budget  has  been  affected.   A  significant  portion  of  this 
reduction  was  a  result  of  FY  1993  Executive  Order.   FY  1995  was  the  second  year  of 
the  administrative  reductions.   These  reductions  ($32  M)  are  being  managed  within  a 
support  baseline  that  continues  to  decline.   The  Executive  Order  calls  for  an  additional 
$90  M  in  administrative  cuts  over  the  next  two  years. 
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Question. 


For  FY  1994,  how  much  of  the  $1 15  million  in  compliance  funding  was  diverted  to 
non-compliance  initiatives? 


Virtually  all  the  compliance  funding,  $105  M,  was  used  to  pay  for  locality  pay  costs 
in  FY  1994.   The  $10  M  balance  ($1 15  M  less  the  $105  M)  was  used  to  fund  the 
following  parts  of  the  FY  1994  Compliance  Initiative:   International  $6  M,  Criminal 
Investigation  $3  M  and  Expert  Witness  Fees  $1  M.    However,  $87.2  M  remained  in 
the  Tax  Law  Enforcement  appropriation  to  continue  to  support  compliance  activities. 


Question. 


Over  the  years,  GAO  and  others  have  suggested  that  IRS  funding  shortfalls  have  been 
a  result  of  IRS  underestimating  its  appropriations  needs.  What  efforts  are  in  place  to 
ensure  appropriations  requests  are  not  underestimated? 


Working  with  Departmental  and  OMB  staffers,  the  Service  has  made  considerable 
progress  over  the  last  three  years  in  developing  methods  to  accurately  estimate  its 
labor  needs  and  cope  with  a  Federal  pay  system  which  has  become  increasingly 
complex  as  a  result  of  both  external  and  internal  factors.    External  factors  include  dual 
retirement  and  benefits  systems,  special  salary  rates  for  law  enforcement  and  other 
categories,  changing  employee  patterns  in  health  benefits,  and  locality  pay.    Internal 
factors  include  a  program  decision  to  focus  on  large  dollar  cases,  which  has  increased 
average  grade  levels  in  the  Service's  enforcement  functions. 

The  IRS  is  a  labor  intensive  agency--$5.5  BiUion  of  its  $7.5  Billion  FY  1995  Budget 
is  labor.  Small  percentage  points  in  accuracy  can  have  major  consequences--a  single 
percentage  point  underfunding  can: 

•  create  a  $50  M  underfunding 

•  necessitate  a  reduction  of  1 ,000- 1 ,200  FTEs  to  pay  the  difference,  and 
9         produce  a  $250-300  M  enforcement  revenue  loss. 

The  IRS,  in  collaboration  with  Treasury  and  OMB,  developed  a  detailed  labor  cost 
model  that  can  predict,  with  precision,  anticipated  mandatory  labor  costs.   The  model 
analyzes  and  projects  the  key  components  that  drive  labor  costs,  such  as  within  grade 
increases,  career  ladder  promotions,  above  journey  level  promotions,  and  attrition. 
These  factors  combine  to  create  an  annual  additional  need  of  $60  to  $100  million,  with 
a  greater  need  in  years  of  low  attrition  and  a  lesser  need  in  years  of  high  attrition. 
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The  model  routinizes  the  process  of  making  labor  projections  and  allows  us  to  make 
infomied  estimates  of  costs  based  on  a  set  of  common  planning  assumptions  and  data 
sources.    We  have  used  this  model  for  three  years  and  we  work  continuously  to 
perfect  it.    In  FY  1994,  we  received  an  additional  $39  Million;  this  figure 
underestimated  IRS  labor  needs,  but  the  lessons  we  learned  were  applied  to  further 
refine  our  model.    In  FY  1995,  0MB  agreed  with  our  estimate,  but  because  of  other 
funding  priorities,  chose  to  reduce  FTEs  rather  than  request  additional  funds.    The 
Compliance  Initiative  fully  funds  the  Tax  Law  Enforcement  appropriation  and  restores 
those  FTEs  that  would  have  been  cut  and  fully  funds  an  additional  3,()()()  FTE.    For 
FY  1996,  the  President's  Budget  contains  a  request  for  $79  inillion,  which  will  fully 
fund  the  Service's  FTEs. 

While  perfecting  our  methods  of  estimating  labor,  we  have  also  taken  steps  to  better 
manage  labor.    We  have  adopted  pay-as-you-go  policies  whereby  decisions  to  change 
pay  practices,  such  as  position  upgrades,  have  offsetting  budget  savings  if  not  funded 
in  the  budget.    We  have  undertaken  a  number  of  initiatives  to  contain  costs,  including 
reviewing  and  revising  approaches  to  special  salary  rates,  putting  new  functions  in 
lower  cost  areas  wherever  possible,  restricting  promotions  not  driven  by  statue  or 
regulation,  reducing  organizational  layering,  and,  finally,  both  increasing  managerial 
spans  of  control  and  reducing  Headquarters  staffing  to  permit  a  redeployment  to  lower 
costing  frontline  FTEs  in  enforcement  operations. 


Question. 


What  is  the  current  status  of  the  Enforcement  Revenue  Information  System?    Is  this 
system  the  primary  mechanism  for  tracking  revenues  collected  from  compliance 
initiatives?   Is  the  system  fully  operational?   Does  this  mechanism  track  data  on  a 
quarterly  basis? 


The  Enforcement  Revenue  Infonnation  System  (ERIS)  is  the  Service's  primary 
mechanism  for  tracking  revenue  resulting  from  the  FY  1995  Compliance  Initiatives,  as 
well  as  for  tracking  all  IRS  enforcement  revenue.    It  is  not  fully  operational  at  this 
time  due  to  a  contractor  default.    Necessary  corrections  to  the  system  software  are 
being  made  and  the  system  will  be  fully  operational  by  July  1995,  producing  quarterly 
tracking  reports  at  that  time.    We  have  briefed  the  GAO  and  Budget  Committee  staff 
on  the  process  and  our  proposed  interim  solution,  namely,  tracking  of  the  Initiatives 
using  functional  databases  adjusted  by  ERIS  historical  data.    The  first  tracking  report 
will  be  completed  on  March  31,  1995,  reporting  on  first  quarter  data. 

Question. 

Will  this  system  help  IRS  understand  the  root  causes  of  noncompliance? 
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No.    However,  in  early  FY  1994  IRS  created  a  Compliance  Research  and  Analysis 
office  with  the  primary  purpose  to  engage  in  data  gathering  and  analysis.   Actual 
revenue  data  from  ERIS  can  assist  the  Compliance  Research  and  Analysis  office  with 
understanding  the  total  compliance  picture. 


Question. 


What  is  IRS  doing  to  collect  the  necessary  data  to  understand  the  nature  of 
noncompliance? 


IRS  created  a  Compliance    Research  and  Analysis  office  in  early  FY  1994.    The 
primary  purpose  of  this  office  is  to  engage  in  data  gathering  and  analysis  to    identify 
and  under.stand  non-compliance;    use  this  infonriation  and  analysis  to  improve 
workload  identification  and  selection  systems/resource  application  methodologies. 
During  FY  1994,  this  office  established  a  National  Office  of  Research  and  Analysis 
(NORA)  and  31  local  District  Office  Research  and  Analysis  (DORA)  sites.    These 
sites  will  conduct  ongoing  local  analysis  of  market  segments,  establishing  compliance 
baselines.    To  support  this  effort,  we  will  conduct  a  TCMP  beginning  in  FY  1995,  to 
provide  data  to  establish  compliance  baselines.    This  will  include  measurement  of 
voluntary  compliance  by  market  segment  and  by  each  DORA  geographic  area  as  well 
as  measurement  of  compliance  in  terms  of  timely  payment  of  tax  liabilities. 

Several  other  systems  are  being  developed  and/or  enhanced  to  allow  us  to  gather  and 
monitor  data  in  manner  that  will  increase  understanding  of  non-compliance.    The 
Compliance  Research  office  is  currendy  developing  an  ARDI  expert  system.    It  is 
scheduled  for  implementation  in  FY  96.    This  .system  will  allow  the  IRS  to  predict 
collectibility  based  on  case  characteristics.    This  sy.stem  will  complement  the  Inventory 
Delivery  System  (IDS)  which  will  also  cominence  operation  in  FY  96.    IDS  will 
ensure  cases  are  routed  to  the  most  effective  point  in  the  collection  processing  .stream. 
In  addition,  we  are  currently  redesigning  our  Revenue  Accounting  Control  System 
(RACS).    This  redesign  will  provide  more  accurate  information  about  the  nature  of  the 
accounts  making  up  the  inventory. 


Question. 


We  have  heard  that  the  1993  Accounts  Receivable  balance  is  $150  billion,  yet  we 
have  also  heard  that  IRS  believes  that  only  $81  billion  of  this  amount  can  be  collected. 
My  question  is  this:  Are  we  talking  about  a  $150  billion  problem  or  a  $81  billion 
problem? 


507-L 


By  law,  the  IRS  must  maintain  its  unpaid  receivables  including  all  assessed  taxes, 
penalties  and  interest  as  well  as  accrued  penalties  and  interest  for  a  period  of  ten 
years.    Thus,  our  receivables  do  not  reflect  just  an  annual  underpayment  of  taxes,  but 
an  accumulation  of  taxes  owed  from  prior  years.    As  of  September  1993,  this 
inventory  totalled  $150.7  billion. 

This  inventory  consists  of  accounts  where  our  collection  employees  have  determined 
that  the  taxpayer  cannot  pay  the  liability,  such  as  bankruptcy  (after  adjudication  by  the 
bankruptcy  court),  deceased  taxpayers,  defunct  (no  asset)  corporations,  duplication 
from  Trust  Fund  Recovery  Penalty  assessments  made  against  responsible  officers  who 
failed  to  pay  over  corporate  withholding  taxes,  assessments  made  on  failed  Savings 
and  Loan  institutions  to  prevent  these  failed  institutions  from  filing  refund  claims,  and 
other  compliance  type  assessments.    IRS  uses  this  inventory  for  caseload  management, 
assessing  the  impact  of  our  various  compliance  and  tax  administration  programs,  and 
as  a  starting  point  for  determining  valid  receivables  for  financial  reporting.    While  we 
continue  to  manage  and  track  this  inventory,  it  is  the  $74.4  billion  portion  in  various 
stages  of  the  collection  process  that  we  want  to  focus  on  and  which  we  reported 
externally  to  Treasury  and  OMB  on  Standard  Fomi  220-9,  "Report  of  Receivables  Due 
from  the  Public"  for  September  30,  1993. 

Since  1992,  the  IRS  has  undertaken  many  initiatives  to  better  manage,  understand,  and 
more  accurately  report  its  receivables.    A  large  part  of  this  effort  was  a  direct  result  of 
GAO's  assessment  that  our  accounts  receivable  balance  reported  as  of  June  30,  1991 
on  our  220-9  was  overstated.    The  details  of  these  findings  were  fully  discussed  in 
their  report  entitled  "IRS  Significantly  Overstated  Its  Accounts  Receivable  Balance", 
May  1993,  GAO/AFMD-93-42.    GAO's  recommendations  to  the  IRS  included  making 
modifications  to  the  amounts  we  reported  as  valid  receivables,  and  for  modifying  our 
methodology  for  as.sessing  the  collectibility  of  these  accounts.    As  a  result  of  these 
recommendations,  we  have  segregated  the  accounts  already  in  currently  not  collectible 
status,  duplication  from  the  Trust  Fund  Recovery  Penalty  assessments,  and  the 
Resolution  Trust  Company  assessments,  from  those  that  are  in  various  stages  of  the 
collection  process  ranging  from  notices  and  telephone  contacts,  to  installment 
agreements,  and,  ultimately,  liens  levies  and  seizures. 


Question. 


The  GAO  has  questioned  the  accuracy  of  the  Accounts  Receivable  inventory  because 
the  data  base  for  this  information  is  unreliable.    Based  on  GAO's  criticism,  how 
comfortable  are  you  with  either  the  $150  billion  or  $X1  billion  figure? 


The  IRS  is  comfortable  with  the  $150.7  billion  figure  which  we  know  represents  the 
total  operational  inventory  as  of  September  30,  1993.    GAO  has  questioned  the 
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accuracy  of  this  data  because  they  believe  this  information  is  unreliable.    We  believe 
these  numbers  are  reliable  since  these  numbers  come  directly  from  extracts  taken  from 
our  Master  File  and  from  the  Non-Master  File  reports  we  maintain  in  each  service 
center.   These  numbers  are  validated  each  month  against  our  Revenue  Accounting 
General  Ledger  and  the  Revenue  Accounting  General  Ledger  tracks  the  weekly  debit 
balance  modules  currently  open  on  the  IRS'  Master  Files.   During  FY  1993,  the  IRS 
was  able  to  extract  billions  of  financial  transactions  from  this  Master  File  for  GAO  as 
part  of  our  financial  audit,  and  we  were  able  to  balance  to  the  penny  both  the 
individual  and  business  Master  Files. 

The  $81  billion  number  you  have  referenced  is  not  a  number  we  recognize  or  u.se  to 
report  on  our  inventory.    The  number  we  have  reported  externally  to  Treasury  and 
OMB  on  our  Standard  Form  220-9,  "Report  of  Receivables  Due  from  the  Public"  for 
September  30,  1993  was  $74.4  billion.    This  is  the  portion  of  the  inventory  in  various 
stages  of  the  collection  process,  and  which  we  use  for  internal  management  and 
tracking.    These  numbers  come  directly  from  the  various  Accounts  Receivable 
Management  Information  reports  we  generate  monthly  which  stratify  the  $150.7  billion 
into  various  components  so  that  we  can  better  manage  and  report  on  this  inventory. 
Since  this  figure  is  merely  a  stratification  of  the  $150.7  figure,  we  are  also 
comfortable  with  this  number. 

While  we  are  comfortable  with  the  accuracy  of  these  numbers,  we  recognize  a  need  to 
further  enhance  this  data  and  to  make  it  inore  easily  accessible.    We  are  cunently  in 
the  process  of  enhancing  our  existing  reports  and  developing  systems  to  better  analyze 
and  report  on  the  inventory.    For  example.  In  August  1994,  our  Compliance  Research 
Division  began  developing  a  database  at  our  Detroit  Computing  Center  (DCC)  on 
every  account  from  the  Individual  (IMF)  and  Business  (BMF)  Masterfiles.     Every 
account  will  be  analyzed  to  determine  the  collectibility,  likelihood  for  abatement,  and 
need  for  comphance  actions.    This  database  will  provide  the  Service  with  the 
necessary  information  to  better  manage  and  analyze  the  operational  inventory.    From 
this  database,  detailed  information  will  be  provided  on  how  much  was  collected  or 
abated  and  will  be  used  to  determine  which  of  these  accounts  are  valid  for  financial 
purposes  and  the  collectibility  of  each  account.    In  addition,  it  will  provide  our 
Compliance  and  Taxpayer  Services  functions  the  necessary  data  to  analyze  and 
detennine  how  our  various  compliance  strategies  and  internal  operations  impact 
accounts  receivable.    The  building  and  analyzing  of  this  database  will  be  completed  by 
September  1995. 

In  addition,  we  are  currently  redesigning  our  Revenue  Accounting  Control  System 
(RACS)  to  provide  more  accurate  information  about  the  nature  of  the  accounts  in  the 
inventory.   With  this  information  the  IRS  will  be  better  able  to  manage  and  report  on 
its  receivables.    We  will  begin  implementing  this  sy.stem  in  FY  1996. 

Question. 

What  is  the  estimate  of  the  1994  Accounts  Receivable  balance? 
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The  total  operational  inventory  as  of  September  30,  1994  was  $171.1  billion  of  which 
$79.5  billion  was  reported  as  the  portion  that  is  in  various  stages  of  the  collection 
process.    These  figures  reflect  actual  totals  as  of  September  1994. 


Question. 


In  1991  and  then  again  in  1995,  when  the  Administration  requested  additional  funds 
for  a  tax  compliance  initiative,  was  this  due  to  a  recognition  of  the  need  for  closing 
more  accounts  receivable  cases'.'    If  .so,  was  the  goal  based  on  reducing  the  $150 
billion  dollar  balance,  or  the  $81  billion  which  is  collectible? 


The  Compliance  Initiative  was  and  is  intended  to  be  an  investment  that  yields  revenue- 
-without  increasing  taxes--and  reduces  the  federal  deficit.   The  IRS  is  the  principal 
revenue  center  of  the  Federal  Government-accounting  for  over  90%  of  all  receipts. 
Our  system  depends  on  the  willingness  for  taxpayers  to  pay  voluntarily  to  pay  their 
taxes.    We  know  that  this  willingness  rests  on  an  understanding  that  the  IRS  has  the 
ability  to  ensure  that  those  who  fail  to  comply  voluntarily  will  be  required  to  pay  their 
taxes. 

In  testimony  before  the  House  Appropriations  Committee  last  year,  in  which  we 
proposed  the  Compliance  Initiative,  we  stated  that  the  IRS  needs  to  make  a  special 
effort  to  collect  more  of  the  taxes  that  are  on  the  books  now.    We  wanted  to  add  FTEs 
for  additional  compliance  efforts.   We  believe  that  this  approach  promotes  sound  tax 
administration  and  makes  good  sen,se.    The  Initiative  staffing  will  be  u.sed  to  increase 
collections  from  not  only  delinquent  accounts,  but  from  securing  of  tax  returns  and  tax 
payments  from  nonfilers,  as  well  as  from  collections  resulting  from  examinations. 


As  I  stated  in  testimony,  IRS  gross  receivables  equalled  $156  billion  at  year-end  FY 
1994.    The  gross  receivables  are  divided  into  two  coinponents:  (1)  currently  not 
collectible;  and  (2)  active  accounts  receivable.  The  currently  not  collectible  (CNC) 
portion  totalled  $76.5  billion.    Over  86%  of  the  CNC  is  not  collectible  due  to  defunct 
(no  assets)  corporations;  bankruptcy  (after  adjudication  by  the  bankruptcy):  hardships; 
or  the  taxpayer  did  not  respond  to  contacts  or  could  not  be  located.   The  acdve 
accounts  receivable  equalled  $79.5  billion--this  represents  those  accounts  that  are 
potentially  collectible.    The  workload  of  IRS  enforcement  personnel,  including  the 
Initiative  staffing,  is  focused  on  these  active  accounts. 

Question. 

The  1995-2000  initiative  is  designed  to  bring  in  approximately  $1(J  billion  in 
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additional  revenue.    How  did  IRS  arrive  at  this  $10  billion  figure? 

Answer. 

The  five  year  revenue  estimates  for  the  FY  1 995  Compliance  Initiatives  were  derived 
by  the  individual  enforcement  functions  using  existing  historical  data.    This 
methodology  is  similar  to  that  used  to  estimate  revenue  for  previous  initiatives.   The 
Enforcement  Revenue  Information  System  will  be  used  to  track  actual  results  from 
these  initiatives. 


Question. 


How  much  of  the  $2  billion  initiative  will  be  dedicated  to  the  collection  of  delinquent 
taxes  and  by  how  much  of  the    $150  billion  balance  will  be  reduced  based  on  this 
investment? 


Approximately  1,800  FTEs  from  the  FY  1995  Compliance  initiative  will  be  applied 
annually  to  front-line  collection  enforcement  activities.  We  e.stimate  that  these  FTEs 
will  collect  an  additional  $4,095  billion  dollars  over  5  years,  which  will  come  from 
action  on  delinquent  accounts  already  on  the  books,  our  process  of  securing  returns 
and  tax  payments  from  nonfilers,  and  other  regular  collection  activity.  Some  of  this 
collection  effort  will  reduce  the  Accounts  Receivable  balance. 


Question. 


As  part  of  the  1992  Compliance  Initiative,  Congress  authorized  a  pilot  collections 
program  which  would  utilize  private  sector  companies  in  the  collection  of  certain 
accounts.    What  has  IRS  done  to  implement  this  pilot  program? 


The  pilot  program  to  use  private  sector  companies  in  the  collection  of  accounts  was 
planned  as  a  part  of  the  1994  initiatives.    These  initiatives  were  originally  budgeted  at 
$150  M.    After  Congressional  action  reduced  this  amount  by  $35  M,  IRS 
reprogramined  an  additional  $105  M  to  fund  the  Congressionally  mandated  locality 
pay.   Of  the  $  1 0  M  left  after  funding  these  costs,  IRS  invested  the  remaining  in 
International  compliance  and  Criminal  Investigation,  which  were  key  committee 
concerns  expressed  during  the  appropriations  process.    We  also  invested  in  additional 
expert  witness  fees,  supporting  the  Service's  focus  on  accelerating  collection  in  large 
dollar  cases. 


507-P 


Question. 


If  you  look  at  our  chart  here,  the  amount  of  delinquent  collections  has  remained 
relatively  steady  at  approximately  $23  billion  since  IMS?.    Based  on  this  history,  what 
assurances  do  we  have  that  the  1995  Initiative  will  provide  for  delinquent  collections 
of  greater  the  $23  biUion  per  year? 


Our  einphasis  with  the  Compliance  Initiative  is  on  making  the  goal  of  increasing 
compliance--and  thus  revenue  collections--a  top  management  priority.    We  have 
established  clear  lines  of  responsibility  and  accountability  for  improving  compliance 
within  the  organization  and  have  instilled  measures  and  ongoing  monitoring  processes. 
This  compliance  effort  is  also  broader  than  a  strict  enforcement  program.    Through  a 
combination  of  new  technology,  business  systems  redesign,  customer  .service  outreach, 
strategic  partnerships,  and  legislative  and  administrative  initiatives,  we  are  confident 
that  we  can  positively  influence  compliance  rates  and  increase  the  collection  of 
revenues  due  and  owing  the  federal  government.    As  our  Compliance  Research 
activities  continue  to  enhance  our  efforts  to  target  the  most  significant  areas  of 
noncompliance  and  we  build  on  our  TSM  momentum  to  date,  we  expect  to  see  steady 
improvement  in  the  current  return  on  investment  for  compliance  activities.    1  am 
confident  that  we  will  deliver  the  Compliance  Initiative--the  FTEs,  the  work  units,  and 
the  revenues  --  that  I  committed  to. 
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Wednesday,  February  1,  1995. 

DOWNSIZING  GOVERNMENT/TAX  COMPLIANCE  AND 
COLLECTIONS 

WITNESSES 

bob  morris,  american  collectors  association 
carelton  fish,  vice  president  public  affairs,  american  col- 
lectors association 
curtis  a.  prins,  american  collectors  association 
robert  tobias,  national  president,  national  treasury  em- 
ployees union 

Introduction  of  ACA 

Mr.  ISTOOK  [presiding].  Chairman  Lightfoot  asked  me  to  go 
ahead  and  get  us  under  way  since  he  was  delayed  in  arriving.  So 
I  would  like  to  welcome  people  to  the  hearing  this  afternoon  and 
the  first  panel,  we  have  Robert  L.  Morris,  representing  the  Amer- 
ican Collectors  Association.  I  would  like  you  to  introduce  your  asso- 
ciates. 

Mr.  Morris.  I  would  like  to  introduce  Carleton  Fish  from  the 
American  Collectors  Association.  He  is  Vice  President  of  Public  Af- 
fairs, and  Mr.  Prins  you  know. 

Mr.  ISTOOK.  Right,  okay,  and  I  do  not  have  any  opening  state- 
ment. 

Mr.  Hoyer? 

Mr.  HOYER.  No,  I  have  none.  We  are  very  pleased  to  have  Mr. 
Morris  here  and  look  forward  to  his  statement. 

Mr.  ISTOOK.  Mr.  Morris,  we  are  ready  to  hear  what  you  would 
like  to  share  with  us. 

Summary  Statement  of  ACS 

Mr.  Morris.  Mr.  Chairman  and  other  Members  of  the  sub- 
committee, ACA  deeply  appreciates  the  opportunity  to  testify  be- 
fore this  distinguished  subcommittee  and  we  commend  you,  Mr. 
Chairman,  for  calling  this  hearing  because  of  the  significant  impact 
that  government  collections  in  general,  and  the  Internal  Revenue 
Service  collections  in  particular,  have  on  the  Treasury  of  the  Unit- 
ed States. 

Outside  collection  agencies,  mostly  ACA  members,  currently  col- 
lect debt  for  some  30  departments  of  the  Federal  Government.  Leg- 
islation was  passed  in  both  the  House  and  the  Senate  last  year 
that  would  have  added  two  additional  agencies  to  the  roles  of  those 
using  outside  collectors.  Unfortunately,  the  legislation  died  in  the 
conference  committee  due  to  committee  jurisdictional  problems. 

I  say  it  was  unfortunate,  not  because  it  represented  lost  opportu- 
nities to  the  collection  agencies,  because  it  meant  that  millions  of 
dollars  owed  to  the  government  might  never  be  collected. 

Private  collection  firms  have  brought  in  more  than  $700  million 
from  delinquent  student  loan  payments  from  the  Department  of 
Education  and  there  are  similar  stories  in  every  other  agency. 

As  an  additional  benefit,  outside  collectors  are  paid  only  when  we 
achieve  results.  If  we  don't  collect,  we  don't  get  paid.  There  is  one 
agency,  the  Internal  Revenue  Service,  that  has  refused  to  allow  the 
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use  of  outside  collectors,  even  though  Congress  and  the  Executive 
Branch  instructed  the  IRS  to  conduct  a  test  program  using  private 
collection  services. 

Mr.  Chairman,  I  am  not  very  sophisticated  in  the  ways  of  the 
Federal  Grovemment,  but  I  always  thought  that  when  Congress 
passed  legislation,  it  was  supposed  to  be  carried  out  and  apparently 
so  did  many  others  in  the  collection  business. 

Some  600  collection  companies  responded  to  the  IRS  bid  solicita- 
tions to  participate  in  the  test  program,  but  no  contract  was  ever 
awarded,  and  according  to  IRS  testimony  before  Congress,  the  ap- 
propriated funds  for  the  test  program  were  spent  in  other  ways.  I 
must  say,  this  shatters  every  civic  lesson  that  I  have  ever  been 
taught. 

Now  it  would  appear  that  the  IRS  did  not  spend  the  appropriated 
funds  on  outside  collection  services  because  there  was  no  problem 
with  uncollected  taxes.  This  is  not  the  case.  Last  year,  the  Commis- 
sioner of  the  IRS  testified  before  a  House  oversight  subcommittee 
the  IRS  had  some  $110  billion  of  uncollected  income  taxes  on  its 
books.  That  figure  floored  me.  It  is  impossible  that  $110  billion  in 
taxes  could  go  unpaid  and  yet  there  has  been  little  publicity  about 
the  problem.  The  deficit  would  be  greatly  reduced  if  those  unpaid 
taxes  are  collected. 

Last  August,  the  Office  of  Management  and  Budget  issued  a  re- 
port that  showed  the  IRS  had  only  $60  billion  in  uncollected  taxes. 
At  first  glance,  that  might  indicate  that  the  agency  had  really 
stepped  up  its  collection  efforts  and  managed  to  collect  $50  billion 
of  previously  uncollected  taxes. 

This  is  not  the  case.  According  to  0MB,  there  was  no  mass  col- 
lection of  $50  billion.  0MB  simply  required  IRS  to  write  off  $50  bil- 
lion in  uncollected  taxes  from  its  books  because  the  money  was 
deemed  uncollectible.  Certainly,  some  of  the  money  written  off  was 
due  to  misinformation,  such  as  listings,  as  delinquent  taxes  that 
had  actually  been  paid,  but  certainly  that  can't  account  for  $50  bil- 
lion. 

How  much  money  was  collectible  at  one  time  but  fell  into  the 
uncollectible  category  because  of  the  inadequate  collection  efforts? 

Mr.  Chairman,  it  doesn't  have  to  be  that  way.  My  personal  expe- 
rience working  with  the  IRS  for  the  last  18  months,  and  ACA  be- 
lieves strongly  that  if  IRS  would  use  outside  collectors,  the  amount 
of  uncollected  taxes  could  be  reduced  drastically  and  quickly,  cer- 
tainly good  news  at  a  time  when  Congress  is  searching  for  ways 
to  cut  government  spending,  and  it  won't  cost  anything  to  find  out 
if  our  belief  can  be  translated  into  fact.  Since  collectors  only  get 
paid  when  we  produce,  this  will  be  a  win-win- win  for  the  govern- 
ment. 

Our  plan  will  not  result  in  reducing  the  number  of  IRS  collection 
employees.  It  will  mean  that  IRS  would  be  able  to  collect  more 
money  with  the  same  staff.  We  suggest  that  IRS  employees  work 
the  most  collectible  high-balanced  accounts  and  turn  the  accounts 
of  say  $10,000  or  less  that  have  already  been  worked  by  the  agency 
over  to  outside  collectors. 

It  is  clear  that  the  IRS  cannot  handle  in-house  the  ever  increas- 
ing amount  of  uncollected  taxes.  Plans  to  train  more  employees  and 
buy  more  equipment  are  more  costly  and  may  well  take  years  to 
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complete.  One  question  that  we  have  been  asked  repeatedly  is  if 
the  toughest  collection  people  in  the  United  States,  the  IRS,  can't 
collect  these  taxes,  what  makes  you  think  you  can?  This  is  a  fair 
and  necessary  question. 

First,  ACA  collectors  are  thoroughly  trained  and  are  constantly 
undergoing  training  updates.  We  use  the  latest  technology  and  soft- 
ware collection  equipment  and  are  updating  this  equipment  on  an 
ongoing  basis. 

Most  importantly  it  is  the  work  standard  that  separates  private 
firms  from  the  IRS.  It  is  not  uncommon  for  an  individual  collector 
to  make  over  100  collection  calls  a  day  on  small  balance  accounts, 
those  accounts  that  are  under  $200.  And  for  very  large  complicated 
accounts,  the  average  would  be  25  calls  a  day.  On  average,  a  collec- 
tor will  make  about  70  calls  a  day  for  all  types  of  accounts. 

Now,  contrast  that  with  what  we  believe  is  the  IRS  standard  of 
five  calls  a  day,  and  you  can  see  why  we  get  results.  We  also  be- 
lieve that  IRS  in-house  collectors  tend  to  concentrate  on  the  easiest 
cases.  We  know  from  the  $50  billion  that  the  IRS  has  been  re- 
quired to  write  off  that  its  records  are  not  up  to  date.  Many  tax- 
payers are  receiving  letters  and  phone  calls  from  IRS  for  taxes  that 
are  not  owed.  Private  collectors  will  make  certain  before  they  even 
undertake  full  scale  collection  efforts  that  the  tax  debt  is  correct 
and  owed. 

This  is  the  type  of  service  we  will  supply  to  taxpayers.  We  will 
verify  accounts,  counsel  the  taxpayers,  provide  options  and  assist 
taxpayers  in  achieving  compliance.  We  will  not  add  additional  pen- 
alties and  we  will  abide  by  the  taxpayers'  Bill  of  Rights. 

Let  me  address  for  a  moment  the  privacy  issue  which  is  of  con- 
cern to  many  Members  of  Congress  and  our  industry  as  well.  ACA 
members  operate  under  the  Federal  law,  the  Fair  Debt  Collection 
Practices  Act.  It  sets  strict  standards  of  conduct  for  collectors  and 
provides  for  stiff  penalties  for  collectors  who  violate  the  act. 

One  of  the  major  provisions  of  the  act  is  the  prohibition  against 
conveying  information  about  a  debtor  to  a  third  party,  except  in  a 
certain  narrow  area  such  as  sending  information  to  an  approved 
credit  reporting  service.  We  take  the  privacy  issue  very  seriously. 
In  addition,  we  would  fully  expect  that  any  contract  with  the  IRS 
would  fully  spell  out  privacy  concerns  and  requirements. 

In  closing,  Mr.  Chairman,  let  me  refer  the  subcommittee  to  the 
General  Accounting  Office  study  done  in  1994,  number  B-255851, 
for  the  Ways  and  Means  Committee  about  the  use  of  private  collec- 
tors by  the  various  State  tax  collection  agencies.  It  points  out  in 
some  States  the  rate  of  return  by  outside  collectors  is  as  high  as 
45  percent  of  the  amount  turned  over  to  them.  Of  course,  the  re- 
turn depends  on  how  quickly  such  taxes  are  turned  over  to  the  pri- 
vate firms.  The  quicker  they  are  turned  over,  the  greater  the  re- 
turn. 

ACA  members,  collecting  at  the  State,  Federal,  and  all  other  lev- 
els of  government,  are  bringing  in  millions  of  dollars  that  would 
otherwise  be  lost  to  taxpayers.  Why  then  should  we  not  have  an 
opportunity  to  work  for  the  Internal  Revenue  Service?  Outside  col- 
lectors should  be  given  an  opportunity.  It  won't  cost  anything  to  try 
and  the  results  can  be  measured  in  billions  of  dollars  in  funds  for 
the  Treasury. 
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Thank  you  very  much.  Mr.  Fish  and  I  would  be  pleased  to  an- 
swer any  questions. 
Mr.  LiGHTFOOT.  Thank  you,  Mr.  Morris,  Mr.  Fish,  Mr.  Prins. 
[The  prepared  statement  follows:] 

Statement  of  Robert  L.  Morris,  Concord,  CA,  Representing  the  American 
Collectors  Assoclation,  Inc.,  Before  the  Subcommittee  on  Treasury,  Post- 
al Service,  General  Government,  Committee  on  Appropriations,  U.S.  House 
OF  Representatives,  February  1,  1995 

Mr.  Chairman,  members  of  the  subcommittee,  I  am  Robert  Morris  of  AssetCare, 
a  division  of  Medaphis  Corp.  I  am  in  the  debt  collection  business  operating  out  of 
Concord,  CA.  For  six  years  I  served  as  a  gubernatorial  appointee  on  the  California 
Collection  Agency  Board,  the  state  regulatory  agency  for  collection  agencies.  I  am 
appearing  today  representing  the  American  Collectors  Assn.,  an  international  trade 
association  representing  some  3,700  debt  collection  professionals  and  the  largest 
debt  collection  trade  association  in  this  country.  I  have  served  on  the  legislative 
council  of  ACA  for  four  years.  I  am  accompanied  today  by  Carleton  Fish,  ACA's  Vice 
President  of  Public  Affairs. 

ACA  deeply  appreciates  the  opportunity  to  testify  before  this  distinguished  sub- 
committee and  we  commend  you,  Mr.  Chairman,  for  calling  this  hearing  because  of 
the  significant  impact  that  government  collections,  in  general,  and  Internal  Revenue 
Service  collections,  in  particular,  have  on  the  Treasury  of  the  United  States. 

Outside  collection  agencies,  mostly  ACA  members,  currently  collect  debts  for  some 
30  departments  of  the  Federal  Government.  The  1994  report  of  Vice  President 
Gore's  task  force  on  reinventing  government  suggested  opening  all  government  de- 
partments to  outside  collection  efforts  and  legislation  was  passed  in  both  the  House 
and  Senate  that  would  have  added  two  additional  agencies  to  the  rolls  of  those 
using  outside  collectors.  Unfortunately,  the  legislation  died  in  a  conference  commit- 
tee due  to  committee  jurisdictional  problems. 

I  say  it  was  unfortunate,  not  because  it  represented  lost  opportunities  to  collection 
agencies  but  because  it  meant  that  millions  of  dollars  owed  to  the  government  might 
not  be  collected.  ACA  is  proud  of  the  job  outside  collectors  have  done  for  the  Federal 
Government.  Private  collection  firms  have  brought  in  more  than  $700  million  in  de- 
linquent student  loan  payments  for  the  Department  of  Education  and  there  are 
similar  stories  in  every  other  agency.  As  an  additional  benefit,  outside  collectors  are 
paid  only  when  they  achieve  results.  If  we  don't  collect,  we  don't  get  paid. 

There  is  one  agency,  the  Internal  Revenue  Service,  that  has  refused  to  allow  the 
use  of  outside  collectors,  even  though  Congress  and  the  Executive  Branch  instructed 
IRS  to  conduct  a  test  program  using  private  collection  services.  The  Congress  appro- 
priated funds  for  such  a  program  but  the  IRS  used  those  funds  for  other  purposes 
and  failed  to  conduct  a  test  program. 

Mr.  Chairman,  I  am  not  very  sophisticated  in  the  ways  of  the  Federal  Govern- 
ment. But  I  always  thought  that  when  Congress  passed  legislation  it  was  supposed 
to  be  carried  out  and  apparently  so  did  many  others  in  the  collection  business.  Some 
600  collection  companies  responded  to  an  IRS  bid  solicitation  to  participate  in  the 
test  program  and  the  IRS  even  set  up  a  staff  in  its  procurement  section  to  handle 
the  contract.  But  no  contract  was  ever  awarded  and  according  to  IRS  testimony  be- 
fore Congress,  the  appropriated  funds  for  the  test  program  were  spent  in  other 
ways.  I  must  say  this  shatters  every  civics  lesson  I've  been  taught. 

Now  it  would  appear  that  if  IRS  did  not  spend  the  appropriated  funds  on  outside 
collection  services,  it  was  because  it  did  not  have  a  problem  with  uncollected  taxes. 
That  is  not  the  case.  Last  year,  the  Commissioner  of  the  IRS  testified  before  a 
House  oversight  subcommittee  that  the  IRS  had  some  $110  biUion  of  uncollected  in- 
come taxes  on  its  books.  That  figured  floored  me.  How  is  it  possible  that  $110  biUion 
of  taxes  could  go  unpaid  and  yet  there  has  been  Uttle  publicity  about  the  problem? 
I  recall  the  news  media  frenzy  about  the  $500  hammers  or  the  $600  toilet  seats  the 
Department  of  Defense  bought  a  few  years  ago  but  those  expenditures  pale  when 
compared  to  uncollected  taxes.  The  current  budget  deficit  could  almost  be  eliminated 
if  those  unpaid  taxes  were  collected. 

Last  August,  the  Office  of  Management  and  Budget  issued  a  report  that  showed 
the  IRS  only  $60  billion  in  uncollected  taxes.  At  first  glance  that  might  indicate  that 
the  agency  had  really  stepped  up  its  collection  efforts  and  had  managed  to  collect 
$50  billion  of  previously  uncollected  taxes.  That  is  not  the  case.  According  to  0MB, 
there  was  no  mass  collection  of  $50  biUion.  0MB  simply  required  IRS  to  write  off 
$50  billion  in  uncollected  taxes  from  its  books  because  the  money  was  uncollectible. 
Certainly  some  of  the  money  written  off  was  due  to  misinformation,  such  as  listing 
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as  delinquent  taxes  that  had  actually  been  paid.  But  certainly  that  can't  account 
for  $50  billion.  How  much  money  was  collectible  at  one  time  but  fell  into  the 
uncollectible  category  because  of  inadequate  collection  efforts? 

Mr.  Chairman,  it  doesn't  have  to  be  that  way.  ACA  believes  strongly  that  if  IRS 
would  use  outside  collectors  the  amount  of  uncollected  taxes  could  be  reduced  dras- 
tically and  quickly — certainly  good  news  at  a  time  when  Congress  is  searching  for 
ways  to  cut  Government  spending.  And  it  won't  cost  a  penny  to  find  out  if  our  belief 
can  be  translated  into  fact.  Since  collectors  only  get  paid  when  they  produce,  this 
will  be  a  win-win-win  for  the  Government  and  more  importantly,  taxpayers  who  pay 
their  taxes  on  time.  In  addition,  the  Government  would  get  the  benefit  of  the  most 
up-to-date  collection  techniques,  data  processing  and  software  available  without  any 
additional  cost. 

Our  plan  will  not  result  in  reducing  the  number  of  IRS  collection  employees.  It 
would  mean  that  IRS  would  be  able  to  collect  more  money  with  the  same  staff,  thus 
generating  additional  revenue  for  the  Treasury.  What  we  suggest  is  that  IRS  em- 
ployees work  the  most  collectible  high  balance  accounts  and  turn  the  accounts  of, 
sav  $10,000  or  less,  that  have  already  been  worked  by  the  agency,  over  to  outside 
collectors. 

We  would  be  more  than  happy  to  work  with  you  Mr.  Chairman,  the  subcommittee 
and  its  staff  to  draft  appropriate  language  to  accomplish  this. 

It  is  clear  that  the  IRS  cannot  handle  in-house  the  ever  increasing  eimount  of  un- 
collected taxes.  Plans  to  train  more  employees  and  buy  more  equipment  are  both 
costly  and  may  well  take  years  to  complete. 

For  the  past  few  months,  members  of  ACA's  staff  have  been  talking  to  various 
Congressional  committees  about  the  refusal  of  IRS  to  use  outside  collectors.  One 

auestion  that  we  have  been  asked  repeatedly  is  "if  the  toughest  collection  people  in 
le  United  States,  the  IRS,  can't  collect  these  taxes,  what  makes  you  think  you 
can?"  This  is  a  fair  and  necessary  question. 

First,  ACA  collectors  are  thoroughly  trained  and  are  constantly  undergoing  train- 
ing updates.  We  use  the  latest  technology  and  software  collection  equipment  and  are 
updating  that  equipment  on  an  ongoing  basis.  But  most  importantly,  it  is  the  work 
standard  that  separates  private  firms  from  the  IRS.  It  is  not  uncommon  for  an  indi- 
vidual collector  to  make  over  100  collection  calls  a  day  on  small  balance  accounts, 
those  in  the  $200  or  under  range.  And  for  very  large,  complicated  accounts,  the  av- 
erage would  be  25  calls  a  day.  On  average,  a  collector  will  make  70  calls  a  day  for 
all  types  of  accounts.  Now  contrast  that  with  what  we  believe  is  the  IRS  standard — 
five  calls  a  day — and  you  can  see  why  we  get  results.  We  also  believe  that  IRS  in- 
house  collectors  tend  fco  concentrate  the  "easiest"  cases.  In  some  cases,  IRS  collection 
divisions  tell  the  field  offices  how  many  accounts  they  should  send  to  the  collectors. 
It  is  sort  of  a  pick  and  choose  method. 

In  addition,  we  would  provide  an  important  service  to  the  IRS  and  taxpayers  by 
clearing  up  records  that  contain  incorrect  information.  We  know,  from  the  $50  bil- 
lion that  IRS  has  been  required  to  write  off,  that  its  records  are  not  up-to-date. 
Many  taxpayers  are  receiving  letters  and  phone  calls  from  IRS  for  taxes  that  are 
not  owed.  Private  collectors  will  make  certain  before  they  even  undertake  full  scale 
collection  efforts  that  the  tax  debt  is  correct  and  owed. 

This  is  the  type  of  service  we  will  supply  to  taxpayers.  We  will  verify  accounts, 
counsel  the  taxpayer,  provide  options,  and  assist  the  taxpayer  in  achieving  compli- 
ance. We  will  not  add  additional  penalties,  and  we  will  abide  by  the  Taxpayer's  Bill 
of  Rights. 

Let  me  address  for  a  moment,  the  privacy  issue,  which  is  a  concern  to  many  mem- 
bers of  Congress  and  to  our  industry  as  well.  ACA  members  operate  under  a  Federal 
law,  the  Fair  Debt  Collection  Practices  Act.  It  sets  strict  standards  of  conduct  for 
collectors  and  provides  stiff  penalties  for  collectors  who  violate  the  Act.  One  of  the 
major  provisions  of  the  Act  is  the  prohibition  against  conveying  information  about 
a  debtor  to  a  third  party,  except  in  certain  narrow  areas,  such  as  sending  informa- 
tion to  a  credit  reporting  service.  We  take  the  privacy  issue  very  seriously.  In  addi- 
tion, we  would  fully  expect  that  any  contract  with  the  IRS  would  fully  spell  out  pri- 
vacy concerns  and  requirements. 

In  closing  Mr.  Chairman  let  me  refer  the  subcommittee  to  a  General  Accounting 
Office  study  done  in  1994  (B-255851)  for  the  Ways  and  Means  Committee  about  the 
use  of  private  collectors  by  the  various  State  tax  collection  agencies.  It  points  out 
that  in  some  states  the  rate  of  return  by  outside  collectors  is  as  high  as  45%  of  the 
amount  turned  over  to  them.  Of  course,  the  return  depends  on  how  quickly  such 
taxes  are  turned  over  to  the  private  firms — the  quicker  they  are  turned  over,  the 
greater  the  return. 

ACA  members,  collecting  at  the  state,  federal  and  all  other  levels  of  government, 
are  bringing  in  millions  of  dollars  that  would  otherwise  be  lost  to  taxpayers.  Why 
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then  should  we  not  have  an  opportunity  to  work  for  the  Internal  Revenue  Service? 
Outside  collectors  should  be  given  a  chance — it  won't  cost  anything  to  try  and  the 
results  could  be  measured  in  billions  of  dollars  in  funds  for  the  Treasury. 
Thank  you  very  much.  Mr.  Fish  and  I  would  be  pleased  to  answer  any  questions. 

Mr.  LiGHTFOOT.  Mr.  Istook  may  ask  the  first  round  of  questions. 

GAO  REPORTS  ON  ACCOUNTS  RECEIVABLE 

Mr.  ISTOOK.  Thank  you,  Mr.  Chairman. 

I  would  like  to  ask  Mr.  Morris,  the  GAO  report  that  we  have  re- 
ceived talks  about  underlying  causes  perpetuating  the  accounts  re- 
ceivable of  IRS  and  first  and  foremost  they  said  there  is  a  lack  of 
accurate  and  reliable  information. 

I  would  be  interested  in  your  comments,  realizing  that  a  profes- 
sional debt  collection  agency  has  legal  requirements  to  verify  the 
accuracy  of  the  debt.  How  realistically  might  a  privatization  effort 
be  to  collect  tax  debts  if  the  underlying  information  from  the  IRS 
has  severe  reliability  problems? 

Mr.  Morris.  One  of  the  issues  is  the  work  standard  we  dis- 
cussed. We  are  used  to  needing  to  validate  data  on  a  regular  basis. 
We  have  procedures  in  place.  It  is  done  through  a  lot  of  automa- 
tion. It  would  allow  us,  when  our  agent  is  on  the  phone  with  the 
taxpayer,  we  know  what  questions  to  ask  to  identify  exactly  where 
the  problems  exist.  Through  automation,  we  would  notify  the  IRS 
and  we  would  hold  all  action  until  we  had  the  proper  information 
and  validation  from  the  IRS,  which  then  we  could  pass  on  to  the 
taxpayer. 

contingency  fee  arrangement 

Mr.  ISTOOK.  Is  there,  in  your  business,  realizing  of  course  you  op- 
erate generally,  I  know  there  is  a  different  fee  arrangement,  but 
frequently  a  contingency  fee  arrangement,  is  there  a  charge  back 
to  your  client,  the  company,  in  this  case,  the  IRS,  that  is  owed  debt 
if  they  had  given  inaccurate  information  to  you  which  has  caused 
you  to  do  this  work? 

Mr.  Morris.  There  are  all  types  of  arrangements  depending  on 
the  type  of  work  and  the  information  that  the  client  requests.  In 
some  cases,  you  are  correct  that  if  the  client  wishes  to  establish 
outside  research,  in  some  instances,  there  could  be  a  charge. 

From  my  conversations  with  the  IRS,  working  with  the  Northern 
California  San  Francisco  district,  that  is  not  a  program  that  they 
seem  to  be  interested  in,  so — but  that  is  something  that  would  be 
worked  out  contractually,  but  I  would  not  expect  there  to  be  one. 

privatization  of  collections 

Mr.  Istook.  Sure.  And  we  recognize  your  testimony  has  a  couple 
different  purposes  it  can  help  us  with.  One  is,  of  course,  consider- 
ing the  potential  of  privatization  that  other  committees  have  direct 
responsibility  over  and  are  interested  in  the  subject  too,  but  the 
other  is  also  helping  us  to  understand  what  is  going  on  within  the 
IRS  and  why  they  have  the  problems  that  they  do. 

Can  you  tell  the  committee  how  deeply — in  trying  to  go  to  privat- 
ization efforts,  how  deeply  have  you  or  your  association  or  its  mem- 
bers examined  the  IRS  debt  collection  process  and  what  findings 
might  you  be  able  to  share  with  us  from  that? 
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Mr.  Morris.  I  was  originally  contacted  by  the  IRS  and  their 
question  was,  are  there  functions  in  the  private  sector  that  can  be 
adopted  by  the  IRS?  I  have  spent  18  months  working  with  them. 
I  think  I  have  a  pretty  good  handle  on  what  is  their  problems  are, 
what  the  issues  are. 

One  of  the  subjects  that  was  discussed  was  the  data  processing. 
They  did  select  a  collection  package,  a  true  collection  package  that 
has  been  installed  in  the  San  Mateo  district  office  and  went  on  line 
Monday  of  this  week. 

Through  some  of  the  changes  we  made,  we  found  that  on  the 
final  collection  section,  the  average  cases  that  an  agent  was  looking 
at  eighteen  months  ago  was  five  a  day.  As  of  last  month,  we  had 
that  up  to  11.  Our  goal  is  to  have  that  up  to  15  a  day  by  the  end 
of  the  year  and  hopefully — I  am  sorry,  by  the  middle  of  the  year, 
and  hopefully  we  have  a  long-term  goal  of  getting  20  a  day. 

Now,  this  is  in  the  final  collection  stage.  There  have  been  a  lot 
of  numbers  that  were  thrown  out  earlier  that  I  would  like  to  ad- 
dress. We  had  talked  about  five  a  day  and  then  someone  said  six 
an  hour. 

There  are  three  stages  of  collection  within  the  IRS.  We  have  been 
referring  to  the  end  of  the  business  where  collection  agencies  nor- 
mally would  take  a  position,  which  is  in  final  collection.  The  six  an 
hour  figure  that  was  given  this  morning  was  in  what  is  called  the 
automated  collection  system,  which  is  a  computerized  telephone 
system  that  drives  the  agents,  and  they  are  looking  at  six  contacts 
per  hour. 

Now,  those  of  us  in  the  private  sector  have  the  same  technology. 
We  use  it  every  day.  Our  standard  is  20  contacts  per  hour  on  the 
most  difficult  cases  the  IRS  handles,  and  they  visited  our  office  and 
they  confirmed  that  their  most  difficult  cases  were  very  similar  to 
one  of  the  departments  in  our  agency. 

Mr.  ISTOOK.  By  the  way,  is  the  contact  a  completed  call? 

Mr.  Morris.  Right.  They  were — I  still  have  the  mark  on  the  wall 
in  my  office  when  one  of  the  members  almost  fell  over  backwards 
when  they  found  out  that  our  work  standard  on  very  similar  cases 
is  25  cases  a  day,  and  that  is  when  we  set  the  goal  to  try  to  raise 
the  IRS  to  15  and,  again,  as  I  indicated,  we  are  already  at  11,  and 
we  haven't  even  put  in  the  automation. 

Mr.  ISTOOK.  What  are  they  doing  with  their  time  then? 

Mr.  Morris.  There  were  so  many  accounts  backlogged  in  the  sys- 
tem, that  was — when  some  of  the  numbers  and  whatever  we  were 
hearing  this  morning  were  so  different  from  my  own  experience  in 
one  office,  and  I  can't  speak  for  every  Office  of  the  IRS,  but  they 
are  almost  having  to  hold  the  cases  back.  They  don't  have  enough 
people  to  handle  it,  even  with  an  increased  work  standard. 

The  amount  of  revenue  that  each  agent  produces  is  very  com- 
mendable. I  am  impressed  at  the  amount  of  revenue  that  an  agent 
can  produce,  and  what  I  am  hoping  to  see  for  the  IRS  is  once  the 
private  sector  can  unload  let's  say  the  smaller,  under  $10,000  cases 
that  are  clogging  the  system,  how  much  revenue  they  would  be 
able  to  produce  just  working  on  the  larger  cases. 

It  is  not  unusual  in  the  automated  collection  system,  and  I  have 
been  told  this,  I  have  not  seen  this,  but  in  the  automated  collection 
system,  it  is  not  unusual  for  a  case  to  be  there  for  two  years. 
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Now,  I  have  information  in  here  that  we  have  done  through  the 
studies  that  were  done  in  California  for  that  office.  They  are  look- 
ing for  some  relief.  Again,  they  would  love  to  have  a  lot  more  staff, 
but  again,  as  0MB  pointed  out,  data  processing  needs  are  impor- 
tant. I  also  saw  that  there  was  a  request  in  one  of  the  reports  for 
$400  million  for  data  processing.  I  don't  know  what  kind  of  a  sys- 
tem $400  million  buys  today.  We  just  put  a  new  system  in  for  only 
$30  million.  I  guess  we  got  that  cheap. 

But  there  are  a  lot  of— again,  writing  software  in  the  collection 
industry,  software  is  written  right  off  the  shelf  and  when  we  put 
in  this  pilot  program  in  San  Mateo,  we  didn't  have  to  buy  any 
hardware.  All  the  hardware  was  there.  We  just  slipped  in  the  soft- 
ware and  ran,  and  we  are  confident  this  can  be  done,  and  these  are 
services  that  our  industry  can  bring  to  the  Internal  Revenue  Serv- 
ice to  help  them  and  at  the  same  time  help  us.  A  better  informed, 
better  organized  client  is  the  best  news  we  can  have. 

Have  I  overanswered  the  question? 

Mr.  ISTOOK.  No.  It  is  interesting.  I  might  go  further,  but  I  think 
it  is  time  to  let  other  Members  do  so. 

Mr.  LiGHTFOOT.  Mr.  Hoyer. 

MEDAPHIS  CORPORATION 

Mr.  Hoyer.  Thank  you,  Mr.  Morris.  What  is  your  organization, 
or  are  you  speaking  for  the  association? 

Mr.  Morris.  No,  I  am  sorry.  I  am  speaking  for  Medaphis  Cor- 
poration. We  have  7,000  agents  across  the  country  dealing  in  collec- 
tion and  other  financial  services.  That  is  justifying  why  you  should 
have  the  $30  million  for  a  computer. 

Mr.  Prins.  Mr.  Chairman,  Mr.  Hoyer,  if  you  were  looking  for  a 
general  figure,  ACA  has  about  3,700  members.  The  average  num- 
ber of  collectors  that  they  have  is  14  or  18 — members,  so  that 
would  give  you  18  times  3,700,  would  give  you  a  ballpark  figure  of 
how  many  we  represent. 

Mr.  Hoyer.  ^lat  I  was  really  looking  for  is  I  want  to  try  to  get 
these  comparisons  correct.  I  want  to  get  in  my  own  mind  what  we 
are  comparing.  $400  million  is  not  the  cost.  We  are  talking  about 
in  the  billions  for  the  Tax  Systems  Modernization  system,  which  is 
not  just  the  computer,  as  you  understand. 

I  am  interested  in  page  3  of  your  statement.  I  was  also  interested 
in  the  comment,  you  were  impressed  with  what  the  agents  can  col- 
lect? 

Mr.  Morris.  Yes. 

COMPARISON  OF  COLLECTION  CALLS 

Mr.  Hoyer.  What  does  that  mean  vis-a-vis  a  comparison  of  one 
hundred  collection  calls  a  day  versus  five  collection  C2ills  a  day? 

Mr.  Morris.  Certainly  it  can  be  increased  if  some  of  the  private 
sector  techniques  are  adopted  by  the  IRS,  which  also  the  gen- 
tleman from  0MB  mentioned — GAO,  I  am  sorry,  where  the  ac- 
counts are  sorted. 

The  first  thing  we  need  to  do  when  we  are  working  with  any 
major  client  is  to  get  the  numbers  straight.  This  morning  the  figure 
that  was  given  was  a  6  percent  delinquency  factor.  Now,  6  percent 
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in  the  private  sector  is  high.  Three  percent  is  a  more  realistic  fig- 
ure. However,  it  is  calculated  differently. 

PERCENTAGE  OF  DELINQUENT  TAXES 

The  discussion  was,  there  was  $1.16  trillion  deposited  last  year 
in  the  system,  and  using  the  figure  I  heard  today  of  $80  billion  are 
delinquency,  and  again,  we  know  the  figures  pretty  well,  83  percent 
of  the  revenue  that  comes  to  the  IRS  comes  through  not  compli- 
ance; it  comes  through  withholding  taxes.  So  the  real  account  base 
is  only  17  percent  of  that  $1.16  trillion. 

Mr.  HOYER.  I  am  shaking  my  head,  but  I  am  not  sure  that  is  ac- 
curate, is  it?  What  I  understand  is  that  they  could  collect  83  per- 
cent of  the  taxes  due  and  that  17  percent  are  not  paid. 

Mr.  Morris.  I  am  sure  you  are  correct,  Congressman. 

Mr.  HOYER.  But  that  would  not  mesin  all  of  that  83  is  withhold- 
ing. I  am  sure  there  are  a  lot  of  payments,  quarterly  payments 
made  by  self-employed  and  by  businesses  and 

Mr.  Morris.  Quarterly. 

Mr.  HOYER.  It  is  voluntary  submission  an3rway. 

Mr.  Morris.  Yes.  But  compare  the  delinquency,  whatever  cal- 
culation that  we  need  to  make,  it  has  to  be  against  the  outstanding 
debt.  From  the  quick  calculations  we  did,  it  is  not  a  6  percent  de- 
linquency of  the  non-compliance  money,  the  money  that  comes  in 
automatically.  If  we  only  look  at  what  is  left,  it  is  closer  to  40  per- 
cent delinquency. 

A  company  running  a  40  percent  delinquency  would  have  a  major 
deficit  if  they  were  in  the  private  sector,  and  that  is — it  is  uncon- 
scionable, and  there  are  so  many  things  that  can  be  done,  and 
again,  it  is  building  towards  a  work  standard  of  understanding  bet- 
ter what  the  accounts  Eire,  sorting  them,  prioritizing  them,  and  that 
is  what  the  private  sector  does,  and  that  is  why  we  can  be  success- 
ful and  have  been  successful  on  so  many  government  contracts,  and 
we  talk  about 

Mr.  HOYER.  I  am  not  sure,  Mr.  Morris,  that  I  follow  the  40  per- 
cent delinquency  analogy  to  the  private  sector,  and  in  effect,  what 
we  are  saying  is  we  collect  83  percent  through  voluntary  compli- 
ance of  what  is  owed  to  us. 

Mr.  Morris.  Yes. 

Mr.  HoYER.  That  means  17  percent  is  not  paid. 

Mr.  Morris.  Yes. 

Mr.  HOYER.  We  then  go  to  that  and  say  that  whatever  the  per- 
centage of  noncoUection  is,  obviously  a  significant  portion,  as  you 
point  out,  is  because  the  taxpayer  is  bankrupt,  has  no  assets,  can't 
find  the  taxpayer,  other  reasons  that  are  applied,  but  there  are  a 
number  of  businesses  I  would  think  that  do  have,  in  effect,  a  17 
percent  nonpayment.  That  may  be  high  for  most  businesses,  and 
clearly  a  17  percent  nonpayment  would  be  a  problem  for  a  lot  of 
businesses,  and  it  is  a  problem  for  us,  which  is  why  we  want  to  get 
at  it. 

COLLECTION  CALLS 

But  go  back  to  this  five  versus  one  hundred.  In  effect  what  you 
are  saying,  if  you  are  comparing  apples  and  apples,  that  somebody 
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in  your  shop  does  20  times  the  work  load  that  somebody  in  the 
Federal  shop  does  on  a  given  day. 

Is  that  what  you  mean 

Mr.  Morris.  There  certainly  are  instances 

Mr.  HOYER.  Because  I  don't  believe  that. 

Mr.  Morris.  There  are  certainly  instances  where  that  has — and 
again,  what  I  was  hearing  this  morning  is,  again,  there  are  three 
levels  of  collection.  The  work  I  have  done  is  in  the  final  stage  of 
the  collection.  And  in  the  final  stage  of  collection,  that  is  where 
they  are  looking  at  five  cases  a  day  where  in  private  industry  we 
are  saying  look  at  a  minimum  of  twenty-five  a  day  in  that  group. 

This  morning  when  they  were  talking  about  the  six  per  hour  that 
they  do  with  their  automated  system,  in  our  automated  depart- 
ment, where  they  are  doing  six  contacts  an  hour,  we  are  doing 
twenty  contacts  an  hour.  So  what  I  was  hearing  this  morning  was 
kind  of  getting  mixed. 

Mr.  HOYER.  As  I  understand  it,  what  you  are  saying  is  that  you 
or  your  colleagues  would  be  willing  to,  in  effect,  take  accounts,  at 
no  cost  to  the  Federal  Government.  Presumably  if  we  negotiated, 
because  the  numbers  are  so  big,  we  wouldn't  give  the  break  that 
if  you  get  the  wrong  information  for  us,  you  can  charge  back,  and 
in  effect  take  some  of  the  toughest  accounts  because  those  would 
be  accounts  left  over. 

Mr.  Morris.  That  is  a  macro  look  at  it,  yes. 

Mr.  HOYER.  Okay.  I  personally  believe  that  is  worth  looking  at. 
I  mean,  I  think  that  we  have  got  debt  accounts  out  there.  We  sure 
can't  lose  anything.  You  start  out  with  zero  and  you  end  up  with 
zero,  you  haven't  lost  anything. 

COLLECTION  OF  RTC  DEBTS 

Mr.  Prins.  Mr.  Chairman,  if  I  could  point  out,  we  have  a  current 
contract  with  the  Resolution  Trust  Corporation.  They  have  $8  bil- 
lion worth  of  JDC  accounts,  which  stands  for  judgments,  defi- 
ciencies, and  chargeofi"s.  These  are  the  worst  accounts  that  you 
could  possibly  imagine. 

We  went  into  a  partnership,  the  debt  collection  industry,  went 
into  a  partnership  with  the  RTC  to  collect  those.  We  did  all  the 
work  and  we  split — we  put  up  all  the  money  to  collect  it,  the  legal 
fees  and  everything,  and  we  split  the  proceeds.  We  are  bringing  in 
millions  and  millions  of  dollars  on  the  singularly  worst  paper  that 
the  United  States  Government  holds. 

All  we  are  saying,  and  you  broke  the  code,  Mr.  Hoyer,  all  we 
want  is  that  chance.  Give  us  the  chance  to  work  the  bad  stuff.  It 
won't  cost  you  a  penny.  You  know.  Congress  doesn't  get  many  deals 
like  that,  a  free  offer.  We  have  got  something  that  we  are  just  ask- 
ing you  to  try. 

Mr.  HOYER.  Sometimes  we  do.  Some  of  us  believed  in  1981  we 
got  a  deal  that  was  called  Supply  Side  Economics  that  if  we  only 
adopted  it,  which  of  course  we  did,  we  would  have  balanced  the 
budget,  but  other  than  that,  Mr.  Prins,  I  agree  with  you.  We  don't 
get  that  offer  very  often.  The  problem 

Mr.  ISTOOK.  If  I  might  just  interject  here,  any  politician  that  has 
never  been  able  to  promise  something  for  nothing  really  hasn't 
been  in  politics  that  long. 
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Mr.  HOYER.  That  is  why  I  was  for  the  Balanced  Budget  Amend- 
ment. Too  many  of  those  politicians  have  been  promising  some- 
thing for  nothing.  The  controversy  clearly  is  that  IRS  is  more  sen- 
sitive than  any  of  the  other  paper.  RTC  paper  is  mostly  commer- 
cial, I  would  presume. 

Mr.  Prins.  About  half  and  half. 

Mr.  HoYER.  Is  it? 

Mr.  Prins.  Yes,  sir. 

Mr.  HOYER.  In  any  event,  Mr.  Chairman,  I  think  this  is  a  good 
hearing  to  have  had.  I  think  it  is  worth  looking  at  to  see  if  we  can 
do  this  because,  as  Mr.  Morris  puts  in  his  statement,  it  is  a  win/ 
win  situation.  I  think  that  could  be  the  case.  I  would  be  interested 
in  looking  at  it,  Mr.  Morris.  You  are  well  represented,  by  the  way, 
by  Mr.  Prins.  He  is  a  good  fellow. 

Mr.  Morris.  Can  play  good  golf. 

Mr.  HoYER.  He  does  a  lot  of  things  very  well. 

Mr.  Prins.  Thank  you,  Mr.  Hoyer. 

Mr.  LiGHTFOOT.  Mr.  Kingston. 

privatization  of  collections 

Mr.  Kingston.  Mr.  Morris,  if  we  go  along  with  this,  maybe  on 
a  pilot  basis  or  something,  how  would  we  select  which  collection 
company  would  get  the  business?  It  would  appear  to  me  with  the 
size  of  your  company,  you  could  be  at  an  unfair  advantage  because 
there  might  be  just  limited  players  who  have  a  national  scope,  and 
we  would  need  somebody  who  would  have  a  national,  almost  a 
database  that  could,  you  know,  know  all  the  tax  laws.  I  am  not  cer- 
tain that  this  could  be  delved  out  to  local  collectors  or  not. 

Could  it  be? 

Mr.  Morris.  Yes,  it  can.  Currently  the  individual  field  offices  are 
done  almost  by  zip  code.  So  it  would  be  possible.  What  we  would 
like  to  do  is,  if  the  committee  or  whomever  we  are  designated  with, 
to  work  out  the  best  way  to  do  a  pilot  program  and  how  would  that 
pilot  program — because  we  also  see  this  as  an  opportunity  to  help 
small  business  across  the  country  and  we  would  like  to  see,  if  pos- 
sible, if  Congress  feels  this  is  the  way  to  do  it,  working  with  some 
of  the  major  companies,  at  the  same  time  we  get  an  opportunity 
to  bring  in  some  smaller  companies,  many  of  them  minority  owned, 
across  the  country,  and  it  would  not  be  a  management  nightmare, 
although — and  again  we  are  looking,  there  are  many  national  cred- 
it players  that  deal  with  many,  many  collection  agencies. 

Mr.  Kingston.  Traditionally  the  fee  is  what,  one-third  of  the 
noncollectible? 

Mr.  Morris.  It  is  not  quite  that  simple.  There  are  several  for- 
mulas based  on  balancing,  age  of  account,  balance  that  is  agreed 
upon. 

Mr.  Kingston.  How  many  collections? 

Mr.  Morris.  How  many  collections.  Some  of  the  things,  for  exam- 
ple, on  the  privacy  issue  we  discussed,  it  is  not  unusual,  and  I 
brought  several  samples  with  me  that  we  will  send  if  requested, 
most  major  creditors  have  a  confidentiality  agreement  that  goes 
well  beyond  the  Federal  law,  and  that  is  normal. 

Now,  the  contract  wouldn't  be  that  complicated  we  don't  believe 
because  we  have  so  many  contracts  already  in  place  with  the  Fed- 
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eral  Government.  We  can  use,  for  example,  the  student  loan  con- 
tract and  just  build  the  IRS  concerns  right  into  that  same  agree- 
ment. 

Mr.  HOYER.  Jack,  if  you  are  negotiating  with  this  volume  and 
you  can't  make  a  better  deal  than  a  third,  I  want  a  new  negotiator. 

Mr.  Kingston.  But  if  we  are  talking  about  decentralizing  it  so 
that  the  mom  and  pop  collectors  have  a  shot  at  it,  it  won't  be  huge 
volume. 

Mr.  HOYER.  You  know  what  you  might  do,  and  Mr.  Tobias  is  eat- 
ing his  heart  out.  He  is  going  to  testify  pretty  soon  and  tell  us  the 
truth  here,  I  know,  about  what  is  really  going  on,  but  the  fact  is 
I  would  think  what  you  would  do  is  it  would  be  keyed  to  volume, 
and  the  larger  the  volume,  the  smaller  percentage,  so  that  the  mom 
and  pop  could  take  a  small  slice  at  a  volume  which  would  make 
it  cost  effective,  but  the  larger  folks  would  have  to  pay  a — get  a  de- 
creasing share  of  a  larger  volume,  I  presume. 

Mr.  Kingston.  All  right,  let  me  ask  you  this:  Your  agency  would 
not  dispute  the  claim.  You  would  just  try  to  collect  it,  right?  You 
wouldn't  dispute  the  amount  with — ^you  would  not  discuss  that,  is 
that 

Mr.  Morris.  I  am  not  sure  I  understand. 

Mr.  Kingston.  Let's  say  somebody  owes  $10,000  to  the  IRS.  You 
just  go  after  the  $10,000.  You  don't  try  to  justify  it,  correct? 

Mr.  Morris.  That  would  be  depending  upon  what  the  IRS  in- 
structed us  to  do. 

privacy  of  taxpayers 

Mr.  Kingston.  Well,  how  do  you  get  into — let's  say  they  start 
and  say,  this  isn't  really  right  and  then  you  get  into  some  of  the 
mechanics  of  it.  How  do  you  stay  away  from  the  invasions  of  pri- 
vacy? 

Mr.  Morris.  There  are  several — in  some  instances,  the  IRS  could 
say,  if  this  situation  and  this  situation  exists,  then  send  the  ac- 
count back  and  we  will  handle  it  ourselves. 

Mr.  Kingston.  So  arrangements  could  be  made  for  that  contrac- 
tually? 

Mr.  Morris.  Yes. 

Mr.  Prins.  Mr.  Kingston,  under  the  Fair  Debt  Collection  Prac- 
tices Act,  the  law  requires,  and  Mr.  Hoyer  was  on  the  Banking 
Committee  when  this  legislation  was  written,  requires  the  collector 
to  give  the  debtor,  in  this  case  the  taxpayer,  30  days  to  dispute  the 
account. 

Now,  we  would  still  do  that.  But  let  me  point  out,  the  accounts 
that  we  are  going  to  be  taking  over  have  already  been  worked 
through  the  system,  so  the  question  of  dispute  would  be  very  mini- 
mal. 

This  account  would  be  someone  who  has  been  worked  probably 
six  months  or  so  and  for  them  at  the  end  of  six  months  to  come 
back  and  say,  well,  gee,  I  don't  owe  that,  it  would  happen,  but  it 
would  be  unlikely.  We  would  still  send  them  a  notice  to  say  you 
have  30  days  to  dispute  this  account  under  the  Fair  Debt  Collection 
Practices  Act.  So  there  would  be  plenty  of  room  for  taxpayer  protec- 
tion on  this. 
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Mr.  Morris.  Our  experience  with  the  office  I  have  been  working 
with  for  some  time,  it  is  less  than  5  percent  by  the  time  it  gets  to 
that  group. 

Mr.  ISTOOK  [presiding].  Thank  you,  Mr.  Kingston. 

I  think  Mr.  Coleman  was  here  before  Mr.  Visclosky. 

Mr.  Coleman.  He  was  this  afternoon. 

Mr.  ISTOOK.  You  will  forgive  me. 

COLLECTIONS  FOR  OTHER  GOVERNMENT  AGENCIES 

Mr.  Visclosky.  A  couple  of  questions  on  Mr.  Morris — and  I  am 
intrigued  by  the  idea  myself.  You  mentioned  that  ACA  members 
currently  collect  debts  for  over  30  departments  of  the  Federal  Gov- 
ernment. Towards  the  end  of  your  testimony,  you  also  mentioned 
work  for  State  governments  and  other 

Mr.  Morris.  And  counties  and  cities. 

Mr.  Visclosky.  And  mentioned  that  in  some  States,  unidentified, 
the  collection  rate  is  as  high  as  45  percent.  Would  you  be  able  to 
provide  us  for  the  record  some  of  these  statistics  for  the  Federal 
collection  efforts?  You  had  mentioned  the  RTC  efforts  because  that 
is  real-time  experience  for  Federal  agencies. 

Mr.  Morris.  Many  of  them  are  private  companies.  They  won't  al- 
ways share  the  results,  but  we  will  supply  you  as  many  as  we  can 
from  our  records  and  identify  the  other  agencies  which  of  course 
the  other  records  do. 

Mr.  Visclosky.  Where  did  you  come  up  with  the  45  percent 
then? 

Mr.  Morris.  Those  are  in  some  of  the  programs  where  the  mu- 
nicipalities or  with  counties  that  are  allowing  the  third  party  to  do 
everything  from  the  billing  all  the  way  to — excuse  me. 

Mr.  Prins.  Congressman,  if  I  could  respond  to  that,  that  comes 
from  the  GAO  report  that  we  cite  in  our  testimony  here,  and  it 
ranges  from  45  on  down.  The  sole  determination  in  this  is  when 
the  account  was  turned  over  for  collection.  The  earlier  it  is  turned 
over,  the  higher  the  return  it  will  be. 

If  I  could  also  correct,  and  I  spoke  to  the  lady  from  GAO,  she 
said  that  some  States  had  shown  that  they  were  not  happy  with 
private  collectors  and  that — I  am  paraphrasing,  and  I  reminded  her 
that  that  is  only  for  corporate  collection. 

On  the  individual  income  tax  collection,  every  State  where  we 
are  collecting  responded  to  the  GAO  report  in  a  positive  way.  With 
corporate  collections,  there  were  some  States  who  felt  that  we  did 
not  do  as  good  a  job.  That  report,  and  I  have  got  a  copy  here,  but 
it  is  certainly  available  to  all  of  you  folks,  all  those  things  came  di- 
rectly from  the  GAO. 

Mr.  Visclosky.  To  the  extent  I  could  see  some  figures  for  Fed- 
eral departments  and  work  done  there,  again,  we  are  talking  about 
the  IRS,  would  there  have  to  be — we  are  talking  about  accounts 
that  are  very  old  in  many  instances.  Would  one  of  the  things  that 
you  would  be  looking  for  in  any  type  of  relationship,  if  you  ever  got 
past  pilot  project,  is  an  acceleration  of  that  time  frame  to  be  able 
to  get  your  hands  on  those  accounts  early.  I  assume  they  are  very 
time  sensitive.  That  the  longer  they  sit  out  there,  the  more  difficult 
they  are  to  collect. 
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Mr.  Morris.  That  is  part  of  two  things.  One  is  meeting  the  needs 
of  the  IRS.  What  do  they  need  us  to  do  is  to  allow  them  to  have 
the  time  to  be  more  cost  effective.  The  magic  number  that  we  look 
for  is  an  80/20  run.  There  is  a  dollar  figure  somewhere  in  which 
80  percent  of  the  dollars  are  going  to  be  represented  by  20  percent 
of  the  taxpayers,  and  historically  the  credit  grantor  works  the  80 
percent  of  the  dollars,  and  then  on  the  other  side  of  that  line  is  the 
80  percent  of  cases  represent  20  percent  of  the  dollars,  and  what 
we  are  trying  to  do  is  find  that  as  a  cost-effective  line,  and  it  may 
be — historically  it  is  the  80/20  line. 

The  second  part  is  what  is  called  the  rollover  rate.  That  is  how 
many  accounts  of  delinquency  is  rolled  from  month  to  month.  His- 
torically, once  the  delinquencies  are  rolling  at  a  rate  of  50  percent, 
or  50  percent  of  which  you  start  here  roll  for  the  next  month,  his- 
torically that  is  where  we  are  the  most  cost  effective,  and  we  would 
step  in  and  again,  with  something  the  size  of  the  IRS,  that  would 
be  categorized,  inventory  management  and  dollars,  but  those  are 
things  we  could  work  out  eventually. 

PRIVACY  OF  TAXPAYERS 

Mr.  VisCLOSKY.  The  other  point  I  would  make  is  on  the  whole 
issue  of  privacy.  Of  course  the  Chairman  in  testimony  earlier  today 
referred  to  some  of  the  IRS  employees  engaging  in  prohibitive  ac- 
tivities themselves  as  far  as  reviewing  taxpayer  records,  but  it 
would  be  something  that  I  would  be  very  concerned  about  as  far 
as  the  private  sector  becoming  involved  in  tax  collection. 

Mr.  Morris.  We  would  not  have  access  to  the  IRS  data  base.  We 
would  only  have  access  to  the  cases  that  are  sent  to  us  for  collec- 
tion. There  is  no  way  we  could  go  in  and  look  at  someone's  taxes 
unless  they  were  part  of  a  delinquent  group. 

Mr.  VisCLOSKY.  Let  me  follow  up  on  that  then.  You  also  men- 
tioned that  you  could  provide  an  important  service  to  the  IRS  by 
cleaning  up  records  that  contained  incorrect  information. 

If  you  didn't  have  access  and  you  are  doing  a  collection  where 
someone  says  here  are  my  receipts  or  here  is  my  statement,  how 
would  you  then  proceed? 

Mr.  Morris.  We  are  starting  with  the  delinquent  account  that 
they  have  sent  to  us  to  resolve,  and  then  it  would  be  determined 
by  the  IRS.  In  other  words,  not — ^there  are  so  many  ways  that  this 
can  be  accomplished,  we  don't  have  to  agree  to  invent  one. 

We  can  use  many  that  are  currently  used  in  the  private  sector 
and  in  some  of  the  instances  there  are  credit  grantors  that  will  as- 
sign someone  to  work  right  in  the  office  of  the  collection  agency. 
They  would  have  that.  They  would  do  that  function. 

Mr.  VISCLOSKY.  So  that  you  called  me  and  I  said  here  are  my  re- 
ceipts and  I  am  talking  to  someone  who  potentially  would  return 
to  the  IRS  or  they  would  have  some 

Mr.  Morris.  Yes. 

Mr.  VISCLOSKY.  Thank  you  very  much. 

Mr.  ISTOOK.  Mr.  Coleman. 

Mr.  Coleman.  Thank  you.  I  am  extremely  concerned  about  the 
privacy  issue  as  well,  and  I  have  to  tell  you,  in  fact,  I  think  a  pro- 
posal like  this  is  generally,  while  sitting  back  and  looking  at  it  may 
sound  like  the  thing  to  do,  when  you  put  it  to  the  individual  that 
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pays  taxes  and  does  so  voluntarily,  they  are  going  to  suggest  to  you 
it  is  a  terrible  idea. 

If  you  would  like  to  comment  on  that  statement,  please  feel  free. 
In  Texas,  we  elect  judges.  A  lot  of  people  have  said,  including  sit- 
ting judges,  including  most  people  that  write  for  the  law  review  ar- 
ticles from  the  law  schools  around  the  State,  a  lot  of  people  say, 
well,  you  ought  not  to  do  that;  it  is  much  better  for  the  judiciary 
and  all  the  rest,  and  then  they  talk — I  have  heard  speeches  given 
when  we  had  a  constitutional  amendment  to  that  effect,  and  every- 
body would  go  ha,  ha,  ha.  Then  you  put  it  to  the  vote  of  the  people 
and  they  overwhelmingly  reject  it.  They  want  to  continue  to  elect 
their  judges.  They  may  not  know  who  the  candidates  are,  but  they 
still  want  to  retain  that  ability. 

It  is  kind  of  like  that  to  me  in  this  area.  While  we  can  sit  back 
and  say  this  is  more  effective,  more  efficient,  we  can  collect  more 
money,  this  is  a  better  way  to  do  it,  I  think  most  people  will  say, 
this  is  ridiculous.  That  is  between  me  and  the  IRS.  We  don't  even 
give  that  information  over  to  the  Immigration  and  Naturalization 
Service.  They  aren't  authorized  to  use  my  social  security  number, 
for  example,  for  anything  other  than  social  security  purposes. 

There  are  all  kinds  of  things  people  believe.  Whether  it  is  true 
or  not,  it  is  what  they  believe,  and  I  think  this  area  of  privacy 
could  be  a  real  problem.  I  don't  know  what  your  experience  has 
been  in  discussing  that  as  an  issue,  but  it  sounds  to  me  like  some- 
thing people  might  sit  back  and  initially  say  this  is  okay,  but  don't 
look  at  my  return — ^you  know,  you  are  going  to  be  dealing  with  my 
income  taxes. 

And  I  think  they  are  going  to  be  very  suspicious  that  you  are  in- 
deed looking  at  returns,  that  you  are  defending  the  United  States 
(Government  in  the  sense  that  you  accept  their  number.  You  under- 
stand what  I  am  saying?  I  think  for  the  average  person  out  there, 
they  are  not  going  to  accept  the  idea  that  readily. 

Mr.  Prins.  Mr.  Chairman,  Mr.  Coleman,  if  I  could  respond  to 
that,  I  couldn't  agree  with  what  you  are  saying  more,  and  I  was 
shocked  when  I  read  a  survey  that  the  Budget  Committee  did  on 
January  17th.  They  put  a  whole  bunch  of  proposals  out.  They  hired 
a  company  to  do  a  poll  of  about  60  different  proposals  to  get  more 
cuts  into  the  budget. 

One  of  the  proposals  that  they  put  out  is  something  that  is  even 
more  drastic  than  this.  It  was  to  sell  all  the  IRS  debt  to  private 
collection  agencies  and  let  them  go  out  and  collect  it.  Now,  you 
know,  I  would  think  that  that  would  not  be  very  palatable  with  the 
American  public.  Sixty-three  percent  of  all  of  the  people  approved 
that  idea. 

Now,  this  is  a  study  done  by  the  House  Budget  Committee,  and 
that  shocked  me.  Let  me  just  go  on  for  a  second. 

The  privacy  issue  is  very  important  to  us.  We  don't  want  access 
to  the  records.  We  will  probably,  and  I  say  will  insist  that  we  not 
have  access  to  the  records.  Why?  We  don't  want  the  liability  of  get- 
ting sued  by  some  person  who  feels  that  we  have  violated  their  pri- 
vacy. 

Let  me  also  add,  and  I  am  not  trying  to  pick  a  fight  here,  but 
as  was  mentioned  this  morning,  1,300  IRS  employees  were  charged 
with  invading  the  files  of  taxpayers,  going  through  it  and  getting 
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information  about  their  neighbors.  If  any  member  of  the  American 
Collectors  Association  had  done  that,  their  new  trade  would  be 
making  license  plates. 

We  don't  get  involved  in  those  kinds  of  things.  The  collection  of 
debts  is  done  by  facts  being  presented — very  small  facts.  What 
would  happen  is  the  IRS  computer  would  say  to  Mr.  Morris'  com- 
puter, John  Jones  owes — at  such  and  such  an  address  owes  this 
amount  and  it  has  been  delinquent  for  such  and  such  a  time.  That 
is  the  only  information  that  we  would  get  unless  the  taxpayer 
asked  us  to  verify  different  information. 

Mr.  Coleman,  we  are  more  afraid  of  the  privacy  problem  than 
you  are,  and  we  deal  with  it  every  single  day.  We  are  collecting 
student  loans.  Surely  the  student  loan  borrower  has  just  as  many 
privacy  concerns  as  does  the  taxpayer.  It  hasn't  been  a  problem  in 
any  other  government  agency.  Never  once  has  there  been  a  com- 
plaint from  the  30  government  agencies  that  we  are  currently  serv- 
icing that  we  have  violated  privacy  concerns. 

Mr.  Coleman.  And  as  I  said,  sitting  back  from  it,  I  think  the  sta- 
tistic you  gave  us,  63  percent,  is  correct.  In  fact,  I  am  surprised  it 
was  that  low  to  be  honest.  I  thought  it  would  be  higher  because 
most  everybody  says,  I  paid  my  taxes,  I  did  it  right.  I  don't  owe 
anything  and  I  want  those  deadbeats  to  pay  theirs. 

I  am  surprised  it  is  that  low,  to  be  honest,  but  once  again,  I 
think  once  you  say  you  are  going  to  implement  a  system,  it  be- 
comes a  different  issue,  because  now  everyone  in  the  next  tax  cycle 
is  subject  to  to  having  someone  from  the  private  sector  look,  maybe 
not  at  their  records,  but  at  their  debt,  or  look  at  what  somebody 
is  alleging  is  a  debt. 

All  I  am  saying  to  you  is  I  think  that  you  will  find  there  will  be 
a  different — there  will  be  a  slight  turnaround  in  the  way  your  pro- 
posal is  perceived  by  the  American  public  when  it  actually  hap- 
pens. That  is  all  I  suggest  to  you. 

Mr.  Prins.  Very  valid  point,  Mr.  Coleman,  and  you  are  absolutely 
right  except  we  have  test  marketed  this  for  10  years  with  govern- 
ment agencies.  We  face  the  same  privacy  concerns  and  haven't 
been  hit  with  a  complaint. 

So  I  can't  say  that  there  won't  be  any  complaint,  but  I  am  a  big 
believer  in  track  records  and  past  performance,  and  the  past  per- 
formance of  collecting  for  the  government  in  the  privacy  area  has 
been  very,  very  good,  sir. 

Mr.  Coleman.  In  a  sense  some  people  might  also  equate  it  with 
credit  ratings  to  a  certain  extent.  My  concern  is  that  that  is  a  part 
also  of  the  private  sector  that  some  people  are  very  distrustful. 

Many  people  have  had  some  experiences  and  whether — ^you  have 
had  them  individually,  you  get  them  related  to  you,  not  just  be- 
cause of  where  we  are  as  Members  of  Congress.  We  get  them  relat- 
ed to  us  by  our  colleagues  over  a  cup  of  coffee  or  by  friends  and 
neighbors. 

So  what  I  am  saying  is  that  I  am  not  so  sure  when  you  actually 
implement  it,  it  will  be  as  widely  accepted.  I  thank  you  for  your 
testimony  and  I  appreciate  you  all  being  here. 

Thank  you,  Mr.  Chairman. 
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COLLECTION  CALLS 


Mr.  LiGHTFOOT.  Thank  you,  Mr.  Coleman. 

I  am  intrigued  by  your  numbers  on  the  20  calls  per  hour.  Now, 
I  assume  we  are  comparing  apples  to  apples  with  the  IRS? 

Mr.  Morris.  Yes. 

Mr.  LiGHTFOOT.  What  do  you  do  in  three  minutes? 

Mr.  Morris.  First  of  all,  identify,  make  sure  you  are  talking  to 
the  correct  person  and  you  have  a  mix  of  issues  that  you  are  dis- 
cussing. 

One  is  that  you  need  the  taxpayer  to  agree  that,  yes,  the  money 
is  owed.  Then  it  is  not  a  question  of  trying  to  intimidate  people  into 
paying.  It  is  trying  to  arrive  at  an  agreement  that  will  meet  the 
needs  of  the  IRS  and  meet  the  needs  of  the  taxpayer. 

Mr.  LiGHTFOOT.  So  it  is  more  an  identity  process? 

Mr.  Morris.  Yes,  and  it  is  the  type  of  issue  that  a  trained  agent 
can  work  off  basically  a  list  of  questions,  and  normally  this  is  not 
the  first  contact. 

The  first  contact  with  the  taxpayer  would  usually  take  longer 
and  not  be  done  through  an  automated  system.  It  is  once  we  have 
established  the  profile  of  the  taxpayer,  as  we  saw  his  lawyer.  You 
can  say  a  lot  in  three  minutes. 

Mr.  Prins.  Mr.  Chairman,  also  on  this,  many  of  these  are  going 
to  be  calls  with  people  calling  and  saying,  Mr.  Taxpayer,  you  prom- 
ised to  send  a  partial  payment  last  month  and  we  have  not  re- 
ceived it.  When  can  we  expect  it?  That  doesn't  take  very  long. 

Mr.  Morris.  A  mix  of  all  these. 

Mr.  LiGHTFOOT.  So  you  would  be  at  this  phase  using  the  IRS'. 

Mr.  Morris.  We  would  be  using  a  mix  depending  on 

Mr.  LiGHTFOOT.  The  20  calls  we  are  talking  about  would  be  here? 

Mr.  Morris.  Per  hour,  yes. 

Mr.  LiGHTFOOT.  Now,  you  say  in  the  final  collection  phase  the 
IRS  is  working  five  cases  per  day.  Your  goal  is  25.  You  have  got 
them  to  11. 

Mr.  Morris.  Yes.  This  is  a  single  office  that  we  have  been  con- 
centrating on. 

Mr.  LiGHTFOOT.  That  is  our  field  of  experience. 

Mr.  HOYER.  Mr.  Chairman,  are  they — the  sentence  before  that 
says  seventy  versus  five.  I  mean,  the  apparent  comparison  of  sev- 
enty versus  five.  It  gives  me  a  concern.  That  is  what  you  are  talk- 
ing about.  You  were  out  of  the  room  when  I  was  asking  the  same 
thing  at  page  3. 

I  don't  believe  that  comparison  very  frankly,  Mr.  Morris.  If  you 
are  comparing  apples,  seventy  versus  five,  it  is  a  stereotype  of  what 
the  Federal  employee  is  doing,  if  it  is  apples  and  apples,  I  don't  be- 
lieve that.  I  don't  believe  seventy  versus  five. 

Mr.  Morris.  As  I  tried  to — we  have  a  blend  of  the  two,  and  we 
agree  with  you,  it  is  probably  stated  incorrectly  in  there.  We  should 
have  separated,  as  they  did  between  the  ACS  and  the  final  stage 
of  collection. 

Mr.  ISTOOK.  If  I  might  jump  in,  you  gave  an  example  of  what  a 
private  collection  person  might  do  in  a  call  that  is  three  minutes 
or  even  less.  By  comparison,  on  the  calls  which  you  say  are  the  five 
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calls  a  day,  what  does  the  IRS  person  do,  and  what  do  they  do  be- 
tween calls?  Could  you  give  us  that  comparison? 

Mr.  Morris.  One  of  the  experiences  we  had  was  that  the  office 
I  was  working  with  were  working  on  generally  manual  files.  The 
computer  screen  that  they  had  identified  the  taxpayer  and  allowed 
them  to  dial  the  number.  Everything  they  had  to  do  had  to  be  done 
through  a  manual  file. 

If  documentation  had  to  be  created,  they  had  to  create  it  manu- 
ally or  give  it  to  the  clerical  person  to  create  it  manually.  So  an 
automated  system — that  is  one  of  the  new  things  we  have  now 
done  for  San  Mateo.  We  have  automated  that  process. 

Mr.  HOYER.  Mr.  Chairman,  if  I  can.  Mr.  Morris,  I  understand 
that,  but  let  me  tell  you,  unfortunately  on  policy  we  deal  far  too 
much  by  anecdote  and  I  would  urge  you  to  be  careful.  Curt,  I  urge 
you  to  be  careful  as  you  review  this.  I  guarantee  you  some  Member 
is  going  to  get  up  on  the  Floor,  not  anybody  in  this  Committee  be- 
cause they  have  read  the  testimony,  and  they  will  read  these  two 
sentences  and  they  will  say,  in  the  private  sector  they  do  70  calls 
a  day.  Our  guys  are  doing  five  calls  a  day,  and  it  will  demagog  to 
the  stereotype  of  Federal  employees. 

That  is  not  an  accurate  comparison;  I  guarantee  it,  but  if  we 
went  into  it,  you  are  right.  You  are  not  comparing  apples  and  ap- 
ples here,  and  I  just  was  concerned  by  that  juxtaposition,  because 
you  imply  in  the  statement  that  it  is  apples  to  apples  because  you 
say  we  make  70  calls  a  day.  Now  contrast  that  with  what  we  be- 
lieve is  the  IRS  standard. 

First  of  all,  what  we  believe  is  the  IRS  standard.  You  don't  tell 
us  where  you  get  your  belief,  but  it  implies  that  that  is  the  IRS 
standard.  I  just  think  that  is  unfair  to  Federal  employees  be- 
cause— let  me  tell  you,  the  people  at  IRS  are  good  people.  They  are 
high 

Mr.  Morris,  I  have  been  very  impressed  with  them. 

Mr.  HoYER  [continuing].  Well  educated,  highly  motivated,  good 
people.  I  think  all  three  of  us  have  said  this,  and  we  tend  to  be 
big  supporters,  and  the  Chairman  is  a  big  supporter  of  Federal  em- 
ployees and  the  IRS  employees.  This  idea  may  have — may  be  a 
good  idea  for  a  lot  of  reasons. 

Now,  I  want  to  hear  Mr.  Tobias'  comments.  He  is  going  to  testify 
because  he  represents  these  people,  but  we  don't  have  to  say  one 
group  over  here  is  bad  and  one  group  over  here  is  good  in  order 
to  say  that  it  may  be  good  policy  for  the  worst  accounts  to  be 
shipped  out  because  we  can't  waste  our  time  with  them,  and  you 
in  a  different  manner  can  waste  your  time  with  them  because  the 
return  may  justify  it. 

Excuse  me,  Mr.  Chairman.  I  didn't  mean  to  interrupt  you,  but 
you  were  keying  on  the  point  that  I  was  a  little  bit  concerned 
about. 

Mr.  LiGHTFOOT.  I  appreciate  that. 

But  the  point  I  was  trying  to  get  to,  with  what  you  were  doing 
in  California  where  you  are  up  to  say  11  cases  a  day  now  and  on, 
you  answered  that  in  Mr.  Istook's  question.  A  lot  of  this  is  just  the 
mechanical  process.  Your  agency  would  have  all  this  stuff  on  a 
computer  screen,  it  is  there,  it  is  quick,  you  could  go  right  to  it. 

Mr.  Morris.  Very  important  part. 
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Mr.  LiGHTFOOT.  And  they  are  losing  a  lot  of  time  because  they 
are  thumbing  through  books  and  trying  to  find  this  information. 

Mr.  Morris.  In  many  instances,  that  is  the  situation.  There  are 
other  issues,  but  generally 

ACCESSIBILITY  OF  DATA 

Mr.  LiGHTFOOT.  So  it  becomes  a  problem  of  their  data  not  being 
readily  accessible  and  maybe  even  questionable. 

Mr.  Morris.  Yes.  The  other  issue  of  course  is  when  you  are 
working  business  accounts,  there  is  almost  a  related  person  on  the 
case  with  it. 

Mr.  Prins.  Mr.  Chairman,  if  I  might  interject  something  here 
that  I  think  would  clarify  this  point  and  perhaps  a  little  to  Mr. 
Hoyer's  point,  one  of  the  problems  with  IRS  is  they  don't  have  a 
lot  of  the  up-to-date  equipment  because  of  a  number  of  reasons, 
budget  constraints. 

One  of — the  hot  new  items  in  the  collection  business  is  predictive 
dialing.  Now,  some  IRS  offices  have  this.  Virtually  every  private 
collector  has  it.  Now,  what  is  a  predictive  dialing.  You  load  your 
files  in  in  the  morning  of  200,  300,  70,  whatever  number  that  you 
want  to  do.  You  press  a  button.  It  dials  that  first  number.  It  listens 
to  your  voice.  When  it  senses  that  you  are  going  to  hang  up  on  that 
call,  it  dials  the  next  number  so  that  the  minute  that  you  hang  up, 
that  next  number  is  ringing. 

Now,  it  is  no  big  thing,  but  it  is  a  time  saver,  so  it  enables  us 
to  make  more  calls.  Mr.  Hoyer,  the  IRS  people  are  great  folks.  They 
don't  have  the  equipment  because  of  government  procurement  reg- 
ulations that  our  people  do  not  have  to  live  with.  We  can  go  out 
tomorrow  and  buy  the  stuff.  They  don't  have  the  ability  to  do  that. 

Whatever  the  standard  is,  and  I  don't  want  to  get  into  the  num- 
bers and  I  will  accept  full  responsibility  for  that,  but  a  good  faith 
responsibility.  We  weren't  trying  to  point  a  finger.  I  did  not  realize 
that  we  were  comparing  apples  to  oranges  in  this  thing.  I  accept 
full  and  complete  responsibility  for  that,  but  whatever  standard 
you  want  to  use,  because  we  have  the  equipment,  we  are  going  to 
make  more  calls,  whether  it  is  one  call  an  hour,  or  one  call  a  day. 
We  are  going  to  make  more  calls. 

Mr.  Morris.  I  do  need  to  clarify,  the  ACS  system  is  what  Mr. 
Prins  has  just  described,  and  we  use  it  just  as  it  is  used  there  in 
the  ACS.  We  also  use  it  in  the  final  collection  stage.  Currently  I 
am  not  aware  of  any  final  collection  stage  offices  that  are  using  the 
technology. 

Mr.  ViSCLOSKY.  Mr.  Chairman. 

Mr.  LiGHTFOOT.  Mr.  Visclosky. 

COMPLAI>rrS  FROM  FEDERAL  AGENCIES 

Mr.  Visclosky.  My  understanding  of  the  testimony  is  that  there 
has  never  been  a  complaint  in  the — ^with  the  Federal  agencies,  the 
30  Federal  agencies  on  the  Fair  Debt  Collection  Practices  Act. 

Mr.  Prins.  With  privacy. 

Mr.  Visclosky.  Privacy,  okay. 

Mr.  Prins.  To  my  knowledge.  Congressman.  You  know,  there 
may  have  been  some  that  I  don't  know  about,  but  I  don't  know  of 
any. 
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Mr.  LiGHTFOOT.  We  will  be  back  after  we  vote. 
[Recess.] 

INTRODUCTION  OF  NTEU 

Mr.  LiGHTFOOT.  We  will  reconvene  and  Robert  Tobias  is  our  next 
witness  this  afternoon.  He  is  the  President  of  the  National  Treas- 
ury Employees  Union.  Mr.  Tobias,  thank  you  for  coming,  and  wel- 
come. We  will  make  your  full  testimony  part  of  the  record  and  ask 
that  you  proceed. 

Summary  Statement  of  NTEU 

Mr.  Tobias.  Thank  you  very  much,  Mr.  Chairman.  I  really  appre- 
ciate your  inviting  NTEU  to  testify  today  on  the  issue  of  tax  com- 
pliance and  accounts  receivable.  The  issue  of  tax  compliance  is  in- 
deed important. 

Currently  the  voluntary  tax  compliance  rate  is  83  percent.  The 
IRS  goal  is  to  increase  that  rate  to  90  percent  by  the  year  2001. 
And  the  reason  that  that  is  so  important  is  because  for  every  1  per- 
cent increase  in  that  rate,  the  revenue  will  increase  by  $10  billion, 
so  figuring  out  the  proper  mix  of  education,  enforcement,  is  critical 
to  increasmg  that  voluntary  compliance  rate,  and  I  believe  that  it 
requires  a  combination  of  short  and  long-term  actions. 

First,  we  have  to  increase  the  IRS'  ability  to  enforce  the  law. 
Last  year's  compliance  initiative,  which  was  originated  and  spon- 
sored by  this  committee,  provided  6,000  additional  FTEs  to  focus 
on  the  short-term  strategy  of  increased  enforcement,  and  we  need 
more  people  making  more  telephone  calls  and  personal  contacts  at 
an  earlier  time  in  order  to  reduce  the  accounts  receivable. 

I  would  like  to  express  my  appreciation  to  you,  Mr.  Chairman, 
and  to  Congressman  Hoyer,  for  supporting  last  year's  compliance 
initiative.  We  expect  this  initiative  to  yield  $8  to  $10  billion  over 
the  next  five  years. 

The  first  steps  of  this  strategy  are  under  way  with  400 — 4,619 
of  the  5,078  proposed  increase  and  $317  of  the  $405  million  going 
to  increase  the  number  of  returns  examined,  improve  the  collection 
of  delinquent  taxes,  and  improve  document  matching  to  discover 
and  collect  taxes  and  unreported  income. 

The  GAO  report  focuses  on  1989  to  1993.  I  believe  that  1994 
shows  an  increase  in  revenue  collected  by  3  percent  even  though 
the  staff  declined  by  9.5  percent,  which  is  a  significant  increase  in 
productivity. 

The  $400  million  cut  in  the  IRS  Tax  Systems  Modernization  ef- 
fort, however,  makes  it  much  more  difficult  to  reach  the  longer 
term  tax  complieince  goals.  The  real  increase  in  productivity  will 
come  from  tecnnology,  which  assists  employees  doing  the  work  on 
the  telephones  and  in  the  field  in  both  locations,  not  just  on  the 
telephone,  but  in  the  field  as  well. 

Our  record  is  very  clear  over  the  past  years  in  working  closely 
with  the  Internal  Revenue  Service  to  reinvent  itself  into  an  agency 
which  is  more  efficient  and  more  productive.  We  pride  ourselves  on 
not  opposing  new  technologies  or  work  processes  because  of  fear 
that  jobs  might  become  obsolete. 

Rather,  we  have  worked  hard  to  bring  employee  knowledge,  skill, 
and  ability  to  the  table  in  a  win-win  approach  that  increases  pro- 
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ductivity  and  better  utilizes  employee  capabilities,  and  members  of 
my  union  want  to  provide  the  best  possible  service  for  the  tax- 
payer, but  they  know  that  the  technology  they  are  now  using  pre- 
vents them  from  doing  that. 

Fully  funding  the  Tax  Systems  Modernization  effort  will  allow 
them  to  provide  the  best  dollar  service  possible.  For  example,  one 
of  the  first  TSM  applications  which  was  delayed  as  a  result  of  last 
year's  cut  was  the  Integrated  Collection  System. 

NTEU  worked  with  IRS  to  develop  software  which  allows  reve- 
nue officers,  that  last  stage  of  the  collection  process,  to  use  laptop 
computers  to  assist  them  in  managing  a  higher  inventory  level, 
help  order  case  priority,  provide  access  to  the  needed  databases,  as- 
sist in  filing  reports  and  filling  out  forms,  et  cetera. 

Productivity  in  the  pilot  increased  by  26  percent  in  one  year  and 
the  cycle  time  is  reduced  by  20  days,  quite  a  considerable  increase 
by  using  employees  to  identify  a  new  work  process  and  giving  them 
the  technology  to  make  it  happen. 

It  is  the  combination  of  the  compliance  initiative,  coupled  with 
long-term  funding  of  TSM  which  will  allow  the  IRS  to  reach  its  90 
percent  compliance  goal. 

The  testimony  that  you  heard  this  afternoon — about  using  pri- 
vate contractors  to  do  debt  collection  work  for  the  IRS  has  been  an 
issue  that  has  been  considered  over  time.  I  believe  that  the  ap- 
proach should  be  rejected. 

First,  it  will  be  impossible  to  maintain  taxpayer  privacy  with  pri- 
vate sector  employees  with  access  to  the  public's  most  private  infor- 
mation and  there  would  be  no  Federal  control.  Even  listing  Jane 
Doe  owes  $10,000  and  lives  at  such  and  such  a  location  being  pro- 
vided to  these  people  in  the  private  sector,  it  is  unrealistic  to  ex- 
pect that  that  is  where  it  stops  because  if  that  person  calls  you  and 
says  you  owe  $10,000,  more  often  than  not,  you  are  going  to  re- 
spond about  why  you  owe  it,  or  when  you  owe  it,  or  when  you  can 
pay  it,  or  you  can  do  a  part  pay  agreement  or  whatever  else,  and 
the  information  is  conveyed,  even  if  the  person  on  the  other  end  of 
the  phone  says,  I  can't  help  you,  I  am  going  to  give  you  to  an  IRS 
person.  So  the  information  will  be  conveyed  in  the  context  of  col- 
lecting taxes  by  the  taxpayer  more  often  than  not  who  is  fearful  of 
the  person  who  is  calling  on  the  phone.  So  it  is  impossible  to  main- 
tain privacy. 

Second,  Congress  passed  the  Taxpayer  Bill  of  Rights  to  provide 
protections  to  taxpayers.  Allowing  private  sector  companies  to  col- 
lect taxes  as  debts  are  currently  collected  in  the  private  sector,  par- 
ticularly allowing  companies  to  keep  a  percentage  of  the  dollars  col- 
lected, is  antithetical  to  the  taxpayer  Bill  of  Rights. 

The  language  in  the  Taxpayer  Bill  of  Rights  specifically  talks 
about  not  measuring  IRS  employees  with  respect  to  dollars  col- 
lected and  cases  closed,  and  that  came  about  because  there  were 
individuals  who  became  incredibly  competitive  and  directed  IRS 
employees  to  seize  goods,  to  close  businesses  down,  particularly 
small  businesses,  and  that  is  why  we  have  the  Taxpayer  Bill  of 
Rights. 

So  the  issue  of  balancing  the  need  of  the  Federal  Government  to 
collect  funds  and  the  right  of  the  taxpayers  to  deal  with  the  Fed- 
eral Government  is  inherent  in  the  Taxpayer  Bill  of  Rights,  and  it 
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is  an  issue  that  I  think  cannot  be  properly  enforced  by  the  private 
sector. 

And  third,  the  evidence  GAO  has  uncovered  reveals  that  it  costs 
substantially  more  for  the  private  sector  to  perform  service  work. 
Attached  to  my  testimony  are  reports  from  GAO  that  talked  about 
contracting  out  and  the  private  sector  performing  work,  and  what 
we  heard  this  afternoon  was  that  somehow  it  is  a  win-win-win  situ- 
ation, but  I  listened  carefully,  I  listened  very  carefully  to  find  out 
exactly  what  the  cost  would  be  to  the  Federal  Government  in  terms 
of  the  private  sector  situation  and  it  was  never  identified.  It  would 
be  something  that  would  be  worked  out. 

So  the  real  comparison  is  the  cost  of  what  is  retained  by  those 
who  collect  the  taxes  and  compare  that  to  what  it  costs  the  Inter- 
nal Revenue  Service  to  collect  equivalent  dollars,  and  I  think  that 
if  that  is  the  basis  for  comparison,  we  compete.  We  can  compete 
with  the  private  sector  if  that  is  the  basis  for  comparison. 

And  so  all  of  the  criteria  I  believe  shows  that  contracting  out  is 
not  the  way  to  go,  but  rather  to  fund  the  Internal  Revenue  Service 
and  insist  that  it  meet  its  goals  and  objectives  and  insist  that 
this — that  the  accounts  receivable  inventory  be  reduced.  I  think 
that  we  are  on  the  right  track.  I  think  we  can  make  it  happen. 

So  I  would  be  pleased  to  answer  questions,  Mr.  Chairman. 

Mr.  LiGHTFOOT.  Thank  you,  sir. 

[The  prepared  statement  and  attachments  follow:] 
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Mr.  Chairman,  members  of  the  subcommittee,  on  behalf  of  over 
150,000  federal  employees  represented  by  the  National  Treasury 
Employees  Union,  many  of  whom  work  for  the  IRS,  I  want  to  thank  you 
for  this  opportunity  to  testify  here  today  on  the  issues  of  tax 
compliance  and  accounts  receivable. 

Let  me  begin  by  saying  that  like  the  country  song,  NTEU  and 
the  IRS  were  into  "reinvention"  of  government  before  reinvention 
was  cool.  Labor  and  management  at  the  IRS,  while  we  still  have  our 
differences,  entered  into  a  Total  Quality  Organization  system  many 
years  ago  and  have  more  recently  been  working  in  national  and  local 
partnerships  to  improve  service,  productivity  and  quality  of  work 
life.  Our  joint  efforts  have  garnered  us  several  awards,  including 
recognition  by  Vice  President  Gore's  National  Performance  Review. 

Two  things  that  I  know  the  IRS  and  NTEU  agree  on  that  will 
impact  tax  compliance  and  accounts  receivable  efforts  are  that  tht 
FY  1995  Compliance  Initiative,  approved  by  Congress  last  year,  will 
provide  much  needed  short  term  relief  in  our  compliance  efforts, 
but  also  that  the  large  cut  in  Tax  Systems  Modernization  funding 
passed  last  year  will  make  it  very  difficult  to  reach  long  term 
compliance  improvement  goals. 

I  would  like  to  express  my  appreciation  to  you,  Mr.  Chairman, 
and  to  Congressman  Hoyer  and  others  on  the  subcommittee,  for 
supporting  last  year's  Compliance  Initiative,  which  is  now  putting 
5,000  additional  compliance  FTE's  to  work  bringing  in  much  needed 
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revenue,  thereby  helping  to  reduce  the  deficit  without  raising 
taxes  or  cutting  programs.  As  you  know,  the  projection  is  that 
this  Compliance  Initiative  will  bring  in  between  $8  and  $10  billion 
in  revenue  that  would  otherwise  not  be  collected  over  the  next  five 
years . 

NTEU  was  particularly  pleased  to  support  the  Compliance 
Initiative  in  the  last  Congress  because  our  members  see  every  day 
what  more  could  be  done  to  collect  taxes  owed  with  higher  staffing 
levels .  NTEU  was  also  pleased  that  the  Initiative  was  structured 
to  include  the  necessary  staff  training  funds,  which  have  often 
been  inadequate  in  the  past.  Finally,  NTEU  was  pleased  to  support 
the  initiative  because  it  will  allow  the  IRS  to  retrain  and 
transfer  current  loyal  IRS  employees  from  positions  that  will  be 
abolished,  due  to  the  use  of  high  technology  and  more  sophisticated 
work  processes,  to  positions  that  will  provide  more  job 
satisfaction  for  employees  and  more  bang  for  the  buck  for 
taxpayers . 

Added  benefits  of  this  redeployment  strategy  are  cost  savings 
associated  with  severance  pay  and  RIF  procedures,  which  would  be 
incurred  if  current  workers  were  laid  off  instead  of  reassigned, 
and  the  maintenance  of  a  diversified  workforce.  A  very  large 
number  of  employees  whose  positions  will  become  obsolete  are  women 
and  minorities.  The  redeployment  strategy  will  allow  those 
employees  to  move  into  positions  doing  rewarding  and  much  needed 
work. 
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while  the  Compliance  Initiative  was  a  very  positive  step 
forward  in  the  fight  to  improve  tax  collection  efforts,  the  $400 
million  cut  from  the  President's  budget  proposal  for  Tax  Systems 
Modernization  was  a  step  backward.  I  understand  the  severe  budget 
restraints  this  committee  was  under  last  year  and  I  have  no 
illusions  that  this  year  will  be  easier,  but  I  do  believe  that 
money  spent  on  the  Tax  Systems  Modernization  effort  will  more  than 
pay  for  itself  in  improved  tax  collection  abilities  and  I  hope  this 
committee  will  be  able  to  restore  the  cuts  that  were  made  in  this 
area  last  year. 

For  those  who  are  new  to  this  committee,  I  would  like  to  say 
that  NTEU  has  worked  very  closely  with  the  IRS  in  the  recent  past 
in  its  efforts  to  "reinvent"  itself.  We  pride  ourselves  on  not 
opposing  new  technologies  or  work  processes  because  of  fear  that 
jobs  might  become  obsolete.  Instead,  we  have  worked  hard  to  bring 
employee  knowledge,  expertise  ad  innovative  suggestions  to  the 
table  in  a  win-win  type  of  approach  that  seeks  to  improve 
productivity  and  efficiency  while  incorporating  methods  that  better 
utilize  employee  capabilities.  The  members  of  my  union  want  to 
provide  the  best  service  possible  for  the  American  taxpayer,  but 
they  know  that  the  technology  they  are  now  using  prevents  them  from 
doing  that.  Fully  funding  TSM  will  allow  them  to  provide  the  best 
service  possible. 

According  to  the  latest  figures  available,  federal  tax 
compliance  levels  are  at  83%  and  the  IRS  has  announced  an 
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aggressive  program  to  bring  them  up  to  90%  by  the  year  2001.  With 
each  percentage  increase  in  the  compliance  rate  generating  up  to 
$10  billion,  the  success  of  this  program  is  critical  to  deficit 
reduction  efforts. 

The  first  steps  in  this  strategy  are  underway.  Thanks 
primarily  to  the  Compliance  Initiative  passed  last  year,  the  IRS  is 
using  more  sophisticated  techniques  to  target  categories  of 
taxpayers  where  improved  customer  service,  earlier  direct  contact 
and  quicker  enforcement  actions  will  have  the  best  results.  The 
Compliance  Initiative  focused  heavily  on  improved  tax  law 
enforcement,  with  4,619  of  the  5,078  proposed  FTE's  and  $317  of  the 
proposed  $405  million  going  to  increase  the  number  of  tax  returns 
examined,  improve  the  collection  of  delinquent  taxes  and  improve 
document  matching  to  discover  and  collect  taxes  on  unreported 
income . 

Currently,  roughly  10  million  taxpayers  who  should  file 
returns  fail  to  do  so  and  the  gross  accounts  receivable  file  is 
$170  billion.  This  amount,  sometimes  referred  to  as  the  tax  gap, 
reflects  10  years  of  unpaid  taxes,  penalties,  and  interest. 

While  the  FY  1995  Compliance  Initiative  will  be  very  helpful 
in  addressing  the  issues  of  non-filers  and  delinquent  accounts, 
more  needs  to  be  done.  Funding  for  adec[uate  staffing  must  be 
appropriated  and  Tax  Systems  Modernization  needs  to  be  kept  on 
track.  It  should  also  be  pointed  out  that  efforts  that  improve  tax 
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enforcement  have  not  only  a  direct  impact  by  increasing  revenue 
brought  in  through  enforcement  efforts,  but  also  a  potentially  much 
greater  indirect  impact  in  that  the  more  the  public  knows  that 
enforcement  efforts  are  becoming  more  effective  the  more  likely 
that  voluntary  compliance  rates  will  increase. 

I  know  that  proposals  to  use  private  contractors  to  do  debt 
collection  work  for  the  IRS  have  been  floated  in  the  past.  I 
believe  there  are  several  very  good  reasons  not  to  do  that.  First, 
is  the  issue  of  taxpayer  privacy.  The  methods  available  to  track 
taxpayer  information  are  becoming  more  and  more  sophisticated  and 
far-reaching.  I  do  not  believe  that  taxpayers  want  that  kind  of 
sensitive  information  out  of  the  government's  direct  control,  in 
the  hands  of  for-profit  companies.  I  am  submitting  with  my 
statement  a  copy  of  an  article  by  Llewellyn  Rockwell,  Jr.  from  the 
Washington  Times  that  makes  this  point  very  effectively. 

A  related  issue  to  taxpayer  privacy  is  taxpayer  rights. 
Congress  has  recently  passed  Taxpayer  Bill  of  Rights  legislation 
aimed  at  protecting  individuals'  rights  in  the  tax  enforcement  area 
and  I  believe  will  act  to  strengthen  such  legislation  in  the  near 
future.  While  the  focus  of  today's  hearing  is  how  to  bring  in  more 
of  the  revenue  owed,  I  have  also  testified  at  many  hearings  that 
focused  on  methods  of  tax  collection  that  were  deemed  to  be  too 
heavy-handed  and  tough  on  taxpayers .  Quotas  as  to  how  much  revenue 
individual  IRS  employees  needed  to  bring  in  used  to  exist  in  the 
IRS,  but  based  on  the  potential  of  such  practices  to  lead  to  abuse. 


have  been  widely  discredited  and  cibandoned.  Members  of  Congress, 
directing  federal  employees,  are  in  a  much  better  position  to 
understand  the  need  to  balance  effective  debt  collection  practices 
against  too  intrusive  or  punitive  measures  than  for-profit  concerns 
might  think  were  appropriate. 

I  believe  the  issue  that  is  probably  of  most  interest  to  this 
subcommittee  with  regard  to  the  possibility  of  private  sector 
companies  doing  IRS  work  is  that  of  cost.  I  know  that  Chairman 
Lightfoot  made  his  position  clear  at  a  previous  hearing  on 
restructuring  the  federal  government,  that  it  is  wrong  to  manage  to 
FTE's;  that  instead  the  federal  government  should  be  managing  to 
budget.  I  couldn't  agree  with  the  Chairman  more.  And  while  that 
proposition  was  originally  put  forth  in  Vice  President  Gore's 
National  Performance  Review  report,  it  was  repudiated  by  the 
passage  of  legislation  setting  strict  FTE  ceilings  for  the  federal 
government  for  the  next  several  years. 

While  I  believe  that  most  functions  of  the  IRS  should  not  be 
done  by  private  companies  because,  as  I  stated  before,  the 
collection  of  taxes  is  an  inherently  governmental  function,  I  would 
also  say  that  in  general  federal  employees  and  my  union  members  in 
particular  are  more  than  capable  of  competing  and  winning  cost 
effectiveness  battles  with  the  private  sector,  if  we  are  allowed  to 
compete.  Congresswoman  Norton  of  the  District  of  Columbia 
introduced  legislation  in  the  last  Congress  that  would  prevent 
shifting  work  from  federal  employees  who  are  offered  separation 


incentives  to  private  companies  unless  it  can  be  shown  to  be  more 
cost  effective.  Knowing  that  you  believe  in  getting  the  work  done 
in  the  most  cost  effective  manner,  I  recommend  this  legislation  to 
you  for  your  support . 

The  issue  of  how  wasteful  it  can  be  to  manage  to  FTE's,  rather 
than  to  budget  has  been  highlighted  in  two  reports  that  I  would 
like  to  submit  for  the  record,  a  GAO  report  from  March,  1994  on 
Government  Contractors  and  a  Summary  Report  of  Agencies'  Service 
Contracting  Practices,  done  by  0MB 's  Office  of  Federal  Procurement 
Policy  in  January  of  1994.  The  GAO  report  cites  several  instances 
of  agencies  losing  money  on  outside  contractors,  including  paying 
an  average  of  25.4%  more  for  outside  contractors  than  they  would 
have  paid  for  federal  employees  on  11  DOE  contracts,  and  paying 
more  than  $6  million  more  than  necessary  on  a  single  DOD  contract. 

The  OMB  Circular  A-76,  while  far  from  perfect,  sets  out  a 
process  for  measuring  the  cost  of  doing  government  work  in-house  or 
by  contract.  This  process  is  currently  not  required  for  service 
contracts  and  many  agencies  do  not  follow  its  directives  at  all. 
I  fear  that  with  the  current  FTE  ceilings  it  will  be  ignored  even 
more.  As  I  stated  earlier,  if  a  fair  system  is  used,  I  believe  the 
employees  I  represent  can  win  competitions  to  provide  the  most  cost 
effective  work  for  American  taxpayers.  This  concludes  my 
statement.   Thank  you  again  for  inviting  me. 

I  would  be  happy  to  answer  any  questions. 
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EXECUTIVE  SUMMARY 


INTRODUCTION. 

Service  contracts,  as  distinguished  from  contracts  for 
supplies  and  equipment,  are  designed  to  be  used  by  agencies  to 
acquire  knowledge  and  skills  that  are  either  not  available  in  the 
government  or  that  are  available  in  the  private  sector  at  a 
lesser  cost.   Service  contracts  are  also  used  by  agencies  and 
departments  to  fulfill  temporary  or  intermittent  needs  and 
requirements  of  the  government.   The  acquisition  of  services  is 
the  fastest  growing  area  of  government  procurement  and  accounted 
for  $105  billion  of  the  government's  $200  billion  FY  1992 
procurement  program. 

On  March  15,  1993,  Office  of  Management  and  Budget  (0MB) 
Director  Leon  Panetta  requested  that  17  major  Executive  branch 
agencies  and  departments  review  their  service  contracting 
programs.   The  purpose  of  the  review  was  to  determine  (l)  if  the 
service  contracts  were  accomplishing  what  was  intended;  (2) 
whether  the  contracts  were  cost  effective,  and  (3)  whether 
inherently  governmental  functions  were  being  performed  by 
contractors.   The  results  of  the  agency  and  depeurtmental  reviews 
were  reported  to  OMB  in  July  1993.   This  report  provides  an 
overview  of  the  reports  submitted  to  OMB  by  the  agencies  and 
departments . 


RESTJLTS  OF  THE  REVIEWS. 

The  reports  submitted  in  response  to  Director  Panetta 's 
request  indicate  that  contracting  practices  and  capabilities  are 
uneven  across  the  Executive  branch.  Most  agencies  conducted 
thorough,  critical  analyses  of  their  progreuns.   The  reports 
submitted  by  these  agencies  tended  to  note  that  signific2mt 
improvements  are  needed  to  ensure  that  the  government  is  getting 
its  money's  worth  from  service  contractors.   Other  agencies 
submitted  less  critical  reports,  and  it  is  difficult  to  assess 
whether  the  contracting  prograuns  of  these  agencies  are  indeed 
better  managed  or  whether  their  reviews  were  less  candid. 

In  spite  of  the  unevenness  in  the  quality  of  the  agency 
contracting  programs  and  of  the  reviews,  several  consistent 
findings  and  themes  were  presented  in  almost  all  of  the  agency 
reports.  These  findings  are: 

•    Government  reliance  on  contracted  services  is 

increasing  and  many  agencies  are  being  required  to  do 
more  with  less  staff. 
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•  Contracting  personnel  concentrate  on  the  award  of 
contracts  and  the  obligation  of  funds.   Contract 
administration,  particularly  in  most  civilian  agencies, 
is  conducted  by  agency  program  staff  and  not  by 
contracts  personnel.   The  program  staffs  are  often  ill- 
trained  in  contract  administration. 

•  Cost  analyses  and  independent  government  cost  estimates 
are  not  performed  by  many  agencies  prior  to  the 
renewal,  extension,  or  re-competition  of  existing 
contracts.   In  some  instances,  cost  estimates  are  not 
prepared  prior  to  entering  into  new  contracts. 

•  Agencies  often  assume  that  additional  government 
personnel  will  not  be  authorized  and,  therefore,  there 
is  no  alternative  but  to  contract  for  needed  services. 
Several  agencies  requested  that  they  be  given  more 
budget  flexibility  with  respect  to  determining  whether 
work  should  be  performed  by  agency  or  contractor  staff. 
Examples  were  reported  where  the  government  (based  on 
the  agencies'  projections)  could  save  several  millions 
of  dollars  by  performing  functions  directly  rather  than 
having  them  performed  by  contract. 

•  The  contracting  process  is  viewed  by  both  contracting 
and  program  personnel  as  being  overly  burdensome, 
complex  and  time  consuming.   As  a  result,  agencies  are 
increasing  their  reliance  on  task  order  contracting 
instrxunents ,  and  in  many  cases  orders  are  often  placed 
without  the  benefit  of  open  competition  or  market 
research.   In  addition,  the  services  are  not  always 
reviewed  prior  to  acceptance  or  payment. 

•  The  statements-of-work  usad  to  describe  the  specific 
tasks  or  services  to  be  procured  by  contract  are   ' 
frequently  so  broad  and  imprecise  that  vendors  are 
unable  to  determine  the  agency's  requirements.   As  a 
result,  competition  is  limited  and  performance  cannot 
be  assessed. 

CORRECTIVE  ACTIONS. 

All  of  the  agencies  made  recommendations  and  proposed 
various  actions  to  address  the  above  problems.   Director  Panetta 
has  requested  0MB' s  Office  of  Federal  Procurement  Policy  (OFPP) 
to  oversee  the  implementation  of  the  corrective  actions.   Actions 
planned  by  OFPP  to  address  the  problems  include: 

•  Convening  an  interagency  work  group  to  develop 
solutions  and  appropriate  policies  covering 
requirements  for  cost  estimating,  cost  analysis  and  the 
preparation  of  work  statements; 
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Issuing  new  guidance  on  how  to  administer  contracts 
including  the  imposition  of  minimum  qualification  and 
training  requirements  for  contract  administrators,  and 

convening  a  high  level  OMB-led  committee  to  oversee 
implementation  of  recommendations  made  in  a  December 
1992  report  for  improving  contract  audit  practices 
within  the  government. 
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INTRODUCTION 


Services  contracting  is  the  fastest  growing  area  of 
Government  procurement  and  has  increased  to  the  point  where 
contracts  for  services  now  account  for  53  percent  of  Executive 
agency  procurement  expenditures  —  over  §105  billion  in  Fiscal 
Year  1992.  As  shown  in  Figure  1,  below,  service  contracts  now 
account  for  over  90  percent  of  the  procurement  dollars  in  some 
agencies. 


VOLUME  OF  SERVICES  CONTRACTING 
FY  1992 


AGENCY 

SERVICE  rS* 

%  OF  CONTRACT  rS 

Agriculture 

♦712.375 

19.2% 

Commerce 

$318,495 

42.9% 

Defense 

♦60.872.999 

45% 

Education 

♦279.256 

92.6% 

Energy 

♦  18.360.275 

98.7% 

HHS 

♦2,119.934 

68.6% 

HUD 

♦  197.198 

93.7% 

Interior 

♦  1.305.041 

67.6% 

Justice 

'     ♦1.054.493 

50.7% 

Labor 

♦732.886 

92.2% 

State 

♦592.339 

61.8% 

Transportation 

♦  1.971.754 

60.7% 

Treasury 

♦705.818 

38.9% 

Veterans  Affairs 

♦  1.532.384 

37.7% 

EPA 

♦  1.199.240 

89.3% 

GSA 

♦  1.987.268 

34.1% 

NASA 

♦9.067.782 

73.1% 

OTHERS 

♦2.249.275 

TOTAL: 

♦  105.258.812 

52.6% 

*  in  thousands  of  dollars 

Source:  FPDS 
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The  types  of  services  acquired  by  contract  range  from 
routine  maintenance  and  security  services  to  contracts  for  basic 
research  and  applied  engineering.   An  illustrative  list  of  the 
different  types  of  services  acquired  by  one  major  department  (the 
Department  of  Energy)  is  shown  in  Figure  2.   Figure  3  illustrates 
the  growth  in  service  contracts  over  the  period  beginning  with  FY 
1980. 


JUustratwe  List  of  the  T^rpes 
of  Services  Acquired  under  Contract 


Computer  Modelmi 

APP  Support 

J«n«ori«l  Servte»e 

A9bo9to«  Removal 

Security/Guard  Service* 

Systems  Engineering 

Facility  Operations 

ADT  M*\nten»ncc 

Software  S«vicee 

Analytical  ServicM 

Economic  Analyste 

L«9«l  &ervic«e 

Ofl  trul  Gas  Market  Analysis 

Audit  Se(vlce» 

QuaBty  Assurance 

Educational  S«rvle«9 

Safety  and  Health 

Financial  Analysis 

Staffvifl  A*MMment« 

OperrtJone  Research 

M  »  t2  (3 
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with  the  increase  in  dependency  on  contracted  services, 
associated  abuses  and  problems  have  also  increased.   Senator 
Pryor,  Congressman  Dingell,  the  Inspectors  General,  and  the 
General  Accounting  Office  (GAO)  have  all  expressed  concerns  with 
certain  aspects  of  contracting  for  services. 

Examples  of  problems  frequently  highlighted  in  the  various 
Congressional  hearings,  press  accounts,  and  GAO  and  Inspectors 
General  reports  include: 

•  Contractors  Performing  Inherently  Governmental 
Functions.   Until  recently,  there  was  no  clear  guidance 
to  distinguish  between  functions  that  contractors  may 
appropriately  perfom  and  inherently  governmental 
functions;  i.e.,  functions  that  must  be  performed  by 
Government  personnel.   One  of  the  more  publicized 
instances  of  an  inherently  governmental  function  being 
performed  by  a  contractor  related  to  a  situation  where 
a  contractor  %n:ote  the  opening  statement  that  a  Cabinet 
Secretary  was  to  give  to  a  Congressional  committee. 

•  Conflicts  of  Interest.   Persons  providing  advisory  and 
assistance  services  to  the  Government  are  especially 
vulnerable  to  conflicts  of  interest.   A  prior  instance 
was  reported  where  a  contractor,  hired  to  provide 
assistance  in  securing  passage  of  the  U.S. -Japan 
Nucleeu:  Non-Proliferation  Treaty,  also  had  an  affiliate 
in  Japan  whose  clients  included  the  Japanese  Ministry 
of  International  Trade  and  Industry. 

•  Failure  t<?  QPtaiJn   Fair  V^lVg.   Numerous  instances  have 
occurred  over  the  last  several  years  where  the 
Government  has  not  obtained  full  value  for  its 
contracting  dolleurs.   Recently  publicized  instances  of 
this  problem  relate  to  the  Hubble  Telescope  and  to  over 
spending  associated  with  the  Superconducting,  Super 
Collider. 

To  help  correct  the  above  problems,  the  Office  of  Federal 
Prociurement  Policy  (OFPP)  issued  several  new  policies  over  the 
last  several  years.   Those  policies  are: 

1.  OFPP  Policy  Letter  89-1,  Conflict  of  Interest  Policies 
Applicable  to  Consultants  (December  8,  1989); 

2.  OFPP  Policy  Letter  91-2,  Service  Contracting  (April  9, 
1991) ; 

3.  OFPP  Policy  Letter  92-1,  Inherently  Governmental 
Functions  (September  23,  1992);  and 
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4.    OFPP  Policy  Letter  92-5,  Past  Performance  Information 
(December  30,  1992) . 

In  addition  to  the  policy  actions,  OFPP  led  a  major  review  during 
the  Summer  of  1992  to  examine  and  assess  contract  administration 
and  contract  auditing  practices  in  12  major  civilian  agencies. 
This  review  was  conducted  by  interagency  "SWAT  Teams"  and 
resulted  in  a  comprehensive  report  issued  in  December  1992.   The 
SWAT  report  identified  the  need  for  additional  policy  and 
regulatory  changes  that  are  now  in  the  process  of  being 
implemented.   These  changes  primarily  relate  to  the  clarification 
of  the  unallowable  cost  principles  contained  in  Part  31  of  the 
Federal  Acquisition  Regulation  (FAR) ;  changes  in  how  civilian 
agencies  have  contract  audits  performed,  and  changes  in  contract 
administration  practices. 

In  recognition  of  the  need  to  involve  the  new  Administration 
in  service  contracting  reforms,  and  in  an  effort  to  identify 
possible  budget  savings  opportunities.  Office  of  Management  and 
Budget  (OMB)  Director  Leon  Panetta,  in  March  1993  asked  17  of  the 
largest  departments  and  agencies  to  review  their  service 
contracting  programs  and  to  report  their  findings  to  OMB  by  June 
30,  1993.   These  agencies  and  departments  represent  over  90 
percent  of  all  Government  procurement  expenditures  and  each  was 
requested  to  answer  the  following  three  questions: 

1.  Are  your  existing  contracts  accomplishing  what  was 
intended? 

2.  Do  you  have  adequate  procedures  in  place  to  monitor 
such  services  to  evaluate  their  cost  effectiveness,  to 
hold  such  contractors  accountable  for  results,  and  to 
ensure  the  Government  gets  what  it  is  paying  for? 

3.  Are  you  certain  that  the  services  being  performed  by 
contractors  are  not  "inherently  governmental?" 

Reports  have  now  been  received  from  the  17  agencies  and 
departments  that  were  tasked  by  Director  Panetta  to  make  the 
service  contracting  "self  assessments."  The  findings  from  these 
reports  with  respect  to  the  substantive  questions  asked  by 
Director  Panetta  are  summarized  in  Chapters  2,  3,  and  4  of  this 
report.   An  overview  of  the  methods  used  by  the  agencies  in 
conducting  their  reviews  is  shown  in  Appendix  1.   The 
recommendations  made  by  the  agencies  to  correct  the  various 
problems  identified  during  their  reviews  are  listed  in  Appendix 
2.   Chapcer  5  provides  a  discussion  of  the  major  recommendations. 
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II.   ACCOMPLISHMENT  OF  IMTEMTIOHS 


Contracts  are  awarded  to  help  accomplish  authorized  mission 
needs  of  the  awarding  agencies.   The  extent  that  contractors 
accomplish  mission  objectives  is  influenced  primarily  by  the 
agencies  in  preparing  for,  awarding  and  administering  contracts, 
and  secondly,  by  the  contractors  in  performing  contract  tasks. 
The  reports  submitted  by  the  agencies  indicate  that  contractors 
are  generally  delivering  what  the  contracts  intended.   It  is 
clear,  however,  that  there  are  problems  in  several  agencies. 
These  problems  begin  with  the  development  of  the  statements-of- 
work  (SOW)  and  run  throughout  the  administrative  process 
including  the  actual  oversight  and  monitoring  of  contractor 
performance. 

AGENCY  FINDINGS. 

All  17  agencies  responded  that  their  contracts  were 
accomplishing  what  they  intended.   However,  in  almost  every  case, 
the  agencies  stated  that  there  was  room  for  improvement.   Several 
concerns  of  the  agencies  identified  during  the  reviews  are: 

•  Inabilitv  to  Write  Adequate  Statements-of-Work. 
Several  agencies  found  serious  deficiencies  in  their 
ability  to  develop  adequate  statements  of  work  (SOW) . 
Agriculture,  Education,  Interior  and  others  found 
several  instances  where  the  SOWs  were  too  vague  or  too 
broad.   The  State  Department  indicated  that  in-house 
capability  to  develop  adequate  SOWs  is  so  lacking  that 
they  now  find  themselves  in  a  position  where  they  have 
to  resort  to  contracting  for  such  services.   State  says 
they  would  prefer  to  do  SOWs  in-house,  but  do  not  have 
trained  personnel  in-house  to  perform  this  function. 

•  Complexity  of  the  Procurement  Process.   In  several 
instances,  the  problems  experienced  by  agencies  are 
closely  related  to  the  time  which  it  takes  to  complete 
a  procurement  action.   Education  stated  that,  "by  the 
time  we  get  what  we  ask  for,  it  may  no  longer  be  what 
we  need."  An  office's  needs  evolve  over  time,  and 
Education  stated  that  a  less  complicated  system  for 
awarding  contracts  is  needed  to  accommodate  the 
changing  demands  of  their  program  offices. 

•  Failure  to  Communicate  Between  the  Contracting 
Officer's  Technical  Representative  (COTR)  and  the 
Contracting  Officer.   The  Department  of  Defense  cited 
two  instances  where  contract  files  indicated  contractor 
performance  problems.   According  to  their  review,  one 
of  the  contracts  did  not  adequately  communicate  the 
criteria  that  the  contractor  was  expected  to  meet.   In 
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another  situation,  there  was  a  general  failure  to 
perform  part  of  the  contract.   In  this  situation,  the 
contracting  officer  was  not  aware  that  the  COTR  had 
been  attempting  for  almost  a  year  to  resolve  problems 
that  appear  to  have  breached  the  contract.   The 
contractor  had  failed  from  the  cutset  to  provide  the 
number  and  kind  of  personnel  required  by  the  contract, 
to  deliver  satisfactory  reports  and  in  many  cases  had 
not  delivered  reports  at  all.   Although  the  COTR  had 
actively  attempted  to  resolve  the  problems,  failure  to 
communicate  the  extent  of  the  problems  to  the 
contracting  officer  precluded  the  Government's  ability 
to  exercise  its  rights  under  the  contract.   Such 
examples  of  poor  communications  between  COTR's  and 
contracting  officers  are  not  considered  to  be  unique  to 
DOD. 

•    Poor  Management.   The  Justice  Department  found  numerous 
and  recurring  problems  stemming  from  a  failure  to 
properly  implement  esteiblished  policies.   Justice  found 
deficiencies  in  eureas  that  include  oversight  of 
contractor  performance,  the  use  of  untrained  COTRs,  and 
a  failure  to  follow-up  on  contract  terms  and 
conditions.   Justice  states  that  despite  all  the 
policies  and  procedures  that  are  in  place,  more  active, 
aggressive  oversight  is  needed.   Furthermore,  the 
report  stated,  "in  our  view,  the  root  of  the  problem 
lies  in  poor  management  and  the  lack  of  accountability 
for  the  failure  to  perform  the  required  oversight 
functions."  Justice  intends  to  establish  appropriate 
standards  and  incorporate  them  into  the  individual  work 
plans  of  all  procurement  personnel. 

COMCLUSZOM. 

Although  the  agencies  indicated  few  specific  instances  of 
contractors  not  accomplishing  contract  intentions,  the  reports 
clearly  show  that  there  is  room  for  improvement  in  this  area. 
The  Justice  Department's  assessment  that  the  primary  root  of  the 
problems  is  poor  management  could  be  applied  to  deficiencies 
found  at  several  of  the  agencies. 
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III.   COST-EFFECTIVENESS 


This  chapter  focuses  on  the  cost-effectiveness  of  service 
contracts,  given  that  an  agency  will  in  fact  be  contracting  for  a 
specific  service.   Resolving  the  issue  of  whether  agencies  should 
perform  specific  tasks  or  programs  (i.e.,  work  that  is  not 
inherently  governmental)  by  contract  or  with  Federal  employees  is 
not  an  objective  of  this  report. 

Pre-award  Cost  Reasonableness 

Cost-effectiveness  of  contracts  is  both  a  pre-award  and  a 
post-aweord  issue.   In  the  pre-aweird  phase,  agencies  are  expected 
to  validate  that  the  Government  would  be  contracting  for  services 
at  a  fair  and  reasonable  price.   This  necessitates  that  agencies 
go  beyond  mere  acceptance  of  the  contractor's  cost  estimate  as 
the  true  cost  of  the  service  to  be  rendered.   Agencies  are  best- 
equipped  to  make  fair  and  reasonable  price  determinations  when 
there  is  competition  and  when  they  do  independent  Government  cost 
estimates,  i.e.,  when  the  Government  estimates  the  contractors 
cost  of  providing  the  required  services. 

Several  agencies  raised  issues  regarding  independent 
Government  cost  estimates.   The  Department  of  Transportation 
found  that  detailed  Government  estimates  often  were  not  included 
in  the  contract  files  it  reviewed.   The  Department  of  Education 
expressed  concerns  that  both  its  prograun  office  staff  and 
contracting  office  staff  lack  adequate  expertise  to  effectively 
evaluate  costs.   The  Department  of  Interior  found  inadequate  cost 
or  price  analysis  documentation,  and  the  Department  of 
Agricultxire  could  not  establish  that  contract  proposals  were  fair 
and  reasonaible  because  its  contracting  personnel  were  not 
adequately  complying  with  procedures  or  documenting  tiie  basis  for 
decisions  reached  in  contract  negotiations. 

The  Department  of  Agriculture  provided  an  example  that  shows 
the  importance  of  addressing  pre-award  cost  reasonableness 
issues.   According  to  the  USDA  report,  "When  a  USDA  contracting 
officer  asserted  a  request  for  cost  and  pricing  data,  a  single 
letter  request  produced  agreement  to  submit  the  data  and  a 
unilateral  offer  reduction  of  $9  million  over  the  contract  life." 
When  the  data  were  received,  an  additional  unilateral  $10  million 
reduction  was  made  from  the  original  offer  of  $70  million. 

The  Department  of  Commerce,  as  a  result  of  its  services 
review,  has  decided  to  require  that  agency  COTR's  prepare 
independent  Government  cost  estimates,  based  on  bottom-up 
requirements  analyses,  for  all  contractor  work  prior  to  any 
proposal  submissions  (including  task  orders)  by  the  contractor. 
The  Environmental  Protection  Agency  has  decided  to  require 
similar  independent  Government  cost  estimates. 
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Some  agencies  assert  that  they  can  be  assured  of  the  cost 
reasonableness  of  their  service  contracts  by  virtue  of  the  fact 
that  they  are  using  competitive  procedures  for  most  of  the 
contracts.   However,  another  agency  stated  that  the  market  does 
not  seem  to  be  working  to  control  contractor  costs  or  labor 
rates.   Obviously,  something  more  than  a  market  check  is  needed. 

Post-Award  Contract  Administration 

On  the  post-award  side,  most  agencies  report  that  the 
Government  is  getting  what  it  is  paying  for  and  that  the  agencies 
have  adequate  procedures  in  place  to  effectively  monitor 
contractor  performance.   For  the  most  part,  they  conclude  that 
service  contracts  are,  therefore,  cost-effective.   However, 
several  agencies  reported  inadequate  compliance  with  policy  and 
procedures  within  their  respective  agencies.   The  Department  of 
Justice,  for  example,  stated  that  its  review  found  "... 
numerous  and  recurring  problems  that  result  from  failure  to 
properly  implement  these  policies  and  procedures."  As  a  result. 
Justice  indicated  that  it  does  not  have  complete  assurance  that 
the  Department  monitors  and  evaluates  the  cost-effectiveness  of 
service  contracts,  that  it  holds  contractors  accountable  for 
results,  or  that  it  ensures  that  the  Government  is  getting  what 
it  pays  for. 

Most  agencies,  including  the  Departments  of  Justice  and 
Energy  cited  deficiencies  including  inadequate  oversight  and 
monitoring  of  contractor  performance  by  the  contracting  officer 
and  contracting  officer  technical  representatives  (COTR) .  The 
Department  of  Commerce  expressed  concern  over  the  inadequate 
involvement  of  its  contracting  personnel  in  cost  control.   The 
Department  has  now  emphasized  to  contracting  officers  and  COTRs 
the  importance  of  reviewing  contractor  financial  reporting, 
invoices  and  vouchers,  but  Commerce  remains  concerned  about  the 
adequacy  of  contracting  resources  for  review  and  monitoring  in 
this  area.   Tha  Department  of  Interior  found  that  work  in 
progress  was  being  monitored  satisfactorily,  but  remaining  costs 
to  be  incurred  to  complete  performance  under  the  same  contract 
were  not  being  monitored  with  the  same  level  of  intensity,  an 
essential  step  to  avoid  cost-overruns. 

A  number  of  agencies  expressed  concern  that  it  was  difficult 
to  evaluate  cost-effectiveness  without  visiting  contractor  work 
sites  to  observe  work  in  progress,  but  travel  funds  were  not 
available  for  this  purpose.   A  few  agencies  cited  additional 
problems  such  as  payments  for  services  that  were  never  received, 
not  covered  under  the  contract,  were  made  in  spite  of 
unsatisfactory  perfoirmance  or  at  rates  exceeding  contract  prices. 
For  example,  EPA,  relies  heavily  on  level-of -effort,  cost- 
reimbursement  contracts.   EPA  interprets  this  to  mean  that  all 
that  is  required  is  the  contractors'  best  effort.   When  a  best 
effort  is  sufficient,  then  the  contract  may  be  cost-effective. 
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However,  EPA  indicates  that  sometimes  deficiencies  in  quality 
occur  and  the  agency  pays  the  contractor  more  money  for  the 
contractor  to  revise  the  work. 

CONCL06IOM. 

On  a  macro  level  agencies  consistently  returned  to  the  therae 
that  they  have  inadequate  resources  to  undertake  effective 
contract  administration.   Agencies  would  like  to  see  FTE  barriers 
eliminated  or  at  least  made  more  flexible. 

At  a  micro  level,  on  the  pre-award  side,  inadequate 
attention  is  given  to  the  issue  of  cost-reasonableness.   Agencies 
are  making  up-front  commitments  to  pay  more  for  contracts  for 
services  —  to  ensure  that  they  obtain  what  they  view  as  an 
essential  mission  service —  than  they  might  otherwise  pay  if  they 
had  done  an  independent  Government  cost  estimate. 

On  the  post-award  side,  agencies  are  not  devoting  enough 
attention  to  the  cost-effectiveness  side  of  contract 
administration.   Agencies  believe  they  are  contracting  for 
mission-essential  services.   As  a  result,  most  of  their  contract 
administration  efforts  focus  on  ensuring  that  they  receive  the 
required  services,  with  cost  sometimes  becoming  a  secondary 
natter.   This  is  further  exacerbated  because  most  of  the  contract 
administration  is  done  by  the  program  offices,  which  need  the 
services,  rather  than  the  contracting  offices. 
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INHEREMTLY  GOVERNMENTAL  FUNCTIONS 


As  a  matter  of  policy,  an  "inherently  governmental  function" 
is  one  that  is  so  intimately  related  to  the  public  interest  as  to 
mandate  performance  by  Government  employees.   These  functions 
include  those  activities  that  require  either  the  exercise  of 
discretion  in  applying  Government  authority  or  the  making  of 
value  judgments  in  maJcing  decisions  for  the  Government,   Examples 
are  set  forth  in  OFPP  Policy  Letter  92-1,  "Inherently 
Governmental  Functions"  (September  23,  1992);  they  include  the 
determination  of  agency  policy  and  the  determination  of  Federal 
program  priorities  or  budget  requests. 

Contractor  Performance  of  Inherently  Governmental  Functions. 

As  part  of  the  services  contracting  program  review,  the  17 
agencies  were  asked  "Are  you  certain  that  the  services  being 
performed  by  contractors  are  not  "inherently  governmental?" 
Eleven  of  the  agencies  replied  that  their  reviews  had  disclosed 
no  instances  of  inherently  governmental  functions  being  performed 
by  service  contractors.   Of  the  remaining  agencies,  most  found 
only  isolated  cases  where  the  reviews  indicated  that  service 
contractors  were  performing  inherently  governmental  functions. 
All  had  or  were  taking  action  to  remedy  the  violations. 

DOD  found  two  contracts  out  of  forty-two  reviewed  where  the 
statements  of  work  included  %fhat  appeared  to  be  inherently 
governmental  functions.   In  one  instance,  the  contract  is  for  the 
management  emd  operation  of  a  mission  support  facility,  and  the 
contractor  is  responsible  for  the  information/public  affairs 
program,  which  includes  meeting  the  press.   DOD  observed  that 
this  could  put  the  contractor  in  the  position  of  performing  an 
inherently  governmental  function.   In  the  other  instance,  the 
contract  requires  the  contractor  to  work  under  the  direction  of  a 
person  who  is  himself  the  employee  of  another  contractor.   The 
responsible  DOD  components  are  being  asked  to  submit  corrective 
action  plans. 

Another  example  is  the  Department  of  Commerce,  which  found 
two  contracts  (out  of  thirty  reviewed)  where  contractors  were 
performing  inherently  governmental  functions.   One  contract  is 
for  architect-engineer  and  program  management  services,  and  the 
other  is  for  on-site  long-term  technical  support  services.   For 
the  A/E  contract,  the  reviewers  found  there  was  over  reliance  on 
a  very  general  statement-of-work;  failure  to  negotiate  new  or 
redirected  work  or  obtain  audits  of  increased  cost;  lack  of 
monitoring,  and  inappropriate  use  of  the  contractor  for  personal 
services  and  inherently  governmental  functions. 

On  the  contract  for  "long-term  technical  support  services" 
DOC  found  that  there  was  over-reliance  on  the  contractor;  less 
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than  an  arms  length  relationship  between  the  Government  and 
contractor  staff;  inadequate  monitoring  of  performance  or  cost, 
and  possible  performance  of  personal  or  inherently  governmental 
functions. 

NASA  also  found  instances  of  inherently  governmental 
functions  being  performed  by  contractors.   NASA  reported  that 
"floor  checks"  of  28  on-site  contractor  employees  found 
situations  which  appeared  to  reflect  personal  services  conditions 
and  contractor  performance  of  inherently  governmental  functions. 
(A  personal  services  contract  is  one  which  .jy  its  express  terms, 
or  as  administered,  makes  contractor  personnel  appear,  in  effect. 
Government  employees.   Personal  service  contracts  are  prohibited 
by  regulation.)   These  instances  have  been  referred  to  the 
responsible  contracting  officers  for  further  research  and 
resolution,  and  the  program  organizations  are  being  asked  to  take 
corrective  action. 

Other  agencies  that  identified  contracts  where  contractors 
were  performing  inherently  governmental  functions  are  Interior, 
DOE,  and  EPA-   Those  agencies,  however,  di<f  not  elaborate  on  the 
specific  types  of  functions  being  performed  by  the  contractors. 


AGENCY  PROCEDURES. 

All  Of  the  17  agencies  surveyed  had  procedures  in  place  to 
safeguard  against  the  performance  of  inherently  governmental 
functions  by  service  contractors.    Several  agencies  found  that 
improvements  in  these  procedures  were  needed,  and  are  taking 
action  to  implement  the  necessary  changes. 

For  instance,  NASA  is  issuing  guidelines  entitled 
"Distinguishing  and  Separating  Civil  Service  and  Support  Service 
Contractor  Functions".   The  new  guidance  will  require  that  all 
COTRs  receive  training  on  inherently  governmental  functions,  and 
calls  for  an  agency-wide  review  of  current  support  service 
contracts  to  ensure  proper  utilization  of  support  services. 
Interior  plans  to  include  a  section  in  its  Acquisition  Management 
Review  Handbook  on  inherently  governmental  functions,  and  to 
require  that  acquisition  planning  documents  include  questions 
addressing  inherently  governmental  functions  as  well  as 
documentation  of  a  review  under  OFPP  Policy  Letter  92-1. 

Other  agencies  pointed  out  examples  where  their  procedures 
had  prevented  performance  of  inherently  governmental  functions  by 
contractors.   Justice,  for  example,  noted  that  its  components 
perform  supervisory  reviews  of  solicitations  prior  to  issuance  to 
ensure  compliance  with  OFPP  Policy  Letter  92-1  and  FAR  Part  37, 
"Service  Contracting."   As  a  result,  the  Procurement  Executive 
recently  disapproved  a  proposed  award  for  the  new  "Asset 
Forfeiture  Program  Support  Services  Contract"  because  he  was  not 
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convinced  that  it  adequately  guarded  against  contractor 
performance  of  inherently  governmental  functions. 

DOE  has  a  formal  support  services  review  and  approval 
process  that  includes  approval  by  an  independent  Headquarters 
organization  of  all  support  services  contracts  over  $1  million. 
DOE'S  review  of  53  support  services  contracts  revealed  that,  as  e 
result  of  the  review  and  approval  process,  statements  of  work 
under  four  contract  requests  were  revised  to  remove  requirements 
that  could  have  been  perceived  as  being  inherently  governmental. 


Conclusion. 

The  17  agencies  generally  have  procedures  in  place  to 
safeguard  against  the  performance  of  inherently  governmental 
functions  by  service  contractors.    Nevertheless,  some  agencies' 
reviews  did  disclose  instances  of  inherently  governmental 
functions  being  performed  by  contractors.   These  agencies  have 
taJcen  corrective  actions,  including  the  improvement  of  their 
procedxires.   Other  agencies  have  also  improved  their  procedures 
as  a  result  of  the  review  even  though  no  violations  of  the  policy 
on  inherently  governmental  functions  were  discovered. 
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SUMMARY  OF  MAJOR  RECOMMENDATIONS 


The  17  agencies  and  departments  made  approximately  4  0 
Government-wide  and  70  agency  specific  recommendations  for 
improving  service  contracting  practices.   The  recommendations  and 
chemges  proposed  by  each  agency  are  listed  in  Appendix  1.   This 
Chapter  discusses  the  major  recommendations  made  in  the  agencies' 
reports.   The  recommendations  have  been  grouped  into  the  six 
primary  categories  shown  in  Figure  4. 
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COST  I880E8. 

The  agencies  made  two  basic  recommendations  pertaining  to 
cost  issues.   The  first  recommendation  (made  by  USDA,  HHS,  HUD, 
State,  Education,  Treasury,  and  EPA)  is  that  agencies  should  be 
given  more  flexibility  with  regard  to  using  their  budget 
resources.   EPA,  summed  up  this  recommendation  by  stating: 

"We,  therefore,  would  advocate  that  OMB  grant  agencies 
authority  to  determine  the  appropriate  allocation  of 
resources  between  extramural  and  intramural  budgets  and  make 
changes  to  the  associated  full  time  equivalent  ceilings, 
when  necessary.   Efforts  to  reinvent  government  should  not 
attempt  to  address  problems  associated  with  performance  of 
the  civil  service  and  contractors  as  distinct  entities,  but 
as  two  pieces  of  the  same  puzzle." 

The  other  agencies'  recommendations  were  variations  of  this  theme 
with  all  advocating  that  they  be  given  the  flexibility  to  use 
"contracting  funds"  for  FTE  purposes  when  they  can  show  that  the 
hiring  of  additional  FTE's  will  result  in  the  "best  business 
decision,"  i.e.  less  overall  cost  to  the  government.   OMB 
encourages  agencies  to  include  specific  conversion  proposals  in 
their  annual  budget  submissions.   Cognizance  of  existing  FTE 
ceilings,  however,  must  be  maintained  and  efforts  should  be  made 
to  accomplish  such  proposals  by  shifting  internal  resources. 

The  second  most  common  recommendation  relative  to  cost 
effectiveness  pertains  to  independent  government  cost  estimates 
and  the  need  for  better  cost  and  price  analyses.   Recommendations 
in  this  aurea  were  made  by  USDA,  GSA,  HUD,  Transportation,  and 
Education.   While  these  agencies  indicated  that  existing  policies 
and  regulations  relative  to  cost  estimating  and  cost  and  price 
analyses  were  adequate,  implementation  of  the  existing  procedures 
was  considered  inadequate.   Several  of  the  agencies  indicated  a 
need  for  additional  training  in  cost  and  price  analyses.   One 
agency  (Transportation)  stated  that  the  respective 
responsibilities  of  the  program  and  contracting  offices  for 
madcing  itemized  government  estimates  needed  to  be  clarified. 
Transportation  proposes  to  assign  this  responsibility  to  their 
program  offices. 

To  assure  that  problems  involving  cost  estimates  and 
analyses  are  addressed,  OFPP  will  establish  an  interagency 
working  group.   The  group  will  review  "best  practices"  now 
employed  in  various  agencies  as  well  as  existing  FAR  provisions, 
agency  regulations  and  training  requirements.   The  group  will 
issue  practical  "trick  of  the  trade"  guidance  for  agencies  use 
and  determine  what  other  specific  governmentwide  actions  are 
needed.  This  effort  will  be  completed  by  July  1,  1994. 


CONTRACT  ADMINISTRATION. 

OMB  and  the  agencies  have  been  working  over  the  last  several 
months  to  address  contract  administration  problems,  and  many  of 
the  contract  administration  recommendations  are  duplicative  of 
the  recommendations  contained  in  the  December  1992  SWAT  Report  on 
Civilian  Agency  Contracting  Practices.   Specific  contract 
administration  recommendations  made  in  the  agency  reports 
include: 

A  need  for  more  travel  monies  to  fund  site  visits. 
Several  agencies  made  the  point  that  it  is  difficult  to 
monitor  contractor  operations  without  visiting  the  site 
where  the  work  is  being  performed. 

The  need  for  adequate  contract  audit  resources. 

Increased  training  for  voucher  review.  As  noted  in  the 
preceding  chapters,  numerous  instances  of  faulty  review 
practices  were  encountered  during  the  reviews. 

Physical  separation  of  contractor  and  government  staff 
or  at  least  a  consistent  approach  for  clearly 
distinguishing  contractor  personnel  from  government 
staff.   Several  instances  were  noted  where  contractor 
staff  were  perceived  as  government  employees. 

The  importance  of  training  for  contracting  personnel, 
and  peurticularly  for  COTR's,  was  continually 
emphasized.   The  need  for  COTR  training  was  referred  by 
DOT,  State,  Labor,  Interior,  Energy,  Education,  and 
Commerce . 

OMB  is  presently  taking  3  specific  actions  to  help  implement 
the  above  recommendations.   The  actions  are: 

Civilian  Aaencv  Contract  Administration.   Most  of  the 
agencies  recommend  that  OMB  proceed  with  its  work  under  the 
Civilian  Agency  Contract  Administration  Task  Force.   This 
Task  Force,  established  in  March  1993,  completed  its  work. in 
November  1993  and  OFPP  will  monitor  the  implementation  of 
the  Task  Force's  recommendations. 

Contract  Audit  Improvements.   The  importance  of  audits  to 
the  contracting  process  was  previously  reviewed  in  OMB's 
December  1992,  "Interagency  Task  Force  Report  on  the  Federal 
Contract  Audit  Process."  OMB  has  established  an  Interagency 
Contract  Audit  Oversight  Committee  to  oversee  the 
implementation  of  the  recommendations  in  that  report.   The 
Committee,  established  in  July  1993,  will  where  appropriate 
promulgate  "best  practices." 
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Improved  Policy  Guidance.   Another  action  being  taken  by 
OFPP  is  the  revision  of  its  March  1991  policy  guidance  on 
Contract  Administration.   Presently,  OFPP  is  developing 
revised  guidance  to  place  greater  emphasis  on  the  roles  and 
responsibilities  of  contracting  officers  and  COTRs; 
procedures  for  the  voucher  review  process,  detailed  guidance 
on  administration  of  various  types  of  contracts,  and 
guidance  on  minimum  requirements  for  contract  administration 
data. 

8TATEMEKT8-OF-WORK . 

Recommendations  pertaining  to  the  need  to  improve 
statements-of-work  were  made  by  Interior,  Agriculture,  Energy, 
GSA,  EPA,  and  State.   Three  agencies'  recommendations  (GSA,  EPA, 
and  State)  are  considered  to  be  representative  and  are  reviewed 
here. 

GSA  stated: 

"Across  organizational  lines,  there  is  a  definitive 
need  for  more  discipline  in  the  development  of  formal, 
measurable  performance  standards  and  surveillance  plans 
to  facilitate  the  assessment  of  contractor  performance. 
Preparers  of  statements  of  work  need  to  ensure  that 
performance  standards  are  identified  and  included  in 
the  contract." 

"Heads  of  Central  Office  Services  should  instruct  preparers 
of  guide/model  statements  of  work  to  revise  existing 
guides/models  to  include  formal  measurable  quality  assurance 
requirements.   New  guides/models  should  include  similar 
information  when  issued." 

"Central  Office  activities  issuing  guide  or  model 
solicitation/specifications  for  services  should  also  develop 
model  quality  assurance  plans  to  be  used  in  conjunction  with 
the  guide/model  solicitation/specifications." 

EPA  in  commenting  on  statements-of-work  recognized  the 
direct  connection  between  the  adequacy  and  quality  of  work 
statements  and  the  use  of  past  performance  in  source  selections. 

EPA  stated: 

"While  it  is  important  to  ensure  that  there  is  no  undue  bias 
for  incumbents  in  competitive  procurements,  often  the  past 
performance  of  contractors  does  not  get  full  consideration 
when  it  is  only  considered  as  part  of  the  contracting 
officer's  responsibility  determination.   Many  times  too, 
agencies  are  reluctant  to  tzike  time  to  provide  complete 
disclosure  when  it  will  have  minimal  impact  on  the 
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procv  _"ement ,  coining  at  the  end  of  the  process.   It  is  of 
importance  that  the  quality,  timeliness,  and  cost- 
effectiveness  of  past  performance  be  considered  as  a 
possible  indicator  of  future  performance. 

EPA  requested  that  0MB  continue  its  efforts  to  promote: 

"Use  of  past  performance  to  a  greater  extent  through  more 
formal  evaluation  schemes  than  as  a  measure  for 
respons  ibi 1 i ty . " 

In  comparison  to  the  EPA  and  GSA  approaches,  the  Department 
of  State  recommended  that: 

"0MB  should  issue  new  guidance  ♦:o  all  agencies  on  preparing 
statements  of  work,  including  handbooks. 

"Expand  current  training  requirements  for  Contracting 
Officer's  Representatives,  to  include  preparation  of 
effective,  measurable  statements  of  work." 

The  need  for  additional  guidance  on  how  to  prepare 
statements-of-work  will  be  considered  by  the  task  group 
established  to  review  cost  issues.   The  work  group  will  review 
existing  statements-of-work  guidance  materials,  including  the 
content  of  current  class  room  courses,  before  determining  if  new 
guidance  is  needed.   The  work  group  will  complete  its  review  by 
July  1994.   Pending  the  completion  of  the  work  group's  review, 
agencies  are  encouraged  to  consider  the   GSA  approach  for 
developing  model  statements-of-work,  including  performance 
standards.   The  models  are  useful  as  guides  and  can  be  tailored 
to  meet  specific  service  requirements. 

SIMPLIFICATION . 

Numerous  agencies  (Education,  EPA,  Justice,  Interior) 
recommended  that  procurement  reform  and  simplification  efforts  be 
continued.   Specific  recommendations  received  in  this  area 
include: 

Encouraging  purchases  of  commercial  products  or 
services. 

Simplifying  and  streamlining  acquisition  procedures. 

Raising  the  small  purchase  threshold  to  $100,000, 

Using  electronic  data  interchange  for  snail  purchases. 
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Expanding  authority  to  pilot  test  streamlined 
procedures , 

Extending  Defense  streamlining  to  civilian  agencies, 
and 

Requiring  prompt  dismissal  of  frivolous,  bad-faith  and 
unmeritorious  protests." 

OFPP  supports  the  specific  reforms  listed  above. 

TASK  ORDER  COMTRACTS. 

HUD,  GSA,  and  Education  all  made  recommendations  with 
respect  to  the  need  for  better  controls  on  task  order  contracts. 
FAR  coverage  of  task  order  contracts  is  presently  regarded  by 
many  as  inadequate.   Education's  recommendation,  which  is 
consistent  with  others,  is: 

"OFPP  should  ask  the  FAR  Councils  to  issue  guidance  on  task 
order  contracts  as  soon  as  possible.   OFPP  is  coordinating 
an  interagency  group  that  is  working  on  developing  guidance 
on  task  order  and  related  contracts.   Some  agencies  call 
these  master  contracts  or  have  another  nauae  for  them.   The 
feature  they  have  in  common  is  an  umbrella  contract  under 
which  the  agencies  can  place  orders  or  medce  small  awards 
quickly.   Most  agencies  recognize  the  difficulties  in 
assuring  adequate  competition,  evaluating  proposals  and 
establishing  prices,  but  find  task  order  contracts  necessary 
to  handle  quick  turn  around  requirements  of  small  to 
moderate  size.   Until  the  Federal  government  develops  a  new, 
more  effective  contracting  vehicle,  agencies  must  continue 
to  rely  on  task  order  contracts.   Until  then,  FAR  guidance 
will  help  reduce  the  risks." 

OFPP  concurs  in  the  need  for  better  guidance  on  task  order 
contracts  and  plans  to  work  to  increase  the  value  of  this 
contracting  method  —  including  guidance  to  encourage  the  use  of 
fixed  price  and  multiple  award  task  orders.   This  effort  is 
scheduled  for  completion  in  1994. 

IMPLEMENT  OFPP  POLICY  LETTERS  IN  FAR. 

HHS,  Education,  DOD,  and  State  recommended  that  OFPP  Policy 
Letters  91-2,  Service  Contracting;  92-1,  Inherentlv  Governmental 
Functions .  and  92-5,  Past  Performance  be  implemented  in  the  FAR. 
OFPP  concurs  in  this  recommendation  and  will  continue  to  actively 
pursue  FAR  implementation  of  the  Policy  Letters.   Most  agency 
recommendations  also  strongly  supported  issuance  of  the  then 
proposed  OFPP  Policy  Letter  on  "Manaq^m^nt^  Qvgrsjqh^  9f  Sgrvjgg 
Contracts."  This  Policy  Letter  was  issued  in  November  1993. 
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With  respect  to  inherently  governmental  functions,  most 
agencies  indicated  that  OFPP  Policy  Letter  No.  92-1,  Inherently 
Governmental  Functions,  was  a  major  step  forward  in 
distinguishing  functions  that  are  inherently  governmental  from 
those  that  are  appropriate  for  performance  by  a  contractor.   The 
primary  recommendation  was  that  the  Policy  Letter  be  included  in 
the  FAR.   In  addition  to  the  FAR  aunendments,  two  agencies  (GSA 
and  HUD)  stated  that  their  internal  policies  are  being  amended  to 
clarify  "when"  and  "who"  should  make  the  decision  as  to  whether  a 
specific  service  is  inherently  governmental.   Several  agencies 
have  established  committees  to  review  and  clear  contracts  for 
"Contracted  Advisory  and  Assistance  Services."   These  committees 
are  being  used  in  some  instances  to  make   decisions  as  to  whether 
specific  services  are  inherently  governmental.   All  agencies 
should  have  clear  procedures  that  identify  specific 
responsibilities  for  making  decisions  regarding  whether  specific 
services  can  be  acquired  by  contract.   These  agency  specific 
regulations  should  be  referenced  in  agency  FAR  supplements. 
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APPENDIX  1 


OMB  did  not  prescribe  a  specific  methodology  to  be  followed 
by  the  agencies  in  conducting  the  service  contracting  reviews. 
Instead,  discretion  was  left  to  each  agency.   Prior  to  starting 
the  reviews,  however,  the  agencies  were  required  to  meet  with 
OFPP  Administrator  Allan  Buman  and  discuss  their  approach  and 
review  plans. 

While  the  review  processes  used  by  the  agencies  differed, 
most  agencies  established  interdisciplinary  teams  of  agency 
personnel  consisting  of  representatives  from  their  contracting. 
Inspectors  General,  and  program  offices.   The  teams  were  then 
responsible  for  conducting  file  reviews,  staff  interviews,  and 
reviews  of  prior  GAO  and  IG  reports.   In  addition,  many  of  the 
teams  developed  survey  questionnaires  and  solicited  written 
comments  from  various  agency  components.   The  chart  below,  shows 
the  review  techniques  used  by  each  agency  and  the  number  and 
dollar  value  of  contracts  included  within  the  review. 

Summary  of  Review  Technicpies 


Afticj 

Nc.,/ 

Dollar 

ValM*^ 

C-tnat 

IG 
»mTtam 

Kerlew 
riiorGAOA 
IGUtfcm 

VuofFanmd 

Oaumer 

Offlct 
Imurtitwt 

33 

18 

• 

X 

X 

. 

Ommaa 

30 

N/A 

X 

X 

• 

• 

M^ 

42 

1.200 

. 

• 

X 

X 

EdMXio. 

N/A 

N/A 

• 

• 

• 

• 

EMor 

53 

N/A 

X 

• 

• 

X 

Itaiih 

18 

124 

• 

• 

• 

• 

ib«i« 

20 

80 

• 

• 

• 

• 

lalcfior 

33 

60 

• 

• 

• 

• 

JiBtic 

36 

289 

• 

• 

• 

X 

Labor 

62 

409 

X 

X 

• 

• 

State 

45 

1.000 

X 

X 

X 

X 

66 

2.100 

• 

• 

• 

• 

Tr«««7 

120 

1.700 

X 

X 

X 

VdctaBi 

N/A 

620 

X 

X 

• 

• 

300 

N/A 

/ 

• 

X 

X 

G«-enlScmca 

103 

650 

X 

• 

X 

X 

NASA 

130 

N/A 

• 

• 

• 

• 

TOTALS 

1.091 

8,250        1 

1 

N/A  =  Not  Available 
X  =  No 


/  =  Yes 

*  =  IG  Submitted  Separate  Report 


565 


APPENDIX  2 
LISTING  OF  AGENCY  RECOMMENDATIONS 

Department  of  Agriculture 
Agency-specific. 

1.  Request  the  agency  administrator  to  pursue  a  comparative 
cost  analyses  for  chemical  residue  testing. 

2.  USDA  should  emphasize  the  need  to  document  price  and  cost 
analyses,  as  applicable,  before  awarding  negotiated 
procurements  in  excess  of  $100,000,  including  noncompetitive 
actions  and  modifications  that  increase  or  decrease  the 
contract  price. 

3.  Require  reviews  of  all  pre-negotiation  and  price  negotiation 
memorandums  to  ensure  they  are  completed  in  the  level  of 
detail  required  by  the  FAR  prior  to  contract  action. 

4.  Expand  the  current  scope  of  Procurement  Management  Reviews 
(PMR's)  to  emphasize  adequacy  of  the  SOW.   The  PMR  manual 
should,  at  a  minimum,  reference  or  paraphrase  the 
information  contained  in  the  March  15,  1991,  0MB  memorandum 
"Government-Wide  Guidance  on  Contract  Administration," 
Section  IV  -  Development  of  Clear  Statements  of  Work  and 
Selection  of  Contract  Type." 

5.  Contracting  personnel  should  he  reminded  that  contract  files 
must  contain  detailed  rationale  on  factors  considered  during 
the  source  selection  process.   The  file  also  must  provide 
rationale  on  how  t>ie  selection  process  met  each  condition 
outlined  in  FAR  15.804-3 (b)  for  "adequate  price 
competition,"  including  the  difference  in  cost. 

Department  of  Commerce 

Agency-specific. 

1.   Sufficient  resources  need  to  be  applied  to  contract 

management  on  both  the  contracting  and  program  side.   Our 
COTRs  need  to  be  trained  to  understand  the  limits  of  their 
authority  and  the  importance  of  adhering  to  contractual 
terms  and  conditions.   Structured  approaches  to  contract 
management  need  to  be  developed,  and  program  personnel  need 
to  understand  that  contractors  cannot  be  treated  as 
extensions  of  their  own  staffs.  We  need  to  ensure  that  we 
are  not  contracting  out  our  expertise  and  eroding  essential 
in-house  capability  to  perform  the  mission.   Contracting  and 
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program  personnel  need  to  be  viewed  as  partners  in  the 
process  of  contract  management  and  a  mindset  of  mission  over 
management  needs  to  be  changed. 

We  think  such  change  needs  to  start  at  the  highest  levels  of 
management  within  the  organization. 

Governmentwide . 

1.    As  a  result  of  this  review,  we  consider  two  of  the 
initiatives  stemming  from  the  SWAT  review  to  be  of 
particular  importance.   One  is  the  study  of  contract 
administration  practices.   The  other  is  the  study  of 
procurement  staffing  levels.   We  look  forward  to  the  results 
of  both  of  these  initiatives. 


Department  of  Defense 
Agency  Specific. 

1.  The  military  departments  and  defense  agencies  responsible 
for  the  contracts  under  which  deficiencies  were  found  will 
be  asked  to  submit  corrective  action  plans. 

2.  All  military  departments  and  defense  agencies  will  be  tasked 
to  review  their  procedures  that: 

Competition  is  not  restrained  through  improper  use  of 
task  order/delivery  order  contracts  and  cost  type, 
level  of  effort  contracts  with  broad  work  statements. 

Contracts  or  orders,  as  appropriate,  include  detailed 
descriptions  of  tasks  to  be  performed  and  specific 
performance  criteria  that  the  contractor  is  expected  to 
meet . 

Procedures  for  monitoring  contractor  performance 
specifically  include  communicating  any  performance 
problems  of  the  contracting  officer. 

3.  DOD  will  conduct  a  follow-up  review  in  approximately  24 
months  to  determine  the  extent  to  which  corrective  action 
has  been  effective. 

Governmentwide . 

1.    Our  review  disclosed  no  systemic  deficiencies.   Actions 
contemplated  in  paragraph  5  should  correct  improper 
execution  of  established  policies  and  procedures,  and 
failure  to  effectively  utilize  the  tools  that  are  currently 
available  to  insure  that  service  contracts  are  necessary, 
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cost-effective,  and  accomplishing  what  was  intended 
Implementation  of  OFPP  Policy  Letter  91-2,  "Service 
Contracting"  and  Policy  Letter  92-1,  "Inherently 
Governmental  Functions"  into  the  FAR  should  serve  to 
reemphasize  sound  procurement  practices  with  regard  to  these 
and  future  contracts. 


Department  of  Education 
Aaencv-specif ic. 

1.  ED  should  institute  its  proposed  training  and  certification 
program  for  contracting  staff,  including  team-building 
workshops  that  focus  on  sharing  goals  with  program  offices. 
In  developing  the  training  program,  GCS  and  the  Horace  Mann 
Learning  Center  (HMLC)  should  consider  the  suggestions  from 
respondents  to  the  survey.   In  particular,  the  program 
should  include  adequate  training  in  evaluating  cost 
effectiveness  and  in  teaun-building.   Both  contracting  staff 
and  COTRs  should  participate  in  the  team-building  workshops. 

2.  ED  clearance  offices  should  review  their  procedures  to  see 
if  they  can  be  simplified,  eliminated  or  improved.   Each 
clearance  office  listed  in  Exhibit  3  of  the  ACS  Directive, 
"Acquisition  Planning,"  should  be  required  to  review  its 
clearance  procedures  and  report  to  the  Deputy  Secretary 
whether  the  clearance  can  be  simplified,  eliminated  or 
improved . 

3.  ED  should  strengthen  its  COTR  training  courses.   GCS  and 
HMLC  should  consider  the  responses  to  the  survey  and 
incorporate  them  into  its  planning  for  the  next  cycle  of 
courses.   In  particular,  the  program  should  improve  training 
in  evaluating  cost  effectiveness. 

Governmentwide . 

1.    OFPP  should  issue  its  draft  policy  letter  on  "Man?igement 
Oversight  Of  Service  Contracting"  promptly.   The  draft 
policy  letter  provides  valuable  guidance  for  both  COTRs  and 
contracting  staff.   It  highlights  potential  risk  areas  and 
suggests  ways  to  avoid  or  reduce  the  risks.   It  would 
supersede  OMB  Circular  A-120,  "Guidelines  for  the  Use  of 
Advisory  and  Assistance  Services."  The  difficulty  of 
applying  the  Circular's  definition  of  advisory  and 
assistance  services  has  diverted  attention  from  the 
potential  risks  of  contracting  for  services.   OFPP's  draft 
policy  letter  refocuses  attention  on  the  potential  risks. 
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OFPP  should  ask  the  FAR  councils  to  issue  guidance  on  task- 
order  contracts  as  soon  as  possible.   OFPP  is  coordinating 
an  interagency  group  that  is  working  on  developing  guidance 
on  task-order  and  related  contracts.   Some  agencies  call 
these  master  contracts  or  have  another  name  for  them.   The 
feature  they  have  in  common  is  an  umbrella  contract  under 
which  the  agencies  can  place  orders  or  make  small  awards 
quickly.   Most  agencies  recognize  the  difficulties  in 
assuring  adequate  competition,  evaluating  proposals  and 
establishing  prices,  but  find  task-order  contracts  necessary 
to  handle  quick-turnaround  requirements  of  small  to  moderate 
size.   Until  the  Federal  Government  develops  a  new,  more 
effective  contracting  vehicle,  agencies  must  continue  to 
rely  on  task  order  contracts.   Until  then,  FAR  guidance  will 
help  reduce  the  risks. 

OFPP  should  continue  its  support  for  procurement  reform.   In 
his  May  25,  1993  testimony  before  the  Subcommittee  on 
Legislation  and  National  Security  of  the  House  Committee  on 
Governmental  Affairs,  OFPP  Administrator  Allan  Burman 
outlined  his  support  for  several  procurement  reform  efforts. 
Reform  efforts  discussed  by  Dr.  Burman  included: 

Encouraging  purchases  of  commercial  products  or 
services. 

Simplifying  and  streamlining  acquisition  procedures. 

Raising  the  small  purchase  threshold  to  $100,000, 

Using  electronic  data  interchange  for  small  purchases. 

Expanding  authority  to  pilot  test  streamlined 
procedures , 

Extending  Defense  streamlining  to  civilian  agencies, 
and 

Requiring  prompt  dismissal  of  frivolous,  bad-faith  and 
unmeritorious  protests. 

OFPP  should  propose  a  new,  quick  and  simple  procurement 
vehicle  for  moderately  sized  purchases.   The  current 
negotiated  procurement  process  no  longer  works  for  most 
moderately-sized  procurements.   Sometimes  agencies  are 
forced  to  spend  more  than  the  value  of  the  contract  on 
conducting  the  competition.   Some  potential  contractors 
choose  not  to  compete  for  moderately-sized  contracts  because 
proposal  and  negotiation  costs  may  exceed  potential  profits. 
The  Federal  Government  desperately  needs  a  better  way  to 
meJce  purchases  above  the  small  purchase  threshold  up  to 
about  $1,000,000.   The  new  procurement  process  should  allow 


agencies  to  make  awards  within  one  to  two  months.   A  new 
vehicle  for  quick  turnaround  work  will  greatly  reduce  the 
need  for  agencies  to  rely  on  task-order  contracts. 

OFPP  may  want  to  consider  incorporating  a  preference  for 
commercial  products  and  services  into  the  new  system.   An 
idea  that  has  been  circulating  through  the  procurement 
community  recently  is  to  allow  agencies  to  use  small 
purchase  procedures  to  buy  commercial  products  and  services 
up  to  $1,000,000.   An  effective  way  to  encourage  agencies  to 
buy  more  commercial  products  and  services  is  to  make  it 
easier  for  agencies  to  do  so. 

The  Federal  Government  should  raise  the  small  purchase 
threshold  to  $100,000.   As  already  noted,  the  negotiated 
procurement  process  is  not  functioning  for  most  moderately 
sized  procurements.   Raising  the  small  purchase  threshold 
will  take  some  pressure  off  and  will  reduce  the  need  for 
agencies  to  rely  on  task-order  contracts.   Raising  the 
threshold  could  be  accomplished  this  year.   Draft 
legislation  (The  Federal  Acquisition  Improvement  Act  of 
1993)  already  contains  a  provision  for  raising  the  small 
purchase  threshold. 

OFPP  should  ask  SBA  to  consider  developing  a  limited 
competition  system  for  8(a)  contracts.   Under  the  current 
system,  an  agency  selects  an  8(a)  firm  by  reviewing 
capability  statements  and  promotional  pamphlets  and 
conducting  interviews.   The  agency  then  requests  proposals 
on  a  sole-source  basis.   As  this  report  notes,  ED  staff  are 
not  satisfied  that  this  method  is  working.   Another 
consideration  is  that  the  current  system  does  not  teach  8(a) 
firms  to  compete.   Price  competition  should  not  be 
overlooked.   An  8(a)  firm  that  does  not  learn  to  control 
costs  will  not  survive  once  it  graduates  from  the  8(a) 
program.   SBA  may  wish  to  consider  a  tiered  system,  e.g.: 

For  new  firms,  sole-source  awards. 

For  second-tier  firms,  mini-competitions  using  simple 
procedures  limited  to  three  8(a)  firms,  and 

For  firms  nearing  graduation,  full  competition  among 
8(a)  firms. 

Agencies  should  have  more  flexibility  with  regard  to  using 
their  resources.   Reductions  by  Congress  of  funds  for 
advisory  and  assistance  services  make  flexibility  all  the 
Bore  important.   Multi-year  budgets  and  flexibility  in  using 
funds  for  contracts  and  government  staffing  are  essential 
tools  for  managers.   Otherwise,  contracts  are  aweurded  but 
funds  are  not  available  to  use  them. 
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Department  of  Energy 
Aaencv-specific. 

1.  The  following  areas  will  be  reviewed  as  part  of  the  Contract 
Reform  Team  established  by  the  Secretary: 

contractor  oversight/adequacy  of  staffing  resources; 

role  of  the  contracting  officer; 

training  for  contracting  officer  representatives  in  the 
administration  of  services  contracts,  particularly  in 
the  areas  of  inherently  governmental  functions,  use  of 
management  information,  and  quality  control; 

strengthened  review  requirements  for  contract  services 
statements  of  work  and  support  services  requests  to 
ensure  that  requirements  are  adequately  and  precisely 
expressed,  have  mission  relevance,  and  are  properly 
justified; 

policies,  procedxires,  and  guidance  concerning  the 
acquisition  of  services  that  are  clear,  relevant,  and 
reflect  good  business  practices; 

development  of  statements  of  work; 

development  of  performance  measurement  criteria  for 
support  services  contracts;  and, 

selection  of  appropriate  contract  types  and 
methodology. 

Governroentwide . 

2.  We  recommend  that  the  Office  of  Management  and  Budget 
consider  ways  to  strengthen  agency  budgets  for  audit 
support. 

Department  of  Health  and  Human  Services 

Aaencv-specific. 

li   Regulatory  Coverage;   The  HHSAR  should  be  clarified  to 

require  that  program  and  contracting  offices  jointly  make 
these  decisions  as  early  as  practicable  in  the  budget, 
program  and  acquisition  planning  process;  and  should  be 
revised,  as  needed,  to  implement  any  new  govemmentwide 
regulations  on  the  subject.   Also,  decisions  that  proposed 
contracted  services  are  cost-effective  and  are  not 
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inherently  governmental  should  be  documented  in  the 
individual  acquisition  plan  and  RFC. 

2.  Human  Resources  Planning:   The  Team  believes  that  HHS  should 
explore  the  feasibility  of  formally  and  permanently 
integrating  the  workforce  decisionmaking  process  with  HHS's 
program,  management  and  budgetary  planning  process.  In  this 
way,  human  resource  planning  can  feed  into,  or  influence  the 
budget  process,  rather  than  be  driven  by  it.   (It  should  be 
noted  that  one  OPDIV  (SSA)  has  already  implemented  the 
recommendation  through  the  use  of  its  unified  budget 
process) .   This  will  help  the  Department  to:  avoid  costly 
FTE  imbalances;  apply  human  resources  to  high-priority 
agency  activities;  effectively  manage  the  performance  of 
required  services;  and  meet  its  overall  mission,  as  well  as 
make  sound  business  decisions  on  specific  program  and  budget 
matters. 

3.  Contract  Administration  Resources:   Under  the  auspices  of 
OMB's  Civilian  Agency  Contract  Administration  Task  Force, 
the  Department  and  its  OPDIVs  should  explore  alternative 
approaches  to  contract  administration,  including:  the  re- 
allocation of  existing  FTEs;  the  allocation  of  additional 
FTEs  dedicated  to  this  function;  or  the  reimbursement  of  the 
Defense  Contract  Management  Command  (DOD's  key  contract 
administration  organization)  for  selected  supplemental 
contract  administration  tasks  that  it  may  perform  for 
appropriate  contracting  activities  within  HHS- 

4.  Contract  Audits:   Under  the  auspices  of  HHS's  Contract  Audit 
Users  Work  Group  and  its  "Long-term  Plan  to  Allocate 
Contract  Audit  Resources,"  the  Department  should  continue 
its  current  initiatives  of:  working  with  its  OIG  to  try  to 
earmark  additional  funds  for  contract  audits;  exploring  the 
feasibility  of  changing  the  HHS  appropriations  process  to 
allow  for  the  use  of  program  funds  for  this  purpose;  and 
working  with  the  OPDIVs  to  better  allocate  scarce  contract 
audit  resources. 

5.  Project  Officers;   Program  offices  should  be  encouraged  to 
delegate  "cradle  to  grave"  project  responsibility  to 
designated  project  officers.   HHS  should  explore  the 
feasibility  of  establishing  a  permanent  cadre  of  highly 
qualified  HHS  project  officers  for  FIP  systems  maintenance 
or  similar  projects  having  repetitive  requirements.  (It 
should  be  noted  that  one  OPDIV  has  already  developed  a 
Project  Officer  cadre  for  FIP  maintenance)  .   Also,  the  Team 
suggests  that  HHS  continue  to  improve  the  training  of,  and 
strengthen  the  close  coordination  among,  HCFA  Peer  Review 
Organization  (PRO)  regional  project  officers,  to  enhance  the 
reliability  of  project  officer  review  and  advice  nationwide. 
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Governmentwide. 

6.   OMB's  Draft  Policy  Letter  92-2:   Please  see  Appendix  J  for 
the  HHS  Contracted  Service  Team's  recommended  changes  to 
OMB's  draft  Policy  Letter  No.  92-2,  as  well  as  an  estimate 
of  the  costs  associated  with  the  implementation  of  the 
current  version  of  the  Policy  Letter.   Also,  0MB  may  wish  to 
consider  streamlining  and  strengthening  the  provisions  of 
its  A-76  Circular  that  spezik  to  the  conversion  of  contracted 
services  to  in-house  services. 


Department  of  Housing  and  Urban  Development 
Aqency-spegifjc. 

1.  Enforce  existing  requirements  regarding  government  cost 
estimates. 

2.  Develop  guidance  for  contracting  staff  for  those  cases  which 
deal  with  unit  costs. 

3.  Provide  written  guidance  and  train  staff  on  cost  and  price 
analysis. 

4.  Staff  resources  should  be  made  available  for  proactive 
contract  administration. 

5.  Guidance  should  be  developed  on  use  of  alternate  contract 
management  reporting  systems. 

6.  Develop  guidance  on  ordering  controls/management.  This 
guid=ince  should  describe  the  characteristics  of  an  adec[uate 
tracking  syst-em  and  provide  examples  suited  to  different 
situations. 

7.  Develop  a  certification  for  solicitations  for  services  which 
requires  the  offeror  to  disclose  names,  former  agency 
affiliation  and  dates  of  separation  from  Federal  employment 
of  former  Federal  employees  who  will  be  involved  in  contract 
performance.   Because  this  has  governmentwide  application, 
it  should  be  incorporated  into  the  FAR. 

8.  Develop  a  plan  for  increasing  competition  for  the 
reprocurement  of  this  service.   (A  service  where  the  SOW  was 
so  poorly  developed  that  competition  could  not  be  obtained) . 

9.  There  should  be  further  analysis  of  the  22  services  to 
quantify  the  cost-effectiveness  of  doing  the  work  in-house. 
Where  in-house  cost-effectiveness  is  supported  by  this 
analysis,  a  presentation  should  be  made  to  Congress,  through 


the  budget  process,  recommending  the  conversion  of  contract 
dollars  to  FTE. 

10.  HUD  should  ensure  that  statements  of  work  developed  by 
program  offices  require  contractors  to  take  into  account 
program  manpower  and  funding  limitations  when  developing 
recommendations,  when  such  restrictions  are  appropriate. 

11.  HUD  should  ensure  that  the  Contract  Management  Committee 
(CMC)  is  apprised  of  any  proposed  program  changes  that  may 
impact  the  study. 

12.  The  Department  should  reexamine  its  requirements  for  using 
the  Management  Studies  Contracts,  establishing  criteria 
against  which  the  CMC  would  review  requests  for  contracted 
management  studies. 

13.  Once  the  criteria  are  established,  HUD  should  review  its 
procedures  for  requesting  contracted  management  studies  to 
ensure  the  information  necessary  to  justify  using  the 
Management  Studies  Contracts  is  available  to  the  CMC  when  it 
evaluates  requests  for  services. 


Department  of  the  Interior 
Aaencv-Specif ic. 

1.  Include  a  section  in  the  Department's  AMR  Handbook  to 
evaluate  the  application  of  service  contracting  policies, 
specifically  relating  to  "inherently  governmental" 
functions,  quality  assurance  plans  and  COTR  and  CO  training 
in  FY  94; 

2.  Require  the  bxireaus/of f ices  to  include  questions  in  their 
acquisition  planning  documents  on  "inherently  governmental" 
functions.   Require  documentation  of  review  for  0MB  Circular 
A-76,  Performance  of  Commercial  Activities  and  OFPP  Policy 
Letter  92-1,  "Inherently  Goveriunental  Functions"  with 
specific  reference  to  service  contracting  as  part  of  an 
acquisition  planning  process  in  FY  94. 

3.  Require  minimum/mandatory  COTR  training. 

4.  Update  the  Department's  COTR  Handbook  in  FY  94; 

5.  Request  the  bureaus  offices  to  focus  more  attention  on 
developing  quality  assurance  plans  in  accordance  with  FAR 
Part  46  in  FY  94. 
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6.  Request  the  bureaus/offices  to  examine  the  need  for  policy 
and  guidance  in  the  area  of  incurred  cost  monitoring  to 
complement  work  progress  monitoring. 

7.  Request  through  the  annual  Department  budget  formulation 
adequate  funding  and  management  support,  where  cost 
justified,  for  COTR,  interns,  contracting  officers 
certifications,  and  CO  warrant  training  to  strengthen 
contract  administration  functions; 

8.  Evaluate  the  potential  of  developing  a  contractor 
performance  database  so  CO's  can  electronically  access 
contractor  performance  evaluations. 

Governmentwide . 

1.  OFPP  should  update  its  guidance  on  "Writing  Performance  Work 
Statements  for  Service  Contracts"  issued  in  1980; 

2.  0MB  needs  to  review  the  cost  effectiveness  of  bringing 
contracted  work  in-house  when  there  aren't  sufficient  Full 
Time  Equivalents  (FTE)  to  perform  the  work.   More 
flexibility  with  the  budget  limitation  on  FTEs  is  necessary 
when  it  can  be  demonstrated  through  studies  that  it  would  be 
less  expensive  to  perform  the  work  in-house  but  government 
personnel  ceilings  prevent  that  decision. 

3.  OMB  should  continue  to  actively  sponsor  civilian  agency 
workforce  improvement  efforts  which,  patterned  after  the  DOD 
acquisition  workforce  improvement  act,  expand  the  field  of 
personnel  who  require  procurement  training  to  include  COTRs 
and  others; 

4.  OMB  shou}d  actively  promote  simplification  of  the 
acquisition  process  through  increasing  the  small  purchase 
threshold,  and  by  making  special  efforts  to  raise  other 
thresholds  for  application  of  labor  laws  like,  i.e.,  Davis- 
Bacon  and  Service  Contract  Act.   The  NASA  pilot  to  use 
electronic  bulletin  boards  versus  cptrnnpipce  Business  Daily 
publication  is  an  attempt  to  streamline  the  acquisition 
process  and  if  successful  should  be  adopted  in  some 
situations  governmentwide.   OMB  should  charge  OFPP  with 
looking  at  procurement  statutes,  the  FAR,  OFPP  Policy 
Letters  and  overall  acquisition  guidance  to  eliminate  any 
unnecessairy  requirements  redundancies  and  overlaps  in  the 
acquisition  process  and  in-keeping  with  Vice  President 
Gore's  Reinvent  the  government  initiative  and  the  Department 
of  Defense,  Acquisition  Law  Advisory  Panel  (Section  800 
report) . 
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Department  of  Justice 

Governmentwide . 

1-    OMB  should  give  more  consideration  to  authorizing  Full  Time 
Employees  (FTE)  to  perform  some  of  the  services  described 
herein  as  opposed  to  contract  dollars,   vrhen  determination 
is  made  by  a  component  that  it  is  more  cost  effective  to  do 
a  service  in-house,  rather  than  contract  it  out,  the  OMB 
should  authorize  the  positions  so  that  the  service  can  be 
brought  in-house  to  be  performed  by  government  personnel. 
The  OMB  should  develop  policy  and  a  mechanism  for 
authorizing  the  necessary  FTEs  if  it  is  more  cost  effective 
to  the  government. 

2.  Further,  contracts  for  common  services  could  be  centralized 
in  order  to  consolidate  efforts.   Examples  of  such  services 
are  employee  drug  testing  and  employee  relocation  cervices. 
Because  most  of  these  services  apply  governmentwide,  a 
central  government  contract  would  be  more  efficient  than  the 
existing  individual  department  component  contracts.   Also,  a 
more  concerted  effort  could  be  made  to  research  visible 
alternatives  to  how  these  services  are  currently  being 
provided. 

3.  In  conducting  our  review  of  the  service  contracts,  we  were 
told  by  many  members  of  the  acquisition  work  force  that  the 
procxirement  system  needs  to  be  simplified  because  it  is 
composed  of  too  many  procedures  and  policies. 

4.  The  seune  recommendation  may  be  made  regarding  the  program 
detailed  in  OFPP  Policy  Letter  92-3.   Although  we  fully 
support  the  intent  of  the  policy  letter  (i.e.  to  establish  a 
governmentwide  standard  for  skill-based  training  in 
performing  contracting  and  purchasing  duties) ,  the  means  of 
fulfilling  its  purpose  could  be  simplified.   The  current 
program,  which  lists  seventy-eight  Units  of  Instruction  that 
are  to  be  incorporated  in  the  specific  courses  in  order  for 
them  to  qualify  as  competency  based,  could  be  reduced  to  a 
listing  of  courses  and  hours  of  each  type  of  course  an 
individual  must  complete.   This  way  the  objective  of 
training  the  staff  will  be  achieved  without  creating  a 
complicated  system  that  may  interfere  with  accomplishing  the 
desired  results.   Further,  the  requirements  of  the  policy 
letter  should  be  analyzed  in  light  of  budget  cut-backs. 
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Department  of  Labor 

Aaencv-specif ic. 

1.    Although  there  are  no  findings  which  require  governmentwide 
solutions,  the  Department  intends  to  continue  to  place  an 
emphasis  on  improved  and  more  frequent  training  of  current 
COTR  staff  to  further  enhance  DOL's  capability  to  monitor 
contractor  performance.   The  effectiveness  of  DOL's  current 
contract  administration  activities  minimizes  the  likelihood 
of  substantial  cost  savings  from  implementation  of  this 
action. 

Department  of  State 
Aaencv-specific. 

1.  Revise  current  procedures  on  contract  administration  and 
implement  in-house  training; 

2.  Consider  supplementing  the  current  organization  or  examining 
alternate  approaches  for  contract  administration  in  the 
Department's  largest  contracting  activity  to  shift  more 
emphasis  toward  greater  quality  in  contract  administration 
for  services;  and 

3.  Reconstitute  the  goals  of  the  Department's  Advisory  and 
Assistance  (AAS)  Coordinating  Committee,  making  it  an 
organization  for  the  management  of  contracted  services  to 
bring  top  management's  attention  to  bear  on  high  dollar- 
value  service  acquisitions  and  on  requirements  that  closely 
resemble  inherently  governmental  functions. 

Governmentwide . 

1.  OHB  should  issue  new  guidance  to  all  agencies  on  preparing 
statements  of  work,  including  handbooks; 

2.  Expand  ciirrent  training  requirements  for  Contracting 
Officer's  Representatives,  to  include  preparation  o 
effective,  measurable  statements  of  work; 

3.  The  Federal  Acquisition  Regulation  should  be  revised  to 
provide  specific  guidance  and  forms  that  will  enable 
agencies  to  implement  performance-based  contracting  in 
accordance  with  OFPP  Policy  Letter  92-5  and  permit  the 
Department  to  assess  more  accurately  whether  contracts  are 
accomplishing  what  was  intended. 

4.  OMB  should  develop  a  methodology  for  determining,  on  an 
ongoing  basis,  the  cost-effectiveness  of  contracted  services 
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so  that  the  Department  will  be  able  to  decide  when  services 
should  be  acquired  by  contract  versus  direct  hire.   This 
guidance  must  be  less  cumbersome  and  time-consuming  than  OMB 
Circular  A-76  in  order  to  be  effective.   Where  the  analysis 
shows  that  in-house  performance  will  be  less  costly  or  pro- 
vide greater  control  over  inherently  governmental  functions, 
agencies  should  be  granted  the  flexibility  to  convert 
contract  dollars  to  funding  for  direct-hire  positions. 

The  Federal  Acquisition  Regulation  should  be  revised  to 
provide  specific,  practical,  easily  implemented  guidance  on 
performance-based  contracting  and  monitoring  of  contractor 
performance . 

OMB  should  replace  Circular  A-120  to  provide  better  guidance 
to  agencies  on  the  controls  necessary  for  the  use  of 
contracted  services.  As  a  corollary  effort,  OMB  should 
consider  sponsoring  appropriate  legislative  changes  to  31 
U.S.C.  1114. 

The  Federal  Acquisition  Regulation  should  be  revised  to 
identify  clearly  which  functions  are  considered  "inherently 
governmental . " 

OMB  should  ensure  that  agencies  are  meaningfully  involved  in 
any  efforts  to  restrict  contracting  out  of  support  services 
of  an  arguably  "governmental"  nature  while  at  the  same  time 
restricting  the  expansion  of  direct-hire  personnel  to 
perform  currently  contracted  out  requirements.   To  the 
extent  that  any  reductions  require  the  elimination  of 
current  work,  final  decision  authority  should  reside  with 
the  agencies.   OMB  should  support  and  facilitate  agreement 
by  Congress,  particularly  where  legislative  relief  is 
appropriate  or  necessary. 

OMB  should  replace  Circular  A-120  with  a  final  version  of 
OFPP  Policy  Letter  92-2  as  soon  as  possible.   Draft  OFPP 
Policy  Letter  92-2  should  be  revised  to  focus  on  larger 
dollar  value  acquisitions — over  $500,000.   The  high  level 
controls  in  the  current  draft  should  apply  only  to  services 
— that  affect  government  decision-meJcing,  support  or 
influence  agency  policy  development,  or  affect  program 
design  and  implementation  (these  types  of  services  tend  to 
border  on  inherently  governmental  functions  and  are  more 
susceptible  to  abuse  than  "blue  collar"  services) . 
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Department  of  Transportation 
Agency-specific. 

1.  Amend  the  Transportation  Acquisition  Manual  (TAM)  to  include 
Uniform  requirements  for  preparation  and  processing  of 
invoices. 

2.  Amend  the  TAM  to  include  the  requirement  for  preparation  of 
a  detailed,  itemized  government  estimate  by  the 
recjuisitioning  office. 

3.  Issue  a  notice  to  the  operating  administrations  reminding 
them  of  the  need  to  review  all  proposed  services  contracts 
against  the  requirements  of  OFPP  Policy  Letter  92-1, 
Inherently  governmental  Functions. 

Governmentwide . 

1.  The  Federal  Acquisition  Regulation  should  be  revised  to 
provide  specific  guidance  and  forms  that  will  enable 
agencies  to  implement  performance-based  contracting  in 
accordance  with  OFPP  Policy  Letter  92-5  and  permit  the 
Department  to  assess  more -accurately  whether  contracts  are 
accomplishing  what  was  intended. 

2.  OMB  should  issue  new  guidance  to  all  agencies  on  preparing 
statements  of  work,  including  handbooks. 

3.  Expand  current  training  requirements  for  Contracting 
Officer's  Representatives,  to  include  preparation  of 
effective,  measurable  statements  of  work. 


Department  o2   the  Treasury 

gQvernmentwide. 

OMB  should  issue  a  comprehensive,  coordinated  policy  on 
service  contracting  that  integrates  the  budget  and  management 
concerns.  Existing  guidance  is  fragmented  in  several  OMB 
Circulars,  OFPP  Policy  Letters,  Handbooks  and  existing 
procurement  regulations.  This  fragmentation  frequently  creates 
the  appearance  that  these  policy  statements  are  in  conflict  and 

meJces  them  extremely  difficult  to  administer.   Further,  not 
integrating  these  policy  statements  into  the  Federal  procurement 
regulations  has  also  complicated  full  compliance.  He  suggest 
that  a  single  document  be  prepared  that  would,  at  a  minimum, 
include  the  following: 
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OMB  Circular  A-76,  Policies  for  Acquiring  Commercial  or 
Industrial  Products  Needed  by  the  government; 

OFPP  Policy  Letter  92-1,  Inherently  Governmental 
Functions; 

Draft  OFPP  Policy  Letter  92-2,  Management  Oversight  of 
Service  Contracting  (including  incorporation  of  OMB 
Circular  A-120,  Guidelines  for  the  Use  of  Advisory  and 
Assistance  Services) ;  and 

OFPP  Policy  Letter  89-1,  Conflict  of  Interest  Policies 
Applicable  to  Consultants. 

A  single  service  contract  policy  document  would  greatly  assist 
proper  application  of  service  contract  policy. 

Environnental  Protection  Agency 
Governmentwide. 

1.  OMB  grant  agencies  authority  to  determine  the  appropriate 
allocation  of  resources  between  extramural  and  intramural 
budgets  and  make  changes  to  the  associated  full  time 
equivalent  ceilings,  when  necessary.   Efforts  to  reinvent 
government  should  not  attempt  to  address  problems  associated 
with  performance  of  the  civil  service  and  contractors  as 
distinct  entities,  but  as  two  pieces  of  the  same  puzzle. 

2.  OMB  consider  the  following  reforms  to  streamline  the 
procurement  process  in  order  to  maximize  industry 
involvement,  cost-savings  and  participation  by  small  and 
small-disadvantaged  businesses: 

reexamine  the  procedural  requirements  of  competition 
currently  in  the  Competition  in  Contract  Act.   This 
would  involve  changing  the  standard  for  competition, 
the  time  frames  for  and  steps  of  the  procurement 
process . 

sponsor  an  effort  to  reduce  regulatory  and 
administrative  barriers  that  prevent  the  efficient 
award  of  new  contracts.  An  OFPP-sponsored  project  from 
1984,  entitled  "Simplified  Competitive  Acquisition 
Technique"  might  serve  as  a  prototype  for  such  an 
effort. 

review  recommendations  of  the  Department  of  Defense's 
Section  800  report  for  adoption  whenever  possible  to 
achieve  economies  and  efficiencies  in  the  procurement 
process . 
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continue  efforts  to  increase  governmentwide  the  small 
purchase  threshold  from  $25,000  to  $50,000/$100, 000. 

increase  the  threshold  of  applicability  for 
acquisitions  under  the  Service  Contract  Act  from  $2,500 
to  $100,000. 

develop  streamlined  and  simplified  solicitation  and 
contract  documents  for  mid-range  acquisitions  ($100,000 
to  $10,000,000) . 

OMB  should  amend  the  procxirement  regulations  for  competitive 
acquisition  of  microcomputer  hardware  and  software  to  enable 
the  government  to  take  advantage  of  the  rapid  technological 
changes  and  intense  competition  for  these  products « 

OMB  should  develop  more  uniform  protest  procedures  for 
consideration  by  the  GSBCA  and  GAO. 

OMB  should  continue  its  efforts  to  promote  use  of  past 
performance  to  a  greater  extent  through  more  formal 
evaluation  schemes  than  as  a  measure  for  responsibility 
determinations , 


General  Services  Administration 
Agency-specific. 

1.  The  head  of  the  contracting  activity  for  the  National 
Capital  Region  should  ensure  that  adequate  controls  are  put 
in  place  in  the  PBS  when  it  is  necessary  for  construction 
quality  management  contractors  to  be  physically  located  in 
government  controlled  space. 

2.  Central  Office  activities  issuing  guide  or  model 
solicitation/specifications  for  services  should  also  develop 
model  quality  assurance  plans  to  be  used  in  conjunction  with 
the  guide/model  solicitation/specifications. 

3.  The  Associate  Administrator  for  Administration  should  revise 
GSA's  guidelines  implementing  A-76  to  make  it  clear  that 
responsibility  for  monitoring  the  cost  effectiveness  of 
continuing  to  contract  out  services  should  be  assigned  to 
the  applicable  progreuo  offices. 

4.  The  Commissioner  of  Public  Buildings  Service  should  make  an 
assessment  of  the  cost  effectiveness  of  contracting  out 
construction  quality  management  services  and  take 
appropriate  action  to  implement  the  results  of  the 
assessment . 
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5.  The  Central  Office  Service  Commissioners  should  establish  a 
mechanism  for  redistributing  FTE  and/or  requesting 
additional  FTE  so  that  program  managers  can  provide  for  the 
performance  of  services  (in-house  vs.  contract)  in  the  most 
cost  effective  manner. 

6.  The  Associate  Administrator  for  Acquisition  Policy  should 
consider  amending  the  current  guidance  on  preparing 
procurement  requests  to  add  a  requirement  that  requesting 
offices  include  a  statement  on  the  procurement  request  when 
submitting  it  to  the  contracting  office  indicating  whether 
consideration  was  given  to  in-house  capability  was  available 
to  perform  the  services. 

7.  The  Commissioner  of  PBS  should  establish  procedures  to 
ensure  that  a  cost  effectiveness  assessment  is  made  before 
making  a  decision  to  bundle  services  in  a  commercial 
facility  management  contract. 

8.  The  head  of  the  contracting  activity  for  the  National 
Capital  Region  should  require  PBS  activities  in  the  region 
to  implement  procedures  to  ensure  statements  of  work  are 
prepared  and  included  in  task  orders  placed  against 
construction  quality  management  contracts. 

9.  Heads  of  Central  Office  Services  should  instruct  preparers 
of  guide/model  statements  of  work  to  revise  existing 
guides/models  to  include  formal  measurable  quality  assurance 
requirements.   New  guides/models  should  include  similar 
information  when  issued. 

10.  The  Commissioner  of  PBS  should  survey  contracting  activities 
engaged  in  contracting  for  commercial  facility  management 
services  to  obtain  an  overall  assessment  on  the  use  of 
incentive  provisions  as  a  mechanism  for  motivating  quality 
performance.   Results  of  the  survey  should  be  provided  to 
the  Associate  Administrator  for  Acquisition  Policy  so  that 
the  information  may  be  considered  in  establishing  policy  on 
the  use  of  firm-fixed-price-award-fee  contracts. 

11.  Heads  of  contracting  activities  should  ensure  that 
contracting  personnel  use  cost  proposals  to  assess  offerors 
understanding  of  the  government's  requirements  when  using 
source  selection  procedures. 

12.  The  Associate  Administrator  for  Acquisition  Policy  should 
emphasize  the  need  to  consider  cost  proposals  to  assess 
offerors  understanding  when  conducting  future  training 
course  C3  source  selection  procedures. 

13.  The  Associate  Administrator  for  Acquisition  Policy  should 
continue  to  issue  "Lessons  Learned"  and  other  similar 
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publications  to  aid  contracting  personnel  in  effectively 
conducting  procurements  using  source  selection  procedures. 

14.  Heads  of  contracting  activities  should  ensure  that  the 
agency  maintains  a  cadre  of  well  trained  and  qualified 
employees  to  perform  contract  administration  functions. 

15.  Heads  of  contracting  activities  need  to  ensure  that  when 
contractor  personnel  are  required  to  perfonn  work  at  the 
goveriment  facility  sufficient  controls  are  in  place  to 
separate  contractor  employees  from  GSA  staff. 

16.  The  Commissioner  of  PRS  should  obtain  procedures  used  by 
FPSD  in  the  National  Capital  Region  and  the  guide  and 
training  video  from  the  Contracts  Division  in  Region  7  and 
share  the  materials  with  other  regions. 


Agency-specific. 

Accordingly,  the  task  team's  recommendations  included  the 
following: 

1.  The  Agency  should  adopt  a  policy,  flexible  enough  to 
accommodate  varying  Center  missions,  which  should  identify 
services  appropriate  and  not  appropriate  for  contracting 
out; 

2.  The  Agency  should  examine  its  functional  activities  and 
define  which  are  inherently  governmental  functions;  or  which 
are  core  to  its  mandated  research,  development,  and 
management  responsibilities;  or  which  are  of  such  a  nature 
that  they  should  be  performed  only  by  civil  service 
employees; 

3.  Each  Center  and  Headquarters  should  review  its  mission  and 
workforce;  take  necessary  actions  to  ensure  that  functions 
which  are  inherently  governmental  or  defined  to  be  in  the 
core  of  its  responsibilities  are  retained  for  civil  service 
personnel;  and  develop  plans  for  the  transition  of  its 
workforce  so  that  those  functions  are  performed  by  civil 
service  personnel; 

4.  The  Agency  should  continue  seeking  additional  FTE  positions 
with  an  offsetting  reduction  in  the  number  of  support 
service  contractors; 

5.  An  appropriate  senior  Agency  official  should  be  assigned 
responsibility  for  overseeing  the  implementation  of  the 
policy  contained  in  the  task  team's  report;  and 
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General  Accounting  Office 
Washington,  D.C.  20S48 


General  Government  Division 


March  10,  1994 


The  Honorable  David  H.  Pryor 

Chairman,  Subcommittee  on  Federal  Services, 

Post  Office  and  Civil  Service 
Committee  on  Governmental  Afiairs 
United  States  Senate 

Dear  Mr.  Chairman: 

This  report  responds  to  your  request  that  we  review  various  reports  and 
testimonies'  that  have  been  made  over  the  past  few  years  comparing  the 
cost  of  using  contractors  versus  federal  employees  to  perform  services. 
Your  request  identified  several  of  these  reports  and  testimonies  and  asked 
us  to  determine  whether  any  others  existed.  As  agreed,  we  commented  on 
the  methodologies  used  in  these  doctiments  and  identified  many  of  their 
strengths  and  weaknesses,  and  summarized  the  results. 


The  federal  government  spent  almost  $12  billion  in  fiscal  year  1992  for 
advisory  and  assistance  service  contracts.  These  contracts  include 
professional,  administrative,  and  management  support  services  and 
special  studies  and  analyses.  The  contractors  who  provide  these  services 
can  play  a  valuable  role  in  government,  supplying  expertise  that  agencies 
may  not  have  in-house  or  may  not  need  on  a  permanent  basis.  In  addition, 
these  contractors  can  enable  agencies  to  obtain  up-to-date  expertise  in 
r^idly  changing  fields  and  explore  a  wide  range  of  knowledgeable 
viewpoints  on  controversial  issues.  Agencies  may  also  find  using 
contiactors  to  be  more  economical  than  using  federal  employees  to 
perform  certain  services. 

Until  December  1993,  advisory  and  assistance  services  were  subject  to 
Office  of  Management  and  Budget  (omb)  guidance  under  Circular  A- 120, 
Guidelines  for  the  Use  of  Advisory  and  Assistance  Services.  This  circular 
established  policy,  assigned  responsibilities,  and  set  guidelines  to  be 
followed  for  determining  and  controlling  the  appropriate  use  of  advisory 
and  assistance  services.  In  November  1993,  omb  issued  Policy  Letter  No. 
93-1,  which  rescinded  Circular  A-120.  The  requirements  of  A-120  were 
incorporated  into  the  new  policy  Irtter  and  other  poUcy  documents.  The 
policy  letter  became  effective  30  days  after  issuance. 
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The  new  policy  letter  provides  more  detailed  guidance  on  managing  and 
controlling  the  use  of  service  contracts  including  advisory  and  assistance 
contracts.  The  guidance  includes  issues  for  responsible  management 
officials  to  address  in  analyzing  contract  requirements.  For  example, 
agency  officials  must  ensure  that  agency  requirements  are  met  in  the  most 
cost  effective  manner,  considering  quality  and  other  relevant  factors. 
While  the  policy  letter  emphasizes  the  cost  effectiveness  of  service 
contracts,  it  does  not  require  agencies  to  develop  a  cost  comparison 
between  contractor  and  in-house  performance. 

Federal  policy  regarding  the  performance  of  commercial  activities — as 
opposed  to  advisoiy  and  assistance  activities — was  established  by  Circular 
A-76.  This  drctUar  requires  that  cost  comparisons  be  made  to  determine 
whether  agencies  should  use  contractors  or  government  employees  to 
perform  commercial  activities,  such  as  automatic  data  processing,  guard 
and  protection  services,  and  maintenance  and  repair  services.  An  A-76 
cost  study  involves  comparing  estimated  contract  and  in-house  costs  for 
the  specific  work  to  be  performed  to  determine  the  more  cost  effective 
approach. 

omb's  Cost  Comparison  Handbook,  a  supplement  to  the  circular,  furnishes 
the  guidance  for  computing  cost  comparison  amounts.  The  agency  is  to 
prepare  a  document  containing  the  government's  estimate  of  the  lowest 
number  and  types  of  employees  required  to  do  the  work  described.  Ftom 
these  data  and  other  estimated  costs,  the  agency  is  to  prepare  a  total 
estimated  cost  for  in-house  performance.  To  estimate  contractor 
performance  costs,  the  selected  bid  or  offer  is  added  to  other  estimated 
costs,  such  as  contract  administration,  to  develop  a  total  projected  cost  for 
contracting  out  The  circular  requires  comparisons  of  the  two  estimates 
for  the  agency  to  determine  which  alternative  is  more  cost  effective 


Results  in  Brief  ^  comnst  to  the  a-76  requirements  coveting  conrnierdal  activities,  which 

require  cost  comparisons,  agencies  are  not  currently  required  to  conduct 
cost  comparisons  in  determining  whether  to  contract  for  advisory  and 
assistance  services.  However,  our  analysis  of  studies  made  by  gao,  the 
Department  of  Energy  (doe),  and  the  Department  of  Defense  (dod)  ! 
that  cost  comparisons  can  be  a  useful  management  tool  for  assisting 
government  agencies  in  deciding  how  to  acquire  needed  services  in  the 
most  cost  effective  manner. 
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In  addition  to  the  five  studies  identified  in  the  Chairman's  request,  we 
identified  four  more.  We  reviewed  all  nine.  Although  the  nine  studies 
indicated  that  savings  may  be  available  in  certain  situations  if  services 
were  performed  by  federal  employees  rather  than  by  contractors,  all  of  the 
studies  had  limitations.  For  example,  none  were  sufficiently  large  or 
comprehensive  to  permit  generalization  to  other  situations  in  the 
government  as  a  whole,  or  even  within  the  agencies  in  question. 

TTie  studies  also  varied  in  the  extent  to  which  they  incorporated  all 
possible  cost  factors.  Because  Circular  A-76  contains  an  extensive  list  of 
items  to  consider— most  of  which,  we  believe,  would  be  equally  applicable 
to  advisory  and  assistance  services— we  believe  it  could  serve  as  a  useful 
source  of  criteria  for  studies  such  as  these.  One  study  of  seven 
headquarters'  administrative,  management,  and  technical  support 
contracts  used  substantially  all  of  the  extensive  cost  elements  contained  in 
OMB  Circular  A-76.  Four  additioaal  studies  used  some,  but  not  all,  of  these 
cost  elements.  The  remaining  four  studies  limited  their  methodologies  to 
determining  or  estimating  direct  labor  costs  and  comparing  them  to 
contract  labor  costs. 

In  addition  to  cost,  we  believe  agencies  would  also  need  to  consider  other 
factors  in  deciding  whether  to  contract  out  for  advisory  services.  For 
example,  if  the  advisory  services  sought  were  short-term  and  nonrecurring 
in  nature,  it  might  make  sense  for  an  agency  to  contract  out  even  if  it 
might  be  less  expensive  to  hire  staff  to  do  the  work  in-house.  An  agency 
would  also  need  to  consider  quality  and  timeliness  of  the  services 
required.  This  would  involve  determining  whether  available  federal 
employees  had  the  necessary  technical  skills  or  knowledge. 

OMB  is  considering  revising  its  A-76  guidance.  This  could  include  extending 
the  cost  comparison  requirement  to  include  advisory  and  assistance 
services.  In  this  regard,  we  believe  omb  should  also  consider  the  additional 
noncost  factors  discussed  in  this  report 

OMB  should  also  consider  the  proposals  of  the  National  Performance 
Review  (npr)  to  encourage  competition  between  the  public  and  private 
sector  in  obtaining  needed  services  for  the  government  However,  as  it 
considers  revisions  to  its  cost  comparison  guidance,  omb  will  need  to 
resolve  a  potential  conflict  between  the  npr's  objective  of  providing 
agencies  greater  flexibility  in  accomplishing  their  missions  and  the  current 
efforts  to  downsize  the  government  On  one  hand,  the  npr  has  advocated 
(1)  giving  managers  the  flexibility  to  obtain  needed  services  from  the  best 
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The  new  policy  letter  provides  more  detailed  guidance  on  managing  and 
controlling  the  use  of  service  contracts  including  advisory  and  assistance 
contracts.  The  guidance  includes  issues  for  re^K>nsible  management 
officials  to  address  in  analyzing  contract  requirements.  For  example, 
agency  officials  must  ensure  that  agency  requirements  are  met  in  the  most 
cost  effective  manner,  considering  quality  and  other  relevant  factors. 
While  the  policy  letter  emphasizes  the  cost  effectiveness  of  service 
contracts,  it  does  not  require  agencies  to  develop  a  cost  comparison 
between  contractor  and  in-house  perfonnance. 


Federal  policy  regarding  the  perfonnance  of  commercial  activities— as 
opposed  to  advisoiy  and  assistance  activities— was  established  by  Circular 
A-76.  This  circular  requires  that  cost  comparisons  be  made  to  determine 
whether  agencies  should  use  contractors  or  government  employees  to 
perform  commercial  activities,  such  as  automatic  data  processing,  guard 
and  protection  services,  and  maintenance  and  repair  services.  An  A-76 
cost  study  involves  comparing  estimated  contract  and  in-house  costs  for 
the  specific  work  to  be  performed  to  determine  the  more  cost  effective 
approach. 

omb's  Cost  Comparison  Handbook,  a  supplement  to  the  circular,  furnishes 
the  guidance  for  computing  cost  comparison  amounts.  The  agency  is  to 
prepare  a  document  containing  the  government's  estimate  of  the  lowest 
number  and  types  of  employees  required  to  do  the  work  described.  From 
these  data  and  other  estimated  costs,  the  agency  is  to  prepare  a  total 
estimated  cost  for  iit-house  performance.  To  estimate  contractor 
performance  costs,  the  selected  bid  or  oBer  is  added  to  other  estimated 
costs,  such  as  contract  administration,  to  develop  a  total  projected  cost  for 
contracting  out  The  circular  requires  comparisons  of  the  two  estimates 
for  the  agency  to  determine  which  alternative  is  more  cost  effective. 


Rpmilf^  in  Rripf  In  contrast  to  the  A-76  requirements  coveting  commercial  activities,  which 

require  cost  comparisons,  agencies  are  not  currently  required  to  conduct 
cost  comparisons  in  determining  whether  to  contract  for  advisoiy  and 
assistance  services.  However,  our  analysis  of  studies  made  by  gao,  the 
Department  of  Energy  (IX)E),  and  the  Dq>ailinent  of  Defense  (dod)  suggest 
that  cost  comparisons  can  be  a  useful  management  tool  for  assisting 
government  agencies  in  deciding  how  to  acquire  needed  services  in  the 
most  cost  effective  manner. 
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In  addition  to  the  five  studies  identified  in  the  Chainnan's  request,  we 
identified  four  more.  We  reviewed  all  nine.  Although  the  nine  studies 
indicated  that  savings  may  be  available  in  certain  situations  if  services 
were  perfonhed  by  federal  employees  rather  than  by  contractors,  all  of  the 
studies  had  limitations.  For  example,  none  were  sufficiently  large  or 
comprehensive  to  permit  generalization  to  other  situations  in  the 
government  as  a  whole,  or  even  within  the  agencies  in  question. 

The  studies  also  varied  in  the  extent  to  which  they  incorporated  all 
possible  cost  factors.  Because  Circular  A-76  contains  an  extensive  list  of 
items  to  consider— most  of  which,  we  believe,  would  be  equaUy  i«>plicable 
to  advisoiy  and  assistance  services— we  believe  it  could  serve  as  a  useful 
source  of  criteria  for  studies  such  as  these.  One  study  of  seven 
headquarters'  administrative,  management,  and  technical  support 
contracts  used  substantially  all  of  the  extensive  cost  elements  contained  in 
0MB  Circular  A-76.  Four  additjosal  studies  used  some,  but  not  all,  of  these 
cost  elements.  The  remaining  four  studies  limited  their  methodologies  to 
determining  or  estimating  direct  labor  costs  and  comparing  them  to 
contract  labor  costs. 

In  addition  to  cost,  we  believe  agencies  would  also  need  to  consider  other 
factors  in  deciding  whether  to  contract  out  for  advisory  services.  For 
example,  if  the  advisoiy  services  sought  were  short-term  and  nonrecurring 
in  nature,  it  might  make  sense  for  an  agency  to  contract  out  even  if  it 
might  be  less  expensive  to  hire  staff  to  do  the  work  in-house.  An  agency 
would  also  need  to  consider  quality  and  timeliness  of  the  services 
required.  This  would  involve  detennining  whether  available  federal 
employees  had  the  necessary  technical  skills  or  knowledge. 

OMB  is  considering  revising  its  A-76  guidance.  This  could  include  extending 
the  cost  comparison  requirement  to  include  advisory  and  assistance 
services.  In  this  regard,  we  believe  omb  should  also  consider  the  additional 
noncost  factors  discussed  in  this  report. 

OMB  should  also  consider  the  proposals  of  the  National  Performance 
Review  (npr)  to  encourage  competition  between  the  public  and  private 
sector  in  obtaining  needed  services  for  the  government  However,  as  it 
considers  revisions  to  its  cost  comparison  guidance,  omb  will  need  to 
resolve  a  potential  confUct  between  the  npr's  objective  of  providing 
agencies  greater  flexibility  in  accomplishing  their  missions  and  the  current 
efforts  to  downsize  the  government  On  one  hand,  the  NPR  has  advocated 
(1)  giving  managers  the  flexibility  to  obtain  needed  services  from  the  best 
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possible  source  and  (2)  eliminating  personnel  ceilings  and  pennitxing 
managers  to  manage  to  budget  On  the  other  hand,  the  administration  has 
also  stated  its  commitment  to  reducing  the  federal  workforce  by  252,000 
employees.  Such  downsizing  could,  in  effect,  create  new  personnel 
ceilings  rather  than  eliminate  them,  with  agencies  finding  themselves  in  a 
position  of  having  to  contract  out  to  meet  the  downsizing  goal  regardless 
of  what  cost  comparison  studies  show.  The  administration  and  Congress 
will  need  to  address  this  apparent  contradiction  to  avoid  sending 
conflicting  messages  to  federal  agencies. 

^f  nnp  n  n  H  "^^  identify  the  universe  of  recent  cost  comparison  studies,  we  conducted 

OCOpe  anu  ^  extensive  literature  search  covering  the  period  from  fiscal  years  1988  to 

Methodology  1993  and  made  inquiries  of  omb.  Congressional  Research  Service  (ens), 

National  Academy  of  Public  Administration  (napa),  dod,  doe,  American 
Federation  of  Government  Employees  (afge),  a  service  contractor,  Dan 
Gutman  (author  of  The  Shadow  Govenunent),  and  the  Professional 
Services  Council  (an  organization  representing  the  interests  of  advisoiy 
and  assistance  service  contractors).  We  identified  nine  rejKjrts  and 
testimonies — one  report  prepared  by  the  doe's  Inspector  General  (ig), 
three  prepared  by  the  two's  IG,  and  two  we  prepared;  two  testimonies 
presented  by  doe  and  dod  officials;  and  one  review  we  made  of  our  own 
use  of  contractors.  The  reports  and  testimonies  identified  are  listed  in 
appendix  L 

To  review  the  studies'  methodologies,  we  used  omb's  A-76  cost  elements 
plus  other  noncost  factors  we  deemed  critical,  such  as  quality  and 
timeliness  of  services,  the  availability  of  federal  employees,  and  whether 
the  work  was  short-term  and  nonrecurring  or  longer  term  and  recurring. 
We  chose  the  A-76  cost  factors  because  they  are  comprehensive,  reflect 
the  fiilly  allocated  cost  to  the  government,  and  generally  include  a  broad 
range  of  cost  factors,  such  as  personnel  costs,  materials  and  supplies, 
overhead,  contract  price,  and  contract  administ'^on.  Our  study  did  not 
include  a  determination  of  the  accuracy  of  the  agency  cost  data  used.  We 
were  concerned  primarily  with  the  extent  to  which  the  studies' 
methodologies  incorporated  the  cost  elements  suggested  by  omb. 

To  review  the  status  of  current  effoits  to  improve  the  way  federal  agencies 
obtain  needed  services,  we  (1)  held  discussions  with  congressional  staff 
with  responsibilities  related  to  government  contracting  activities  and  OMB 
officials  and  (2)  reviewed  omb  documentation.  White  House  news  releases, 
and  newspaper  articles.  In  addition,  we  reviewed  the  npr  report,  since  it 
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addressed  how  federal  agencies  obtain  needed  services  to  accomplish 
their  I 


As  requested  by  the  Subcommittee,  we  did  not  obtain  official  agency 
comments.  However,  we  discussed  the  results  of  our  work  with 
knowledgeable  ofBdals  &x)m  omb,  doe,  and  dod.  Their  comments  are 
summarized  on  pages  12  and  13.  We  did  our  review  in  Washington,  D.C., 
between  April  1993  and  January  1994  in  accordance  with  generally 
accepted  government  auditing  standards. 


Several  Studies 
FoUowed  A-76  Cost 
Comparison 
Principles 


Circular  A-76  and  its  Cost  Comparison  Handbook  provide  instnictions  for 
agencies  to  consider  in  developing  fair  and  equitable  costs  of  both 
government  and  contract  performance.  Rve  of  the  studies  included  some 
of  the  relevant  cost  elements  in  A-76  (see  app.  HI). 

The  other  four  studies  limited  their  methodologies  to  determining  or 
estimating  direct  agency  labor  costs  and  comparing  them  to  contract  labor 
costs.  In  our  view,  the  five  studies  that  included  some  of  the  A-76  cost 
elements  represent  a  more  comprehensive  cost  comparison  methodology. 
Although  the  studies  illustrate  that  the  A-76  methodology  can  be  used  and 
serve  as  a  useful  management  tool  in  deciding  how  best  to  obtain  needed 
services,  it  should  be  noted  that  all  of  the  studies  have  limitations.  For 
example,  none  was  designed  to  be  sufficiently  large  or  comprehensive  to 
permit  generalizing  to  other  situations  in  the  government  as  a  whole,  or 
even  to  the  agencies  in  < 


Appendix  II  lists  the  suggested  A-76  elements  for  agencies  to  consider  in 
developing  these  costs.  For  government  performance,  such  costs  include 
direct  labor  costs,  indirect  labor  costs  (such  as  health  and  retirement 
benefits),  supplies,  and  overhead.  Contract  costs  include  the  contract 
price  and  the  cost  to  the  government  for  contract  administration. 

To  illustrate  how  a  study  could  incorporate  such  cost  elements,  we  have 
summarized  the  study  done  by  doe's  ig.  Discussions  of  each  of  the  nine 
studies  we  reviewed  are  included  in  sqjpendix  IV. 

The  DOE  IG  looked  at  seven  headquarters  support  service  contracts  that 
were  active  as  of  November  1989,  each  with  an  annual  cost  of  over 
$1  million  or  required  the  services  of  at  least  10  full-time  equivalents.  The 
seven  contracts  selected  for  detailed  review  were  taken  from  a  universe  of 
54  contracts  with  an  average  cost  of  over  $1  million  each.  The  lo 


considered  all  of  the  cost  elements  suggested  by  omb  and  used  actual 
contract  costs.  The  IG  used  the  contractor's  organizational  structure  in 
developing  an  in-house  labor  cost  estimate.  Specifically,  with  the 
assistance  of  a  personnel  classifier,  the  IG  identified  comparable  federal 
positions  requiring  the  same  personnel  skill  levels  as  the  contractor  staft 
Other  in-house  expenditures  were  based  on  costs  stipulated  in  omb 
Circular  A-76  or  actual  agency  cost  experience. 

In  addition  to  personnel  costs,  the  ig's  report  considered  other  in-house 
performance  costs  suggested  by  omb.  It  included  material  and  supply 
costs,  overhead  costs,  and  one-time  costs  such  as  employee  recruitment 
and/or  relocation  expenses  necessaiy  to  convert  a  contract  function  to 
government  performance.  For  contract  performance,  the  IG  report 
considered  contract  costs  suggested  by  omb,  such  as  the  contract  price  and 
the  cost  of  contract  administration  by  the  government  The  contract  costs 
were  reduced  by  the  estimated  amount  of  federal  income  tax  the 
contractors  would  pay  since  that  amount  would  be  returned  to  the  federal 
Treasury. 

Before  approving  a  conversion  from  contract  to  in-house  performance  on 
the  basis  of  costs,  omb  Circular  No.  A-76  has  established  cost  margins  that 
must  be  exceeded.  The  cost  margin  is  equal  to  10  percent  of  the 
govenunent  personnel-related  cost  and  26  percent  of  the  acquisition  cost 
of  new  capital  assets— i.e.,  assets  not  ciurently  owned  by  the  govenunent 
and  used  solely  by  the  in-house  operatioa  doe's  study  included  this 
requirement  and  added  these  costs  to  the  cost  of  in-house  performance 
(Seep.  19). 

In  our  view,  the  DOE  IG  report  illustrates  that  the  A-76  guidance  can  be 
applied  to  siqjport  service  contracts  such  as  advisory  and  assistance 
services  and  that  such  a  cost  comparison  can  serve  as  a  usefiil 
management  tool  to  assist  agencies  in  deciding  how  to  acquire  needed 
services.  Among  other  things,  the  cost  elements  contained  in  A-76  are 
extensive;  by  considering  all  those  relevant  to  support  service  contracts, 
agencies  should  be  able  to  develop  comprehensive  cost  estimates. 

With  one  exception,  we  have  not  noted  nuyor  concerns  or  criticism  of  the 
cost  elements  contained  in  A-76.  The  one  concern  was  raised  by  the 
Professional  Services  Council,  which  represents  the  interests  of  advisory 
and  assistance  service  contractors.  It  believes  the  A-76  guidance  is 
defective  in  that  it  does  not  include  all  possible  costs  in  the  agency 
overhead  cost  category. 
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Ciurently,  omb  Circular  A-76  consideis  overhead  to  include  two  m^jor 
categories  of  cost^— operations  overhead  and  general  and  administrative 
overhead.  Operations  overhead  is  defined  in  the  Circular  as  those  costs 
incurred  by  the  first  supervisory  work  center  one  element  above  and  in 
support  of  the  function  under  study.  General  and  administrative  overhead 
is  defined  as  all  support  costs,  other  than  operations  overhead,  incurred  in 
support  of  the  function  under  study. 

According  to  the  Qrcular,  a  portion  of  the  support  costs  incurred  above 
the  installation  levd  would  be  theoretically  attributable  to  the  function 
under  study.  However,  for  purposes  of  a  cost  comparison,  the  Circular 
requires  the  inclusion  of  only  those  government  support  costs  that  would 
be  eliminated  in  the  event  that  the  function  is  contracted.  This  decision  is 
based  on  the  conclusion  that  costs  invoh^ed  in  fimding,  poUcymaking, 
long^ange  planning  artd  direction  would  continue  and  be  equally 
explicable  to  both  in-house  or  contractor  performance. 

We  agree  with  omb's  conclusion,  and  we  question  (I)  the  practicality  of 
allocating  all  possible  overhead  costs  to  specific  support  services  under 
consideration  and  (2)  whether  the  inclusion  of  these  costs  would 
markedly  affect  the  outcome  of  a  cost  comparison  analysis.  However,  we 
recognize  that  differences  of  opinion  can  occur.  As  we  discuss  on  page  9, 
OMB  is  considering  revisions  of  A-76  and  extending  the  cost  comparison 
requirement  to  advisory  and  assistance  services.  When  it  proceeds,  omb,  in 
accordance  with  its  normal  practice,  will  likely  provide  an  opportunity  for 
public  comment  on  its  intentions,  which  would  provide  the  Professioi\al 
Services  Council  and  others  an  opporturuty  to  voice  any  concerns  they 
might  have. 


Noncost  Factors  That 
Also  Need  to  Be 
Considered 


For  a  cost  compariscm  of  contracting  out  versus  using  federal  employees 
to  be  a  useful  management  tool  for  agency  decisionmakers,  omb  also  needs 
to  consider  other  noncost  factors.  These  include  the  difference  between 
the  quality  of  services  offered  by  federal  versus  contractor  employees;  the 
timeliness  of  services  available;  the  availability  of  federal  employees  to  do 
the  work;  the  value  of  flexibility  in  responding  to  variable  work 
requirements;  and  whether  the  services  needed  are  short-term, 
nonrecurring  in  nature,  or  of  a  longer  term  and  recurring. 


Ofthe  nine  cost 
noncost  factors  in  the 
to  the  factors,  but  did 


studies  we  reviewed,  only  one  addressed 
actual  analysis.  Some  ofthe  other  studies  referred 
not  include  them  in  the  analysis.  In  the  former  case. 
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the  agency  evaluated  the  quality  and  the  timeliness  of  services  provided  by 
the  contractor  on  a  short-teim,  "test'  contract  to  determine  the  feasibility 
of  future  reliance  on  contracting  out  for  certain  tasks.  The  agency  used 
three  methods  to  evaluate  the  quality  of  contractor  work— peer  review  of 
contracted  work;  external  expert  ratings  of  comparable  tasks  done  by 
agency  and  contracted  staf^  and  in  the  case  of  one  type  of  work,  the 
correction  of  control  errora  by  the  contractor.  The  contractor's 
performance  was  considered  to  be  acceptable  in  terms  of  quality. 
However,  in  terms  of  timeliness,  the  contractor  was  not  able  to  deliver  the 
needed  services  as  quickly  as  agency  personnel 


In  commenting  on  the  dob  ig's  study,  a  Doe  official  also  raised  the  issue 
that  noncost  factors  need  to  be  considered.  The  Director  of  doe's  OfBce  of 
Administration  and  Human  Resource  Management  pointed  out 
management's  belief  that  a  process  for  review  and  approval  of  agency 
requests  for  support  services  should  also  document,  as  appropriate, 
factora  other  than  cost  tttat  create  mitigating  circumstances  for  permitting 
contracting  when  a  cost  comparison  shows  savings  projected  for  in-house 
operation.  Such  Cactois  included  the  mix  of  technical  skills  of  required 
employees,  the  duration  of  the  work  to  be  done,  and  the  availability  of 
fimding.  The  Director  pointed  out  that  without  considering  these  factors, 
the  agency  may  not  be  able  to  contract  out  work  even  when  it  is  in  its  best 
I  to  do  so. 


An  CUB  official  hdd  similar  views.  He  suggested  that  under  certain 
circumstances,  such  as  where  the  work  requirements  were  shott-term  and 
nonrecurring,  the  results  of  a  cost  comparison  may  be  a  secondary  issue 
He  believed  that  under  these  conditions  a  cost  comparison  may  not  be 


We  agree  that  such  noncost  factors  should  enter  into  the  decisionmaking 
process.  For  example,  unlike  many  commercial  services  currently  subject 
to  A-76  guidance  that  are  generally  iong-teim  and  recurring  in  nature, 
advisory  and  assistance  service  needs  can  also  be  time-critical, 
nonrecurring,  or  intermittent  in  nature.  If  an  agency  were  Eaced  with  such 
circumstances  and  did  not  have  federal  employees  with  the  necessary 
technical  knowledge  and  skills,  the  relative  cost  of  contracting  out  or 
hiring  additional  employees  might  not  be  of  overriding  importance.  In  our 
view,  however,  such  decisions  would  need  to  be  made  on  a  case-by-case 
basis  and  properly  justified  and  documented. 
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0MB  Is  Considering 
Requiring  Cost 
Comparisons  for 
Advisory  Services 


OMB  recognizes  the  importance  of  obtaining  needed  federal  services  at  the 
most  reasonable  cost  to  the  taxpayers  and  has  emphasized  this  need  in  its 
November  19, 1993,  Policy  Letter  No.  93-1,  Management  Oversight  of 
Service  Contracting.  In  addition,  omb  is  considering  expanding  A-76  cost 
comparison  requirements  to  include  advisory  and  assistance  services  as 
part  of  an  ongoing  effort  to  revise  its  govemmentwide  cost  comparison 
guidance  and  consider  the  recommendations  of  the  npr. 

omb's  reconsideration  of  its  A-76  guidance  is  due  in  part  to  past  criticisms 
of  the  program.  For  example,  in  December  1989  we  testified  that  in  more 
than  100  reviews,  we  and  other  agencies  had  found  that  managers 
generally  agreed  with  the  A-76  concept  of  government/private  sector 
competition,  but  said  that  the  program  was  time-consumii\g,  difBctdt  to 
implement,  disruptive,  and  perceived  as  threatening  to  the  jobs  of  federal 
managers  and  employees.'  In  revising  its  A-76  guidance,  omb  is  considering 
addressing  these  issues.  It  will  also  consider  the  results  of  a 
comprehensive  govemmentwide  study  of  contracting  policies  it 
conducted.  The  resulting  report  entitled  Summary  Report  of  Agencies 
Contracting  Practices  was  issued  in  January  1994. 

Although  omb's  observations  did  not  q>ecifically  address  the  issue  of 
performing  cost  comparisons  between  in-house  and  contractor 
performance,  it  addressed  some  related  issues.  For  example,  the  report 
said  that  many  agencies  do  not  routinely  perform  independent  cost 
analyses  of  the  market  reasonableness  of  contractor  bids  before  the 
renewal,  extension,  or  re-competition  of  existing  contracts.  In  some  cases, 
cost  analyses  are  not  prepared  before  entering  into  new  contracts. 

The  report  concluded  that  agencies  often  assume  that  additional 
government  personnel  will  not  be  authorized  and,  therefore,  the  only 
alternative  is  to  contract  for  needed  services.  The  report  indicated  that 
several  agencies  requested  that  they  be  given  more  budget  flexibility  with 
respect  to  determining  whether  work  should  be  performed  by  agency  or 
contractor  staft 

omb's  intention  to  address  these  problems  when  reconsidering  its  guidance 
is  timely  in  that  it  is  in  accord  with  many  of  the  concepts  advocated  in  the 
miL  Among  other  things,  the  npr  has  advocated  the  following: 

Individual  agencies  should  compete  with  other  agencies  and  private 
companies  to  provide  support  services. 

'A-7C  Program  taues  (GAO/T<X;i>8fr  12) 
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Agency  managers  should  have  Qexibility  to  obtain  services  from  the  best 


Personnel  ceilings  should  be  eliminated  and  federal  managers  should  be 
permitted  to  manage  to  budget  using  ceilings  on  operating  costs  to  control 
spending.  The  report  recognized  that  personnel  ceilings  could  cause 
agencies  to  contract  out  work  that  could  be  done  better  and  cheaper 
in-hous& 

The  NPB  findings  corresponded  with  our  previous  observations  that  federal 
managers  should  have  the  authority  and  flexibility  to  obtain  services  for 
the  govenunent  in  the  most  cost  effective  manner.  For  example,  in  our 
Transition  Series  Report,  The  PubUc  Service  (GAa«xx>^»3-T^l,  Dec  1992), 
we  reported  that  federal  managers  have  often  not  had  sufficient  flexibility 
to  choose  between  hiring  employees  or  contractors  because  of  restrictive 
personnel  ceilings  imposed  by  omb  or  Congress.  As  a  result,  agencies 
fre<iuently  used  contractors  even  when  they  believed  it  might  be  more 
appropriate  to  use  federal  employees  because  of  the  nature  of  the  work 
involved  or  because  it  would  be  less  costly. 

Providing  agencies  with  the  needed  flexibility  to  choose  between  using 
employees  or  contractors,  however,  will  be  a  particularly  sensitive  issue  in 
light  of  the  administration's  overall  goal  of  downsizing  the  federal 
workforce  by  approximately  252,000  positions.  Unless  agencies  are 
specifically  authorized  to  hire  needed  federal  employees  in  circumstances 
where  a  meaningfid  cost  comparison  indicates  that  in-house  performance 
is  desirable,  agencies  could  be  in  a  position  of  having  to  contract  for 
services  regardless  of  what  a  cost  comparison  study  shows,  omb  and 
Ck>ngress  will  need  to  reconcile  this  potential  coiUlict  as  they  implement 
the  NPR  recommendations. 


Pnnrllisions  Although  agencies  have  not  been  required  to  make  cost  comparisons  for 

V^-UIICIUMUIU}  advisory  and  assistance  services,  studies  made  by  us,  two's  IG,  and  ixje's  ig 

have  indicated  that  cost  comparisons  can  be  a  useful  management  tooL 

OMB  is  considering  revising  its  A-76  guidance  to  address  many  of  the 
procedural  problems  and  concerns  we  and  other  agencies  have  identified 
over  the  past  several  years.  It  also  plans  to  consider  extending  the  cost 
comparison  requirement  to  include  advisory  and  assistance  services,  omb's 
consideration  of  extending  Circular  A-76  requirements  to  include  advisory 
and  assistance  services  is  both  timely  and  in  harmony  with  the  objectives 
of  the  administration's  npr  to  provide  quality  service  to  the  public  at  the 
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most  reasonable  cost  Applying  a  cost  comparison  requirement  to  advisory 
and  assistance  service  would  be  another  step  forward  in  a  disciplined 
approach  to  ensuring  that  the  government  gets  the  most  for  its  money. 

OMB  will  need  to  be  sensitive  to,  and  allow  for,  such  noncost  factors  as 
quality,  timeliness,  the  technical  skills  of  federal  employees,  and  the 
duration  of  the  work  to  be  done.  In  addition,  omb  and  Congress  need  to  be 
aware  that  a  potential  conflict  exists  between  the  administration's 
objectives  of  (1)  giving  federal  managers  the  flexibility  to  obtain  needed 
services  from  the  best  possible  source  and  (2)  downsizing  the  federal 
workforce. 


Matter  for  congress  may  want  to  explore  with  omb  the  best  way  to  reconcile  the 

_,  administration's  objective  of  downsizing  the  government  with  the 

(consideration  by  objective  of  providing  federal  agencies  the  flexibility  to  accomplish  the 

Congress  government's  work  in  the  most  cost  effective  manner  including,  where 

needed,  increased  competition  between  the  public  and  private  sectors. 


Recommendations 


We  recommend  that  the  Director,  omb,  take  the  following  actions: 

As  part  of  its  overall  effort  to  improve  the  procurement  of  services,  omb 
should  extertd  a  cost  comparison  requirement  to  advisory  and  assistance 
services.  As  part  of  its  gu>vlance  to  agencies  in  preparing  cost  comparisons 
for  advisory  and  assistance  services,  omb  should  recognize  that  noncost 
factors  also  need  to  be  considered  and  ^>ecify  any  circumstances  that 
might  exempt  an  agency  from  the  cost  comparison  requirement  However, 
if  a  decision  is  made  not  to  conduct  a  cost  comparison,  such  a  decision 
should  be  adequately  justified  and  documented. 
OMB  should  work  with  Congress  to  explore  ways  to  meet  the 
administration's  workforce  reduction  objective  and  provide  agencies  with 
suCQcient  authority  and  flexibility  to  accomplish  the  government's  work  in 
the  most  efiQdent  and  effective  manner — either  by  using  government 
employees  or  by  contract,  or  some  combination  of  both. 
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A  «»pnr»v  Pnmmfnt^  ^  requested  by  the  Subcommittee,  we  did  not  obtain  official  agency 


comments.  However,  we  discussed  the  results  of  our  work  with 
knowledgeable  oGQcials  from  doe,  dod,  and  OMa^ 

DOE  and  DOD  oCBdals  commented  on  our  summaries  of  their  respective 
agency's  cost  comparison  studies.  They  generally  agreed  with  our 
presentation  of  the  studies  and  provided  several  suggestions  for  greater 
clarity.  We  have  incorporated  their  suggestions  where  appropriate. 

OMB  officials  commented  on  and  were  in  general  agreement  with  the 
preliminaiy  findings  and  conclusions  in  the  draft  report.  They  reiterated 
their  intent  to  consider  extending  the  cost  comparison  requirement  to 
include  advisory  and  assistance  services. 

The  officials  noted  that  it  may  not  be  necessary  or  practicable  to  require 
cost  comparisons  for  all  types  of  advisory  and  assistance  services.  In 
particular,  they  suggested  that  in  certain  circumstances,  such  as  those 
involving  activities  where  the  work  requirements  are  of  a  short-term  and 
nonrecuniitg  nature,  cost  comparisons  would  not  be  necessary.  They 
suggested  that  these  and  other  noncost  factors  be  considered  before  a 
decision  is  made  to  conduct  a  cost  comparison. 

We  agree  that  it  would  be  reasonable  to  first  require  consideration  of 
noncost  factors  before  making  a  cost  comparison  for  advisory  and 
assistance  services.  As  we  stated  earlier  in  this  report,  such  noncost 
factors  need  to  be  considered  and  specifically  included  in  omb  guidaiK:e. 
We  believe,  however,  that  omb  should  require  agencies  to  adequately 
justify  and  document  decisions  not  to  conduct  cost  comparisons  and  not 
allow  agencies  to  use  these  factors  solely  as  a  basis  for  avoiding  the 


OMB  officials  offered  the  opinion  that  consideration  of  the  comparative 
costs  of  contracting  versus  in-house  performance  should  relate  not  only  to 
those  activities  that  may  be  performed  by  contractors  but  to  those 
activities  already  being  performed  by  the  government  as  well.  The  officials 
also  expressed  concern  that  to  be  fully  reliable,  contractor  cost  estimates 
should  reflect  the  best  prices  available  in  the  market  place — obtainable 


1,  DOE.  and  two  other  DOE  offidab. 
t  Analyst  tmm  the  Oflioe  of  the  Secietaiy  of  Defense,  DOD,  and  twehe 
r  DOD  ofTidals.  We  abo  met  with  an  OMB  Policy  Analyst  from  the  Federal  Services  Bnnch  and 
other  OMB  oiricials.  The  Analyst  said  that  although  the  matters  discussed  in  the  draft  report  were 
T  the  Analysts  area  of  responsibiUty.  the  Analyst  was  not  able  to  speak  officially  for  OMB  without 
ng  the  draft  report  submitted  t< 


through  the  competitive  process.  They  said  that  existing  advisory  and 
assistance  contracts  may  not  have  always  incorporated  the  most  efficient 
practices  and,  as  a  result,  may  not  reflect  the  best  price  of  contract 
services  available  to  the  government  We  believe  omb's  comments  have 
merit  and  expect  that  OMB  will  consider  these  matters  as  part  of  its 
reconsideration  of  the  A-76  process. 

The  OMB  officials  provided  other  coirunents  of  a  technical  nature  that  have 
been  incorporated  where  appropriate. 


We  are  sending  copies  of  this  report  to  the  Director  of  the  Office  of 
Management  and  Budget  and  the  Secretaries  of  the  Departments  of 
Defense  and  Energy.  We  are  also  providing  copies  to  the  raiUdng  minority 
member  of  the  Subcommittee  on  Federal  Services,  Post  Office  and  CSvil 
Service,  Committee  on  Governmental  A£fairs,  and  other  appropriate 
congressional  committees.  Copies  will  be  made  available  to  other 
interested  parties  upon  request 

The  m^or  contributors  to  this  report  are  listed  in  appendix  V.  If  you  have 
any  questions  about  this  report,  please  call  me  on  (202)  512-6074. 

Sincerely  yours. 


Nancy  Kngsbuiy 

Director 

Federal  Human  Resource  Management 
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Appendix  1 

Reports  and  Testimonies  Reviewed  by  GAO 


1.  Department  of  Energy  Office  of  Inspector  General-  Audit  of  the 
Cost-Effectiveness  of  Conlracting  for  Headquarters  Support  Services 
(DOeAg-0297,  Aug.  30,  1991). 

2.  Department  of  Defense  Office  of  the  Inspector  General:  Audit  Report  on 
Contracted  Advisory  and  Assistance  Services  Contracts  (No.  91-041, 
Feb.  1,  1991). 

3.  gag:  Energy  Mariagement:  Using  doe  Employees  Can  Reduce  Costs  for 
Some  Support  Services  (gao/rced«i-I86,  Aug.  16, 1991). 

4.  Testimony  of  Dotma  R  Fitzpatiick,  Assistant  Secretary  for  Management 
and  Administration,  doe,  before  the  Subcommittee  on  Federal  Services, 
Post  Office  and  Civil  Service,  Senate  Committee  on  Governmental  Affairs, 
September  6,  1989. 

5.  Testimony  of  Ambassador  Hemy  F.  Cooper,  Director,  Strategic  Defense 
Initiative  Organization,  dod,  before  the  Senate  Committee  on 
Governmental  Affairs,  July  24,  1992. 

6.  GAO:  Letter  firom  the  Comptroller  General  to  the  Chairman,  Legislative 
Subcommittee,  House  Committee  on  Appropriations,  on  the  expanded  use 
of  contractors  to  help  with  gao's  audit  and  evaluation  work,  February  28, 
1991. 

7.  GAO:  Government  Contractors  Are  Service  Contractors  Performing 
Inherently  Goverrmiental  Functions?  (caqcgd^z-ii,  Nov.  18, 1991). 

8.  Department  of  Defense  Office  of  the  Inq>ector  General:  Audit  Report  on 
Consulting  Services  Contracts  for  Operational  Test  and  E^^ua>^on  (No. 
91-115,Aug.22, 1991). 

9.  Department  of  Defense  Office  of  the  Inspector  General:  Audit  Report  on 
Selected  Services  Contracts  at  Wright-Patterson  Air  Force  Base  (No. 
92-128,Aug.  17.1992). 
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0MB  Circular  No.  A-76  Cost  Comparison 
Criteria 


I  LI:  OMB  Circular  A-76  Com 


omb's  Circular  Na  A-76,  Cost  Comparison  Handbook  provides  detailed 
instiuctions  for  developing  a  comprehensive  comparison  of  the  estimated 
cost  to  the  govenunent  of  acquiring  a  service  by  contract  and  of  providing 
the  service  with  in-house  government  resources.  The  specific  cost 
elements  that  agencies  need  to  consider  are  illustrated  in  table  IL 1. 


Personnel  costs* 


Material  &  supply  cost 


Other  specifically  attributable  costs' 


One-time  conversion  COST 


Total  in-house  costs 


Contract  administralion« 


One-time  contract  conversion  costs' 


Gain  or  loss  on 

Federal  income  tax  deductioiy 

Total  contract  costs 

Coovarsion  differentiaf 

Total 

Cost  comparison 

Cost  comparison  decision  (check  block) 

/  /  Accomplish  irvhouse 

/  /  Accomplish  by  contract 
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GAO  Notes: 

f^reonnel  costs  Include  29.55  pefceni  lor  reliremenl  IHe  insurance,  health  insurance,  and 


"Include  depreciation,  rent,  mairienance  and  repair,  utilities,  and  insurance  (the  oovemmeni  is 


employee  recnilment.  training,  and  relocation:  and  expenses 


•Costs  incurred  by  govemmeiM  to  ensure  execution  of  conlracL 

•Costs  lor  uiusual  or  special  drcumstances  such  as  transportation  or  purchased  services. 

'Based  on  government  discontinuing  an  existing  activity  and  ot>laining  a  sereice  tiy  contracting 


Source;  OMB  Orcular  Mo  A-76.  Cost  Comparison 
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Extent  to  Which  DOE  IG,  DOD IG,  and  GAO 
Studies  Used  0MB  Circular  A-76  Cost 
Comparison  Criteria* 


OMBA-7e 

DOBIG- 
0297 

DOOrtG- 
91-041 

GAOmCEO- 
91-186 

DODflG- 
91-115 

DOIMG- 
91-128 

X 

X 

X 

x* 

x« 

Material  &  supply 

X 

Other  specifically 
attributable  costs 

" 

x« 

Overtiead  costs 

X 

Cost  ol  capital 

X 

One  time  conversion  cost 

X 

X 

Additional  costs 

X 

X 

Total  in-house  costs 

X 

X 

X* 

Contract  price 

X* 

rf 

x" 

x" 

x' 

Contract  administration 

X 

Additional  costs 

X 

conversion  costs 

X 

Gain  or  loss  on  disposal/ 
transfer  ot  assets 

" 

Federal  income  tax 
deduction 

" 

Total  contract  costs 

X 

Dwision 

Conversion  differential 

X 

Total 

X 

X 

X 

X 

X 

Cost  comparison 

X 

X 

X 

x 

X 

INs  analysis  is  based  on  the  live  stkxtes  that  used  a*  or  some  o(  lt<e  A-76  cost  etemens. 
■>eased  on  actual  expenditures  lor  conlractor's  wnV. 


■eased  on  hourly  costs,  including  salary,  fringe  tjenetits.  oHice  space,  vxi  miscellaneous  c 
'Based  on  hourly  costs,  including  iatXH.  overtiead.  general  and  administralive  expenses,  a/ 


"Based  on  hourly  costs,  consisting  o(  hours  limes  Ihe  rale  per  ho« 
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Appendix  IV 

Summary  of  Reports  and  Testimonies 
Reviewed 


We  reviewed  nine  reports  and  testimonies  that  compared  costs  of 
perfonning  advisory  and  assistance  type  support  services  with  contractor 
and  in-house  resources.  Rve  used  some  of  the  cost  elements  suggested  in 
omb's  Circular  No.  A-76.  The  remaining  four  limited  their  discussion  to 
actual  or  estimated  labor  costs.  We  have  summarized  all  nine. 

The  five  studies  that  most  closely  followed  the  A-76  cost  comparison 
criteria  were  done  by  the  Inspectors  General  at  doe  and  dod,  and  by  us. 

Audit  of  the  Cost  Effectiveness  of  Contracting  for  Headquarters  Support 
Services  (doe/ig-0297) 

This  report  to  the  Secretary  of  Energy  contained  the  results  of  an  audit  of 
contractor  costs  for  support^ervices  at  doe  Headquarters  by  the 
Department  IG.  It  most  closely  followed  omb's  A-76  criteria  and  used  all  of 
the  prescribed  cms  cost  comparison  elements. 

The  study  was  based  on  cost  comparisons  for  seven  headquarters'  support 
service  contracts  dealing  with  management,  technical,  and  administrative 
assistance  that  were  active  in  November  1989.  Overall,  it  cited  estimated 
average  savings  of  40  percent  through  govenunent  performance  of  these 
activities,  ranging  fix>m  26  to  53  percent 

An  example  of  the  cost  comparison  made  for  one  of  the  contracts  in  the 
study  is  shown  in  Table  fV.  1. 
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TaM*  IV.1:  Exanpto  of  Cm! 
Compaitoon  UMd  in  DOE  IQ 
(DOEWrOZST) 


$231,045.51 

Material  &  supply 

2.062.50 

omef  specifically  attributable  costs 

10.463.09 

Overtiead  costs 
Personnel 
Operations 

45.515.96 
OOO 

Cost  ol  capital 

21.00 

6.875.00 

Additional  costs 

0.00 

Contract  iMrfonnmc  COM. 

Contract  price 

$460,200.30 

Contract  administration 

26.608.30 

Additional  costs 

0.00 

One-time  contract  conversion  costs 

0.00 

Gain  or  loss  on  disposal  o(  assets  (expansion) 

0.00 

Federal  income  tax  (deduct) 

(8.283.60) 

Total  contract  ctwta 

$478.52SM 

Dedaion 

Conversion  di«erential 

$27,661.40 

Total 

$323,S44j46 

Cost  comparison 

$154,880.54 
32.366% 

Cost  comparison  decision  (check  block) 
M  Accomplish  In-House 
/  /  Accomplish  by  Contract 

Soiree:  OCX  IG  maMpapers  (or  audil  r 


Audit  Report  Contracted  This  report  to  dod  officials  contained  the  results  of  an  audit  of  contracted 

Advisory  and  Assistance  advisory  and  assistance  services.  The  prinuuy  objective  of  the  audit  was  to 

Service  Contracts  DOD  IG  detennine  the  adequacy  of  management  controls.  The  ic  also  considered, 

Rpnorf  fNo  Ql-04n  however,  the  cost  effectiveness  of  contracting  for  services. 


Ttus  study  was  based  partially  on  omb  A-76  criteria  and  examined  four 
iong-term  work  requirements  for  contract  obligations  in  fiscal  year  1987. 
Work  performed  under  each  contract  had  continued  for  more  than  5  years. 
According  to  the  IG,  the  cost  comparisons  did  not  include  facilities  and 
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additional  administrative  costs  that  might  be  required  if  the  services  were 
performed  in-house. 

Contract  costs  consisted  of  actual  contract  labor,  travel,  and 
miscellaneous  costs.  Other  OMB-q>ecified  costs,  such  as  government 
contract  administration,  conversion  costs,  and  gain  or  loss  on  disposal  of 
assets,  were  not  included.  Also,  a  deduction  for  federal  income  tax  was 
not  made.  Tlie  government  costs  were  limited  to  labor  plus  binge  benefits 
and  did  not  include  material  and  supply  costs,  other  specifically 
attributable  costs,  overhead,  capital  costs,  and  one-time  conversion  costs. 
The  work  did  not  require  specialized  skills  and,  as  a  result,  the  ig  said  it 
was  possible  to  identify  the  Civil  Service  equivalent  of  the  contractor 
employees. 


The  IG  dted  a  range  of  37  percent  to  6 1  percent  in  estimated  savings  for 
the  four  work  requirements  reviewed  through  in^ouse  performance. 

An  example  of  the  cost  comparison  for  one  of  the  contracts  involving 
administrative  and  technical  support  services  is  shown  in  table  IV.2. 


Tabto  IV^  Enmpl*  o(  Com  O 

Mitpariaon  U«Mi  In  DOO IQ  Rapoft  (No.  91-041) 

■■^" 

Govwnmant 

GS-9/5 

GS-KV5 
Engin.^ 

GS-12ffi 

S«ilor 

Enginaar 

GS-13« 

GovemmerUGSbase 
salary  (1987) 

$25,454.00 

$28,028.00 

$36,911.00 

$43,891.00 

Hourly  rate 

$14.60 

$16.07 

$21.16 

$25.17 

0M8  A-76  b«wm  cost  factors 

Retirennenl  at 
21.70  percent 

3.17 

3.49 

■    4.59 

5.46 

Medicare  at  1 .45  percent 

.21 

.23 

.31 

.36 

Life  &  health  insurance 
at  4.70  percent 

.69 

.76 

.99 

1.18 

Miscellaneous  hinge 
at  1.80  percent 

.26 

.28 

.38 

.45 

Government  rates  with 
tienelit  costs 

$18.93 

$20.83 

$27.43 

$32.62 

Contract  labor 

Contndrala 

Contract  hours 

Tot-co^ 

ralBsx 
contract  houra 

Government 
cost 

Savings- 

$48.44 

3.180 

$154,039.20 

32.62x3,180 

$103,731.60 

$  50,307.60 

41.75 

17.810 

743.567.50 

27.43x17.810 

488,528.30 

255,039.20 

Junior  engineer 

35.68 

19.995 

713.421.60 

20.83  X  19.995 

416,495.85 

296.925.75 

Engineer  assistant 

30.50 

14,410 

439,505.00 

18.93x14.410 

272.781.30 

166,723.70 

Travel,  miscellaneous 

24.711.54 

22,824.00 

1,887.70 

Total  cost 

$2,07S;244J4 

$1,304^1.05 

$770,883.79" 

use  is  37  percent 

Energy  Management  Using 
DOE  Employees  Can 
Reduce  Costs  for  Some 
Support  Services 
(GAO/RCED-91-186, 
Aug.  1991) 


This  report  to  Senator  David  H.  Ptyor  contained  the  results  of  cost 
comparisons  niade  at  his  request  of  twelve  support  service  contracts. 

The  study  was  based  partially  on  omb  A-76  critera  and  considered  twelve 
contracts  that  were  active  in  fiscal  year  1990.  Overall,  our  methodology 
tended  to  overstate  the  cost  of  federal  performance  so  the  comparison 
would  not  be  biased  in  favor  of  the  federal  sector. 


We  compared  contract  performance  costs  to  in-house  performance  costs 
that  consisted  of  labor  costs,  fringe  benefits,  one-time  costs  to  convert 
activities  to  in-house  performance,  and  training  costs.  For  the  most  part. 
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contractors  were  using  government  space  and  equipment  llierefore,  these 
costs  were  not  added  to  either  side  of  the  equation. 

In  the  interest  of  conservatism,  in  estimating  labor  costs  for  in-house 
performance,  we  used  the  top  salary  level  for  each  position,  rather  than 
the  middle  level  specified  in  the  omb  guidance.  We  also  did  not  add  the 
cost  of  doe's  contract  administration  to  the  contract  costs.  This  tended  to 
understate  the  cost  of  contractor  performance  so  there  would  not  be  a 
bias  in  favor  of  the  government 

We  did  not  subtract  the  contractor's  potential  income  tax  payment  from 
the  contractor's  cost  because  we  believed  the  amount  would  be  minimal 
for  the  contracts  reviewed. 

Overall,  we  estimated  that  doe  could  have  achieved  savings  for  1 1  of  the 
contracts  we  reviewed,  ranging  from  3.1  to  55.4  percent,  with  an  average 
of  25.4  percent  if  the  work  were  done  in-house. 

The  study  results  were  not  generalizable  because  the  selection 
methodology  Cavored  contracts  that  agency  ofBcials  suggested  could  be 
performed  less  expensively  by  federal  personnel 

For  one  of  the  contracts  we  reviewed,  the  in-house  performance  costs 
were  estimated  to  be  9  percent  higher  than  the  contract  performance 
costs.  An  example  of  our  analysis  for  one  contract  we  reviewed  is  shown 
in  table  IV.3. 


Tabto  IV  J:  I 

Comparison  Used  In  GAO  Report 

(GA(VRCEI>-91-186) 


Contract  pertofmance  costs 

$5,398,000 

Ubor  costs 

$3,000,449 

Fringe  benefits 

886.633 

231.200 

Training  costs 

32.500 

Total  in-house  perlormance  costs 

$4,150,782 

Difference 

$1,247,218* 

•Eslimaled  percentage  o(  difference  to  in-house  performance  cosis  is  30  percent. 


GAOMiCD-M-M  Service  ( 
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Audit  Report  Consulting  This  report  to  dod  officials  sumnuuized  the  results  of  an  audit  requested 

Services  Contracts  for  ^y  Congresswoman  Barbara  Boxer.  The  r^xirt  addressed  advisory  and 

assistance  services  contractors  that  participated  in  the  development. 


Operational  Test  and 
Evaluation,  DOD  IG 


production,  testing,  and  evaluation  of  nuvjor  defense  systems.  One 
objectivB  of  the  study  was  to  determine  whether  using  services 
Report,  (No.  91-115)  contiractors  to  provide  support  for  operational  tests  was  more  cost 

effective  than  developing  a  capability  to  perform  the  work  iiv*ouse. 

The  report  stated  that  the  military  departments'  operational  test  agencies 
used  repeated  and  extended  service  contiacts  that  were  not  as  cost 
effective  as  devdoping  an  in^iouse  capability  to  perform  the  work.  The 
report  estimated  that  the  agencies  could  save  about  $26  million  bom  fiscal 
years  1992  to  1996,  by  gradually  reducing  their  service  conti-acts  by 
60  percent  The  report  hirther  estimated  that  contracting  costs  were 
between  2 1  aiul  40  percent  higher  than  in-house  performance. 

The  report  compared  contractor  total  hourly  costs  with  estimated  hourly 
costs  for  various  levels  of  civilian  goverrunent  persoiuieL  Total  contiactor 
hourly  costs  included  such  factors  as  hourly  labor  costs,  overhead,  general 
and  administrative  expenses,  and  profit  Government  hourly  costs 
included  salary,  retirement,  medicare,  life  and  health  insurance,  finnge 
benefits,  office  ^ace,  and  other  miscellaneous  costs. 

An  example  of  the  cost  comparison  for  one  of  the  condracts  is  shown  in 
table  IV.4. 


CMO«GCD44-M  Scntce  « 


612 


T»lil»  IV^:  Eamnple  ct  Cot  CompariBon  U—d  In  POD  10  Import  (No.  91-115) 


$e^19 

GM-15ffi 

$51.01 

$31.18 

37.94 

Research  staff  member 

6Z63 

GS-14/5 

42.77 

19.86 

31.71 

Edrtorsand 
miscellaneous 

39.50 

GS-13e 

35.88 

3.62 

9.16 

Graduate  students, 
research  assistants,  and 
program  analyst 

34.62 

GS-09/S 

21.61 

13.01 

3758 

Support  staff 

22.78 

G&05S 

14.91 

7.87 

34.55 

Total 

$341.72 

$166.1S 

$7534 

31.25 

Ubor  category 

Hourly  nl. 

Owfwad 
rateat 

Fringe 
benefits  of 
42p.ra«rt 

General  «r>d 
■t6.8percant 

Promat4.» 

Total  hourly 

Management 

$38.85 

$18.65 

$16.32 

$5.02 

$3.35 

$82.19 

29.61 

14.21 

12.43 

3.83 

2.55 

62.63 

Editors  and  miscellaneous 

18.68 

8.96 

7.84 

2.41 

1.61 

39.50 

Graduate  students, 
research  assistants,  and 
program  analysts 

16.37 

7.66 

6.87 

2.11 

1.41 

34.62 

Support  staff 

$10.77 

$5.17 

$4.52 

$1.39 

$0.93 

$22.78 

Audit  Report  Selected 
Service  Contracts  at 
Wright-Patterson  Air  Force 
Base,  DOD IG  Report  (No. 
92-128) 


This  report  to  dod  officials,  concerning  eight  specific  support  service 
contracts  at  Whght-Patterson  Air  Force  Base  valued  at  about  $132  million 
that  were  active  during  fiscal  yeais  1986  to  1991,  summarized  the  results  of 
an  audit  requested  by  Senator  David  H.  Piyor.  One  issue  covered  in  the 
audit  was  to  determine  whether  the  cost  of  contracting  was  greater  than 
the  cost  of  in-house  performance. 


The  report  concluded  that  the  Air  Force  paid  $4.7  million  in  additional 
costs  for  certain  contractor  work  in  fiscal  year  1990  and  could  save  up  to 
$6.2  million  if  the  work  to  be  performed  under  the  optional  years  of  the 
contracts  reviewed  were  performed  in-house.  The  report  recommended 
that  the  Air  Force  eliminate  personnel  ceilings,  require  mana^ts  to  justify 
the  most  cost^efiective  mix  of  iit-house  or  contractor  personnel,  eviluate 
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support  service  contracts  for  cost  effectiveness,  and  make  budget 
adjustments  to  shift  funds  from  contracts  to  civilian  manpower. ' 

The  audit  report  identified  Air  Force  civilian  job  categories  that  were 
comparable  to  the  sldll  and  experience  levels  of  contract  employees.  The 
study  compared  the  contractor  amounts  billed  with  the  total  hourly  costs 
for  government  civilian  employees. 

An  examine  of  the  comparison  made  for  one  of  the  contracts  is  shown  in 
table  IV.6. 


Tabto  IV  A  Exmpi*  of  Com  ComiMrtoon  Um< 

i  In  OOO  n  Raport  (No.  a2-12() 

Labor 
ealagary 

Hours 

Rate              tiWad 

grwtotovol                  cMagory 

parh^ 

GS  total  hourty 

Enaoa 

ooaf 

A 

50 

$19.79                $990 

04A)3                              A-1 

$11.48 

$574.00 

$416.00 

B 

247 

2543                6^1 

04/10                              B-1 

15.24 

3.764.28 

i516.72 

C 

162 

37.05                6.002 

06/10                              C-1 

18.53 

3.001.86 

3.000.14 

0 

140 

73.33              10,266 

13/10                              D-1 

40.88 

5.723.20 

4,542.80 

E 

SO 

60.25               3.013 

13/10                            E-1 

39.52 

1.976.00 

1,037.00 

F 

320 

64.46               20.627 

12/10                            F-1 

34.68 

11,097.60 

9.529.40 

G 

725 

54.59              39.578 

12/10                            G-1 

33.32 

24,157.00 

15.421.00 

H 

315 

49.18               15.492 

12«3                            H-1 

28.80 

9.072.00 

6.420.00 

1 

295 

53.46               15.771 

13AX3                              1-1 

33.88 

9.994.60 

5.77e40 

J 

200 

3488                6.976 

07/01                             J-1 

16.11 

3,222.00 

3.754.00 

K 

73 

55.59                4.058 

07/10                            K-1 

20.38 

1,487.74 

2.570.26 

L 

450 

70  88              31,896 

13/10                            L-1 

40.88 

14396.00 

13.500.00 

Totrt* 

$160,950 

Total" 

$92.46«.28 

Other  Testimonies  and 
Reports 


The  following  four  testimonies  and  studies  also 
versus  in-house  costs,  but  in  a  less  detailed 


addressed  contractor 


GA0MK:D-94-9S  Senicc  Coalnctara  n.  redcnl  EBpk>T«s 
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f  of  Reports  and  Testimonies 


DOE  Testimony:  Use  of 
Consultants  and 
Contractors  by  the 
Environmental  Protection 
Agency  and  the 
Department  of  Energy 


In  testiinony  on  September  6,  1989,  before  the  Subcommittee  on  Federal 
Services,  Post  Office  and  Civil  Service,  Senate  Committee  on 
Governmental  Affairs,  the  Assistant  Secretary  for  Management  and 
Administration,  doe,  cited  estimated  savings  through  in-house 
performance  versus  contractor  performance  of  20  to  25  percent  for 
support  services. 

According  to  doe  officials,  no  specific  study  was  conducted  to  support  this 
estimate.  The  Assistant  Secretary  was  re^onding  to  a  question  raised  at 
the  hearing.  The  Assistant  Secretary  also  said,  however,  in  responding  to 
questions  that  were  based  solely  on  direct  salary  costs,  excluding  benefits 
and  overhead,  doe  would  pay  a  GS-15  government  employee  about 
$67,000.  The  comparable  private  sector  employee  would  be  paid  between 
$77,000  and  $100,000.  (The  mid-point  between  these  amounts  would  be 
about  $89,000.  The  difference  between  $89,000  and  $67,000  is  $22,000, 
equal  to  about  33  percent  higher  than  the  federal  salary.) 


DOD  Testimony.  The  Star 
Wars  Program  and  the  Role 
of  Contractors 


In  testimony  on  July  24, 1992,  before  the  Senate  Committee  on 
Governmental  Affairs,  the  Director  of  the  Strategic  Defense  Initiative 
Organization,  in  discussing  the  role  of  contractors,  dted  estimated  savings 
through  in-house  performance  versus  contractor  performance  for  certain 
agency  work  of  about  33  percent  or  $15  million. 


We  were  advised  by  an  official  of  the  Ballistic  Missile  Defense 
Organization  (the  organization  that  replaced  the  Strategic  Defense 
Initiative  Organization)  that  the  Director's  testimony  was  based  on 
information  being  developed  for  a  study  on  the  agency's  manpower 
requirements. 

The  study,  Strategic  Defense  Initialive  Organization:  Manpower 
Requirements  Proposal  for  FY  93-96  was  issued  in  October  199Z  The  study 
did  not  discuss  specific  savings  estimates  for  in-house  performance, 
however,  the  study  discussed  the  reallocation  of  funded  resources  &t>m 
contractor  support  services  to  government  personnel.  The  study  stated 
that  additional  government  personnel  would  result  in  a  more  efficient  and 
effective  management  program  and  er\sure  that  inherentiy  governmental 
functions  and  suitable  program  oversight  were  always  performed  by 
government  personnel  The  study  proposed  increasing  government  staff  by 
453  positions  from  fiscal  year  1993  to  1995.  We  were  advised  by 
re^[>onsible  agency  officials  that  100  additional  positions  were  authorized 
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for  fiscal  year  1994,  and  that  100  additional  positions  were  being  requested 
in  the  President's  Budget  for  fiscal  year  1995. 


GAO  Letter  From  the 
Comptroller  General  to  the 
Chairman,  Legislative 
Subcommittee,  House 
Committee  on 
Appropriations 
(February  28, 1991) 


In  response  to  a  request  firom  the  Chairman,  Legislative  Subconunittee, 
House  Conunittee  on  Appropriations,  we  reported  on  February  28,  1991, 
on  the  expanded  use  of  contractors  to  help  with  our  audit  and  evaluation 
work.  We  discussed  the  results  of  a  study  of  78  tasks,  of  which  56  were 
contracted  out  and  22  were  done  in-house.  In  addition  to  cost,  our  study 
also  coitsidered  the  timeliness  and  quality  of  the  work  in  question. 

We  did  not  make  full  cost  analyses,  but  we  did  compare  negotiated 
contract  labor  charges  with  estimated  in-house  labor  costs,  including 
fringe  benefits,  for  seven  ^)ecific  tasks.  We  estimated  the  average  hourly 
cost  to  accomplish  each  type  of  work.  The  cost  of  in-house  performance 
was  estimated  to  be  close  for  four  and  lower  for  three  of  the  seven  types 
of  work  considered — such  as  mailing,  telephone  surveys,  individual  or 
group  interviews,  data  collection  instrument  design,  statistical  aiudysis, 
and  referencing  (checkir\g  facts  in  gad  products).  Costs  were  the  same  for 
the  seventh  type  of  work  considered — database  management  We  found 
that  contractor  costs  were  estimated  to  be  higher  because  in  virtually  all 
cases,  the  contractor  either  assigned  more  seiuor  staff  to  the  task  than  gag 
did  or  the  contractor  paid  comparable  staff  higher  salaries. 


We  also  noted  that  with  some  variation  across  the  different  lands  of  work 
we  contracted,  contractors'  products  typically  were  not  delivered  at  the 
specified  time,  and  gag  staff  reported  doing  similar  work  somewhat  faster 
internally.  We  noted,  however,  that  the  quality  of  contractors'  work  was 
generally  acceptable,  with  simpler  tasks  completed  more  successfully  than 
more  complex  tasks. 


GAO  Report  Government 
Contractors:  Are  Service 
Contractors  Performing 
Inherently  Governmental 
Fimctions? 
(GAO/GGr)-92-ll) 


We  discussed,  among  other  things,  a  doe  effort  to  replace  certain  contract 
persoimel  with  govenunent  persoimeL  One  doe  componenl^-the  Western 
Area  Power  Adtninistratior>— estimated  it  could  save  about  $4.5  million 
aiuiually  through  the  conversion  of  105  positions  that  were  then  held  by 
contractors  to  federal  positions.  The  services  involved  included  such  work 
as  construction  in^>ections,  engineering  surveys,  environmental  support, 
and  design  and  system  studies.  Ttas  work  did  not  involve  inherently 
govenunental  functions  or  work  so  intimately  related  to  the  public  interest 
that  it  must  be  administered  by  govenunent  employees. 


GAaK;GD-94.95  Service  Contnctora  v>.  Federal  Enplo]ree9 
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These  estimated  savings  were  based  on  a  comparison  of  the  cost  of 
converting  the  higher  cost  contract  personnel  to  lower  cost  federal  staft 
The  federal  costs  were  based  on  an  estimate  that  the  cost  of  federal 
employees  at  the  GS-12  level,  plus  their  applicable  fringe  benefits,  would 
be  substantially  less  than  the  cost  of  a  comparable  number  of  contractor 
personnel  These  calculations  were  made  for  seven  contracts. 


GA»GGD-94-»S  Service  Conumcton  n.  Federal  Emploreea 
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Appendix  V 

Major  Contributors  to  This  Report 


/-•^^^^^i  r'^xr^.^.v,^.,*  Kchard  W.  Caradine,  Assistant  Director 

General  Government  ^^^^  ^^^  Assignment  Manager 

Division,  Washington,  Carolyn  L  Samuels,  Evaluator-in-Charge 

D.C. 
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USE  OF  PRIVATE  SECTOR  TECHNIQUES 

Mr.  LiGHTFOOT.  In  light  of  what  we  have  heard  today,  and  I 
know  you  were  here  for  the  previous  panel,  and  realizing  your  role 
as  the  president  of  your  union,  and  obviously  there  to  represent  the 
rights  of  the  Federal  workers  and  so  on,  and  obviously  in  your  best 
interest,  that  jobs  not  be  eliminated  and  that  people  are  treated 
fairly,  and  no  one  I  think  has  any  argument  with  that,  but  if  all 
things  were  equal  and  we  are  in  a  situation  where  there  would  be 
no  net  loss  of  jobs  and  we  could  guarantee  the  taxpayer  rights,  and 
I  realize  the  Taxpayer  Bill  of  Rights  puts  certain  constraints  on 
what  you  can  and  cannot  do  as  well,  but  some  of  the  techniques 
that  have  been  discussed  today,  particularly  with  the  previous 
panel,  what  is  your  evaluation? 

Mr.  Tobias.  Well,  a  couple  of  things.  First,  I  think  that  in  evalu- 
ating costs,  one  of  the  things  that  has  not  been  discussed,  and  that 
is  the  loss  of  taxpayer  confidence  in  the  voluntary  compliance  sys- 
tem. 

There  have  been  some  studies  about  why  we  are  at  83  percent, 
and  I  think  this  is  three  or  four  years  old,  but  one  of  the  reasons 
that  we  are  at  83  percent  instead  of  85  or  87  or  89  is  because  the 
public  has  lost  confidence  in  the  ability  of  the  Internal  Revenue 
Service  to  do  its  job. 

I  think  that  contracting  out  to  the  private  sector  would  be — 
would  cause  a  further  deterioration  in  the  confidence  of  the  Inter- 
nal Revenue  Service,  and  we  would  have  less  taxpayer  compliance, 
notwithstanding  even  if  the  private  sector  could  produce  increased 
revenue  from  collection  activities. 

Mr.  LiGHTFOOT.  I  didn't  mean  contracting  out.  I  mean  you,  the 
Federal  employees,  use  the  techniques  that  we  have  talked  about. 

Mr.  Tobias.  There  is  absolutely  no  question  in  my  mind  that  we 
can  do  a  better  job.  I  think  that  the  Integrated  Collection  System 
is  a  system  that  is  going  to  yield  incredible  increased  revenue. 

I  think  the  early  contact,  I  think  it  is  700  FTEs  that  are  going 
to  be  applied  to  earlier  contact  so  that  we  are  getting  a  larger  pool 
of  money,  and  I  think  that  the — I  am  not  familiar  with  the  pilot 
in  San  Mateo,  the  suggestion  of  using  different  software  to  facili- 
tate calls.  I  mean,  that  makes  sense. 

If  somebody  has  a  better  idea  on  how  to  do  the  work,  I  am  only 
too  happy  to  help  make  that  happen.  I  think  it  makes  sense.  We 
are  interested  in  doing  the  better  job  and  if  somebody  has  a  better 
idea,  let  me  at  it. 

redesignating  THE  PROCESS 

Mr.  LiGHTFOOT.  From  your  perspective  in  the  current  system,  if 
you  could  sit  down  with  a  blank  sheet  of  paper  and  design  how  the 
process  was  going  to  work,  and  knowing  that  we  have  got  the  Tax- 
payer Bill  of  Rights  and  a  few  of  those  things  that  we  are  not  going 
to  be  able  to  change,  what  would  you  change  that  would  allow  you 
to  do  a  better  job,  a  more  efficient  job? 

What  do  you  see  that  is  in  the  system  that  systemically  needs 
to  be  corrected? 

Mr.  Tobias.  Well,  I  think  that  the  whole  TSM  effort  is  focused 
on  the  idea  of  IRS  employees  having  data  in  front  of  them  instead 
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of  having  to  funnel  through — ^you  know,  funnel  through  a  return, 
and  if  you  have  that  data  in  front  of  you  and  it  has  already  been 
analyzed  in  a  way  that  helps  you  to  focus  on  the  most  important 
cases,  assist  you  with  identifying  where  these  people  are,  we  will 
be  a  lot  further  ahead. 

Now,  that  requires  the  ability  of  getting  all  of  the  data  off  the 
returns  instead  of  the  15  percent  that  is  currently  captured.  It  re- 
quires computer  analysis,  market  segments,  all  the  stuff  that  is 
part  of  the  TSM  effort. 

That  is  really  when  we  are  going  to  leverage  the  technology  into 
tremendous  increased  performance.  That  is  the  end  of  the  rainbow 
for  us.  I  mean,  and  it  is  better  jobs  for  people  I  represent.  I  mean, 
instead  of  doing,  as  an  awful  lot  of  people  do  now,  they  only  answer 
taxpayer  inquiries  and  another  group  only  resolves  cases,  the  goal 
is,  if  you  are  a  taxpayer  and  you  call  and  you  want  information, 
you  get  it.  If  you  want  information  on  your  case,  you  get  it.  If  you 
want  to  close  your  case,  you  get  it. 

So  it  gives  our  folks  a  whole  wider  range  of  duties  and  respon- 
sibilities that  they  don't  have  today.  That  is  the  real  answer.  And 
the  ability  to  get  that  technology  and  to  develop  that  software  is 
the  key  to  our  ultimate  success. 

PERCEPTION  OF  GOVERNMEhfT 

Mr.  LiGHTFOOT.  You  started  mentioning  something  a  moment 
ago  about  people  having  confidence  in  the  IRS.  People  don't  have 
any  confidence  in  government,  period. 

Your  assessment  of  United  Airlines,  it  is  not  the  president  of  the 
company,  it  is  the  flight  attendant  that  takes  care  of  you  on  that 
flight.  That  is  the  individual  you  meet  face  to  face  and  deal  with, 
and  when  you  have  the  situation  like  Mr.  Kingston  talked  about 
earlier  when  they  were  going  to  get  refined  and  they  got  penalized 
for  filing  late,  we  all  hear  horror  stories.  I  suspect  it  is  the  public's 
perception  that  government  has  been  "fixed,"  quote,  unquote  is 
when  those  types  of  things  disappear,  and  we  can  talk  about  num- 
bers and  FTEs  and  dollars  all  day  long,  and  it  really  doesn't  make 
a  whole  lot  of  sense  until  the  customer  gets  the  kind  of  treatment 
they  expect  when  they  deal  with  an  agency. 

Mr.  Tobias.  I  agree. 

Mr.  LiGHTFOOT.  I  very  firmly  believe  that  we  have  a  lot  of  very 
good  dedicated  people  that  work  in  government,  but  we  certainly 
have  a  system  that  needs  some  dramatic  repair.  I  yield  to  Mr. 
Hoyer. 

PRIVATIZATION 

Mr.  Hoyer.  I  want  to  thank  Mr.  Tobias  for  being  here  with  us. 
In  my  opinion,  Mr.  Chairman,  Mr.  Tobias  is — there  is  no  public  em- 
ployee union  at  present  who  is  more  progressive,  more  effective, 
and  more  positive  in  his  approach  to  his  members  and  to  his  mem- 
bers working  with  the  agencies  in  which  they  work  to  make  gov- 
ernment work  better,  and  in  terms  of  the  possibility  of  doing  more 
with  less. 

Mr.  Tobias.  Thank  you,  Mr.  Hoyer. 

Mr.  Hoyer.  I  am  pleased  that  you  invited  him  here  to  testify. 
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Given  the  slow  path  on  which  we  have  been  in  terms  of  Tax  Sys- 
tems Modernization,  I  think  this  committee  realizes  it  is  critical  to 
do  it.  I  said  this  morning  we  underfunded  Tax  Systems  Moderniza- 
tion by  half  a  billion  dollars  last  year.  The  administration  I  think 
is  going  to  fully  fund  it  this  year.  I  have  expectations  for  February 
6th.  Bob,  given  that  fact,  if  we  could  solve  the  privacy  questions, 
and  that  may  be  a  big  if,  but  let's  accept  for  the  sake  of  argument 
that  you  could  do  that,  is  there  from  your  standpoint  ever  a  time 
where,  in  effect,  the  work  that  is  left  to  do,  that  is,  the  hardest 
cases,  the  least  probable  success  projection  for  collection  for  all 
sorts  of  reasons,  is  there  an  instance  in  your  opinion  where  farming 
those  out  to  private  sector  folks,  taking  the  risk,  obviously  in  large 
volume,  relatively  small  collection,  maybe  30  percent  maximum  of 
100  percent  collections,  can  you  see  any  time  where  that  may  be 
justified? 

Mr.  Tobias.  Assume  you  can  solve  the  privacy  problems.  I  see 
two  remaining  issues. 

One,  it  is  going  to  take  FTEs  to  generate  the  information  in  a 
way  that  is  usable  by  the  private  contractors,  so  I  don't  know  how 
that  would  be  done  or  what  it  would  take.  Probably  not  a  large 
amount. 

But  the  second  issue  is  whether  or  not  it  makes  more  sense  to 
fund  X  number  of  additional  folks  in  the  Internal  Revenue  Service 
to  work — in  terms  of  the  revenue  that  they  would  produce  as  com- 
pared to  the  cost  that  these  private  sector  folks  would  extract  on 
the  dollars  that  they  collect. 

If  you  are  talking  about  a  shared  cost  or  if  you  are  talking  about 
a — even  a  30  percent  retention  on  the  funds  that  are  collected,  I 
believe  that  Federal  employees  can  do  better  than  that.  I  really  be- 
lieve that  they  can  do  better  than  that. 

So  I  mean  we  are  five  to  one  now  in  terms  of — in  terms  of  dollars 
collected  against  costs,  and  every  year  we  are  getting  better.  I 
mean,  we  are  getting  better  with  the  technology,  but  more  impor- 
tantly, we  are  getting  better  because  we  are  doing  it  better,  you 
know?  We  are  challenging  ourselves  to  have  different  work  proc- 
esses and  work  procedures. 

I  mean,  I  just  left  a  group  yesterday  morning  where  they  were 
looking  at  the  way  revenue  officers  do  work.  Now,  that  is  the  last 
step  in  the  process,  the  revenue  officers.  I  mean — so  we  have  a 
group  of  revenue  officers  and  first-level  managers  and  we  are  say- 
ing, you  have  looked  at  it  two  years  ago,  now  look  at  it  again,  do 
it  better,  figure  out  how  to  do  it  better. 

So  I  think  that  the  money  that  you  would  lose,  whether  it  is  a 
third  or  half  or  whatever  the  negotiated  amount  happens  to  be, 
would  be  wiser  spent  with  more  ACS  employees. 

PRIVACY  OF  TAXPAYERS 

Mr.  HOYER.  Well,  it  is  something  I  think  we  ought  to  talk  about, 
we  ought  to  look  at  and  discuss  it.  I  know  the  IRS  is  opposed  to 
it  on  the  privacy  ground.  I  understand  what  the  association  is  say- 
ing is  you  may  not  be  able  to  go  over  the  privacy  problems  from 
my  perspective,  and  that  is  a  threshold  question.  If  you  can't  get 
over  that,  it  is  irrelevant  what  you  could  do  after  that. 
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But  if  you  could  get  over  the  privacy  question,  in  other  words, 
Hmit  the  information,  as  the  folks  from  AC  A  say,  limit  the  informa- 
tion, limit  the  interface  with  any  background  information  that 
would  be  necessary  to  take  the  step  from,  hey,  I  don't  owe  this, 
Mac,  in  which  case,  in  effect,  they  would  have  to  kick  it  back  to 
IRS  anyway  because  then  it  is  a  question  of  making  your  case,  and 
they  wouldn't  have  sufficient  information.  We  don't  want  to  give 
them  sufficient  information,  although  at  that  point  in  time,  if  that 
becomes  a  case,  the  information  becomes  public,  at  least  to  the  ex- 
tent the  IRS  makes — bases  its  case  on  the  information  because  it 
is  a  public  case. 

But  I  think  it  is  worth  talking  about  because  we  have  this,  which 
is  almost  in  some  respects  difficult  for  us  to  deal  with  in  the  public 
sector  and  if  we  have  an  analog  or  some  examples  where  they  have 
done  very  well  in  other  public  areas.  I  don't  have  enough  informa- 
tion about  the  States  and  about  both  the  RTC  and  student  loans. 

Mr.  Tobias.  But  you  see  in  those  cases,  particularly  with  student 
loans,  there  is  really  no  comparison  because  there  was  no  energetic 
collection  effort  at  all.  So  there  is  no — you  know,  there  is  no  basis 
of  saying  they  did  good,  bad,  or  indifferent  in  comparison  to  a  work 
force  that  has  been  tasked  with  the  responsibility  of  collecting  dol- 
lars. 

What  I  would — I  certainly  have  no  objection  to  talking  about  the 
issue.  I  only  ask  that  when  we  start  comparing,  that  we  be  al- 
lowed— that  we  be  allowed  a  shot  at  that  work,  and  that  the  cost 
comparisons  be  accurate  cost  comparisons  and  not — and  not  the 
kind  of  comparisons  that  we  saw  today. 

Mr.  HOYER.  No,  I  had  some  problems  with  the  comparisons  we 
had  today,  as  you  heard  me  articulate.  But  those  aside,  I  think  it 
is  an  issue  that  is  worthwhile  discussing.  I  don't  think  it  would  cost 
us  any  employees. 

I  do  think  it  has  some  A-76  type  problems  where  contracting  out 
generally  speaking,  in  my  opinion,  can  be  shown  maybe  in  the  first 
36  months  or  48  months  to  be  a  cost  savings.  Rarely,  if  ever,  be- 
yond that  because  the  costs  then  escalate  ironically  more  quickly 
in  the  private  sector  because  salaries  go  up  faster  in  the  private 
sector. 

Mr.  Tobias.  We  all  know  that. 

Mr.  HoYER.  Which  they  don't  believe,  but  which  is  a  fact  in 
terms  of  BLS  statistics.  We  will  talk  about  it.  I  am  glad  the  Chair- 
man had  a  hearing  like  this  though  because  I  think  it  is  an  issue 
that  we  have  got  a  big  debt  out  there  that  needs  to  be  collected  to 
the  extent  we  can  collect  it  and  however  we  can  do  it  best,  we 
ought  to  look  at. 

Thank  you,  Mr.  Chairman. 

Mr.  LiGHTFOOT.  Mr.  Visclosky. 

EFFECTIVENESS  OF  USING  OUTSIDE  CONTRACTORS 

Mr.  Visclosky.  Mr.  Chairman,  thank  you  very  much. 

Mr.  Tobias,  you  mentioned  a  March  1994  GAO  report  comparing 
the  effectiveness  of  using  outside  contractors.  Did  any  of  those  in- 
volve contractors  who  were  doing  debt  collection  for  Federal  agen- 
cies? 
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Mr.  Tobias.  They  did  not.  They  did  not.  GAO  to  my  knowledge 
has  not  done  any  surveys  on  debt  collection  activities.  I  think  the 
reason  GAO  hasn't  done  that  kind  of  comparison,  as  was  in  the  re- 
ports that  I  attached  to  my  testimony,  is  because,  as  I  mentioned 
to  Mr.  Hoyer,  there  is  no  agency  that  has  really  had  an  aggressive 
debt  collection  work  force  in  place  which  was  then  augmented  by 
the  private  sector. 

This  is  basically  debt  collection  that  the  private  sector  took  over 
because  the  FTEs  weren't  available  in  the  government  agencies  to 
do  the  work. 

Mr.  ViSCLOSKY.  I  have  no  further  questions, 

Mr.  Chairman. 

ACCOUNTS  RECEIVABLE 

Mr.  LiGHTFOOT.  Thank  you,  Peter. 

Pursuing  where  Steny  was  headed  for  a  minute  or  two,  we  have 
got,  according  to  IRS  this  morning  and  some  other  testimony, 
roughly  in  round  figures  $80  billion  that  they  think  is  collectible. 

At  a  time  when  we  are  looking  at  getting  additional  funding  for 
Treasury  to  be  extremely  difficult  in  terms  of  appropriations,  and 
I  think  you  can  make  the  argument  that  one  of  the  reasons  that 
we  have  some  of  the  problems  perhaps  with  the  collecting  is — in 
fact  IRS  mentioned  this  this  morning — that  money  that  had  been 
sent  to  IRS  for  collections  ended  up  in  salaries  and  locality  pay  and 
so  on. 

In  essence,  Congress  put  an  unfunded  mandate  on  the  Treasury 
Department  like  they  do  on  the  private  sector  and  said,  you  guys 
go  find  the  money,  but  we  are  not  going  to  put  anything  in  your 
budget  for  it,  so  as  a  result,  the  money  went  to  people  and  the  pro- 
gram suffered  and  that  is  typical  anywhere  you  go. 

In  view  of  the  fact  that  getting  additional  funding  is  going  to  be 
difficult,  and  we  have  this  $80  billion  that  is  hanging  out  there, 
and  you  could  get  over  this  threshold  question  Mr.  Hoyer  asked 
about  the  privacy  issue,  if  below  a  certain  dollar  level  that  you 
went  to  the  outside  to  help  pull  this  burden  down,  because  the  ad- 
vantage you  have  got  there  is  with  the  private  collection  agencies, 
they  don't  get  paid  unless  they  collect,  and  if  we  decide  we  don't 
want  them  tomorrow,  they  are  gone,  whereas,  with  a  government 
agency,  we  have  got  to  go  on  for  a  long,  long  time,  would  that  be 
something  that  your  union  folks  would  be  amenable  to? 

I  know  that  is  kind  of  different  than  what  we  normally  get  into, 
but  it  seems  like  we  have  an  opportunity  to  collect  some  large 
amounts  of  money  that  is  out  there.  The  realistic  thing  of  being 
able  to  get  more  money  to  fund  more  Federal  employees  is  probably 
extremely  difficult. 

In  the  meantime,  we  still  try  to  help  get  your  folks  the  tools  and 
equipment  they  need  to  do  the  job.  You  know,  it  is  kind  of  every- 
body working  together  here  to  maybe  get  those  blue  lines  down 
that  we  have  on  the  chart  over  here  and  then  take  another  look 
at  it. 

Mr.  Tobias.  Well,  I  am  interested  in  collecting  more  revenue,  Mr. 
Chairman. 

I  think  that  the  Internal  Revenue  Service  ought  to  be  considered 
differently  than  perhaps  any  other  agency,  other  than  the  Customs 
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Service,  because  these  are  the  only  two  agencies  that  are  profit 
centers  in  the  Federal  Government. 

So  these  here,  Congress  can  invest  its  money  and  measure  the 
success  or  nonsuccess  in  the  effort,  and  so  when  we  are  thinking 
about  FTEs  and  we  are  thinking  about  funds  for  the  Internal  Reve- 
nue Service,  it  seems  to  me  that  it  is  not  difficult  for  Congress  and 
Members  of  Congress  to  make  the  link  between  dollars  expended 
and  revenue  collected. 

And  secondly,  I  think  that  Congress  does  have  a  responsibility 
when  contracting  out  or  asking  the  private  sector  to  perform  work 
to  make  a  determination  as  to  whether  that  work  is  being  per- 
formed more  expensively  than  it  could  be  performed  if  it  were  per- 
formed by  Federal  employees. 

I  don't  think  it  is  enough  to  say  that  it  is  convenient.  I  think  that 
Congress  has  a  responsibility  to  determine  whether  or  not  it  is  cost 
effective,  and  I  think  that  the  people  I  represent  will  be  more  cost 
effective,  even  using  the  equipment  that  we  have  today  than  will 
those  folks  in  the  private  sector,  and  I  am  willing  to  compete  for 
that  work,  but  I  would  like  to  have  a  chance  to  do  it. 

I  would  like  to  compete  for  the  work,  and  I  am  not — ^you  know, 
if  we  don't  stand  up,  if  we  don't  measure  up,  then  so  be  it,  but  I 
would  like  to  compete  for  that  work. 

Mr.  LiGHTFOOT.  Well,  we  kind  of  get  in  a  Catch-22  to  some  de- 
gree here  in  defense  of,  from  1988  through  1993,  we  have  seen  ac- 
counts receivable  go  up  from  $76  to  $150  billion  and  the  collection 
staffing  alone  has  stayed  pretty  steady  at  about  18,000,  19,000 
FTEs. 

So  we  have  seen  a  sizable  increase  in  the  accounts  receivable  in- 
ventory, pretty  much  level  staffing,  then  there  is  some  of  that  obvi- 
ously that  is  in  there  that  the  IRS  explained  this  morning  may  be 
things  that  we  can't  even  collect  anymore  that  are  still  counted  in 
the  figure. 

Mr.  Tobias.  But  that  18,000  or  19,000  people  are  not  focused  on 
collecting  revenue.  Only  a  small  portion  of  that  18,000  or  19,000 
are  collecting  revenue.  That  is  the  total  compliance  work  force. 
That  is  revenue  agents,  tax  auditors,  revenue  officers,  people  who 
work  in  ACS.  That  is  not  just  the  people  who  are  focusing  on  col- 
lecting assessed  liability. 

EFFECT  OF  LACK  OF  TECHNOLOGY 

Mr.  LiGHTFOOT.  Let  me  be  the  devil's  advocate  for  a  minute.  I  am 
just  trying  to  get  the  thought  processes  here. 

Mr.  Tobias.  Sure. 

Mr.  LiGHTFOOT.  You  say  you  want  to  compete,  and  I  fully  believe 
that.  But  if,  in  defense  of  the  Federal  workers,  if  we  are  making 
you  compete,  and  I  literally  believe  we  are  doing  this,  with  one  arm 
tied  behind  your  back  because  of  the  lack  of  technology,  and  the 
1950s  thought  processes  we  are  still  working  with,  that  puts  you 
at  a  terrible  disadvantage  to  try  to  compete  against  somebody  that 
can  go  out  and  they  can  take  the  latest  stuff  on  the  shelf  and  go 
with  it.  You  know,  you  are  kind  of  pla3dng  an  11-man  football  team 
with  six  guys. 

Mr.  Tobias.  I  disagree,  Mr.  Chairman,  because  if  we  want  to  set 
up — if  the  competition  is,  okay,  all  we  are  going  to  do  is  we  are 
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going  to  assign  300  or  400  people  a  name  with  an  amount  of  tax 
that  is  due  and  their  job  is  going  to  be  to  call  that  person  and  col- 
lect that  tax,  and  we  are  going  to  compare  that  type  of  collection 
work  with  the  private  sector,  we  will  compete. 

That  isn't  the  way  we  compete  today.  We  have  people  who  are 
on  line  who  are  doing  a  lot  more  work  and  spending  a  lot  more 
time  with  the  taxpayer  doing  a  whole  lot  of  different  things,  but 
if  that  is  the  measure  of  our  job,  if  that  is  the  job  to  be  assigned 
and  that  is  the  comparison,  we  will  do  it.  We  will  buy  the  software 
off  the  shelf,  just  like  anybody  else,  and  we  will  put  it  into  the  com- 
puters that  are  available  and  we  will  compete  and  we  will  do  bet- 
ter. 

Mr.  LiGHTFOOT.  I  don't  argue  that  point  because  I  think  the 
panel  that  was  ahead  of  you  talking  about  their  experiment  in 
California,  they  are  doing  the  work,  but  they  are  giving  them  the 
tools  to  do  the  job  with. 

But  the  point  I  was  trying  to  make  with  the  way  this  place  works 
around  here,  you  may  not  get  those  tools.  I  am  not  going  to  prevent 
you  from  getting  them. 

Mr.  Tobias.  We  will  use  the  tools  we  have.  What  we  are  talking 
about  is  off-the-shelf  software,  but  we  are  also  talking,  and  it  is  im- 
portant to  keep  in  mind,  a  redesign  of  the  job,  a  redesign  of  the 
work. 

Mr.  LiGHTFOOT.  Okay,  I  will  buy  that. 

Mr.  Tobias.  Now,  if  the  work  is  to  be  redesigned,  we  have  got 
the  people  who  can  do  the  redesigned  work,  and  I  believe  that  we 
can  train  people  to  do  the  redesigned  work  and  because  we  are — 
and  while  at  the  same  time  providing  the  privacy  protections  that 
are  so  important  to  a  large  number  of  people.  I  think  that  is  really 
the  issue. 

We  can  compete  if  the  job  to  be  done,  if  the  work  to  be  performed 
is  inside  versus  outside,  not  the  way  we  design  the  jobs  today  be- 
cause they  are  designed  quite  differently  to  accomplish  a  different 
goal,  a  different  objective,  which  is  consistent,  as  we  see  it,  of  in- 
creasing voluntary  compliance,  not  only  collecting  revenue. 

This  job  is  designed  solely  and  unequivocally  and  in  a  limited 
way  to  collect  more  revenue.  But  if  that  is  what  Congress  wants, 
that  is  what  we  can  do,  but  we  will  have  to  redesign  the  jobs  to 
do  that. 

Mr.  LiGHTFOOT.  I  think  that  is  what  I  am  trying  to  get  to.  We 
have  got  to  redesign  the  job  and  you  have  got  to  have  the  tools  to 
do  it,  whether  it  be  software  or  whatever. 

Mr.  Tobias.  This  is  not  a  difficult  redesign  work  because  all  we 
are  talking  about  is  a  list  of,  you  know,  200,  300,  400,  500  tax- 
payers and  their  telephone  numbers  and  automatic  dialing,  we 
have  got  automatic  dialing  systems  at  the  ACS  sites  and  they  are 
not  going  to  do  anything  other,  they  are  not  going  to  do  any  re- 
search, they  are  not  going  to  look  at — they  are  not  going  to  try  to 
find  this  person. 

They  are  going  to  make  telephone  calls  and  when  they  make  a 
hit,  they  are  going  to  try  to  close  the  case  and  they  are  going  to 
use  a  list  of  questions  to  close  that  case.  Now,  that  is  not  the  way 
the  IRS  works  now,  but  we  can  work  that  way  if  that  is  the — if 
that  is  what  Congress  wants  us  to  do.  We  can  do  that  work. 
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Mr.  LiGHTFOOT.  Would  you  like  to  work  that  way? 

Mr.  Tobias.  My  personal  opinion  is  that  if  we  work  that  way,  we 
defeat  the  voluntary — increasing  the  voluntary  compliance  aspect 
of  the  job. 

I  think  that  we  spend  time  not  only  in  collecting  money,  but  in 
getting  taxpayers  back  on  track  paying  not  just  this  year,  but  next 
year  and  the  following  year  after  that  so  that  we  don't  have  an- 
other case  with  that  taxpayer. 

So  I  believe  that  both  goals  have  to  be  brought  together,  you 
know,  have  to  be  merged,  but  if— it  is  not  unreasonable  in  my  mind 
to  say,  okay,  we  are  in  a  budget  crunch,  this  country  needs  more 
revenue  and  we  are  not  going  to  pay  attention  to  anything  other 
than  increasing  revenue,  and  that  is  what  we  want  to  focus  on  is 
increasing  revenue. 

Now,  if  that  is — I  mean,  that  is  a  policy  decision.  Congress  cer- 
tainly can  make  that  policy  and  dictate  that  that  be  the  way  the 
work  is  performed  and  if  that  is — if  that  is  the  policy,  we  can  do 
that.  And  we  can  compete. 

Mr.  LiGHTFOOT.  I  think  we  all  got  the  same  goals  here  and  we 
are  just  trying  to  figure  out  how  to  get  there. 

If  we  do  the  model  you  are  talking  about,  what  you  say  you  can 
do,  and  if  we  let  the  private  people  do  the  same  thing  and  you  are 
working  head  to  head,  you  are  still  going  to  be  hindered  with  the 
fact  that  neither  one  of  you  have  the  right  database  to  work  off  of. 

Is  that  a  fair  assumption? 

Mr.  Tobias.  Absolutely.  Absolutely.  Absolutely.  That  is  what  a 
lot  of  time  is  spent — is  in  correcting  the  database,  correcting  the 
addresses,  correcting  the  telephone  numbers,  finding  out  where  to 
file  a  lien  or  a  levy.  An  awful  lot  of  that  work  is  done — is  what 
takes  the  time,  so  the  comparison  is  just  not  the  same.  I  mean  if 
Sears  sends  a  private  collection  agency  a  list  of  people,  you  know, 
they  are  sending  them  addresses,  they  are  sending  them  telephone 
numbers,  they  are  sending  them  amounts,  and  they  don't  have  to 
look  for  whether  or  not  they  can  lien  or  levy  because  they  don't 
have  that  power.  Those  aren't  tasks  that  are  performed.  Yet  they 
are  performed  by  our  people.  So  it  is  a  different  job. 

Mr.  LiGHTFOOT.  Mr.  Visclosky. 

complaints  from  federal  agencies 

Mr.  Visclosky.  Just  one  last  question  getting  back  to  the  privacy 
issue.  There  was  some  testimony  with  the  previous  panel  with  the 
Fair  Debt  Collection  Practices  Act  that  no  one  on  the  panel  knew 
of  any  complaints  that  had  been  filed  with  the  30  Federal  agencies 
that  currently  have  outside  collectors.  Are  you  aware  of  any? 

Mr.  Tobias.  You  know,  I  am  not  aware  of  any  complaints,  but 
I  believe  that  the  Fair  Debt  Practices  Act  is  a  less  stringent  test 
of  privacy  than  is  the  Taxpayer  Bill  of  Rights. 

Mr.  Visclosky.  Okay. 

Thank  you,  Mr.  Chairman. 

Mr.  LiGHTFOOT.  Thank  you,  Peter.  Mr.  Tobias,  thank  you  for 
coming  in  today.  We  look  forward  to  working  with  you,  and  I  would 
only  suggest  that  your  people  are  out  there  working  and  if  you 
have  any  ideas,  suggestions,  things  that  you  see  that  could  be  done, 
please  don't  be  bashful  about  bringing  them  to  this  subcommittee. 
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We  may  not  be  able  to  do  anything  about  it,  but  we  are  going  to 
try  and  make  some  changes.  I  think  we  have  an  opportunity  now, 
and  I  think  the  Country  is  behind  us  in  making  some  changes  and 
making  government  more  user  friendly  and  people  feeling  like  they 
get  a  fairer  return  out  of  their  tax  dollar.  We  all  have  a  responsibil- 
ity to  do  that. 

Your  people  are  there  working  every  day.  They  are  the  ones  in 
the  trenches  that  really  have  the  hands-on  experience,  and  I  think 
there  are  probably  a  lot  of  good  ideas  out  there  that  we  need  to 
hear  about  and  we  would  like  to. 

Mr.  Tobias.  Thank  you  very  much,  Mr.  Chairman.  I  will  take 
you  up  on  that. 

CONCLUSION 

Mr.  LiGHTFOOT.  Thank  you.  Committee  is  adjourned. 
[Questions  and  answers  submitted  to  NTEU  for  the  record  fol- 
low:] 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 

Witness:   Robert  Tobias,  National  President,  NTEU 

Issue:   Private  Sector  Tax  Collection 

Question  1.  If  the  private  sector  and  state  and  local  governments 
are  employing  collection  techniques  that  are  far  more  successful 
tha[n]  those  used  by  the  federal  government,  why  should  we  continue 
to  assume  that  the  way  the  federal  government  does  collections  is 
the  only  business  in  town? 

Answer  1.  If  the  techniques  you  are  referring  to  include  the  use 
of  more  up  to  date  technology,  I  believe  the  IRS  could  do  a  better 
job  with  more  up  to  date  technology  and  that  if  Congress 
appropriates  the  amounts  necessary  to  implement  the  Tax  Systems 
Modernization  efforts  tax  collection  will  improve. 

If  the  techniques  are  private  sector  tax  collection  on 
commission,  I  think  the  American  people  will  object.  The  American 
people  believe  that  their  tax  return  information  will  be  kept 
confidential;  that  it  will  not  be  given  to  anyone  outside  the 
government.  It  is  also  an  essential  element  in  ensuring  fairness 
to  taxpayers  that  those  doing  the  tax  collecting  for  the  IRS  have 
no  personal  stake  in  the  outcome  of  their  collection  efforts.  That 
rule  will  be  turned  on  its  head  if  private  tax  collectors  are 
rewarded  with  a  percentage  of  whatever  they  bring  in. 

The  most  important  element  of  our  tax  system  is  the  83% 
voluntary  compliance  rate.  I  believe  that  turning  tax  collection 
efforts  over  to  for  profit  companies  could  jeopardize  the 
credibility  of  the  IRS  and  lead  to  a  drop  in  the  voluntary 
compliance  rate  that  could  result  in  more  revenue  lost  than  gained. 

Question  2.  Why  do  we  assume  that  tax  collections  are  a  federal 
responsibility?  Is  this  assumption  working  for  the  American 
taxpayer? 

Answer  2 .  Collecting  taxes  is  exclusively  a  governmental  function 
and  collecting  federal  taxes  is  exclusively  a  federal  governmental 
function.  It  is  not  like  building  ships  or  cleaning  buildings 
where  virtually  the  same  functions  are  being  done  commercially  as 
are  being  performed  for  the  government.  The  private  sector  does 
not  levy  taxes .   Only  the  government  does . 
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Debt  collection  is  a  commercial  function  and  in  some  places 
state  and  local  governments  have  contracted  to  have  private 
concerns  perform  some  government  tax  collection  functions,  but  even 
in  those  instances  I  believe  that  the  responsibility  remains  with 
the  governmental  entity. 

The  power  to  tax  is  inherently  and  exclusively  governmental. 
It  is  an  awesome  power  that  is  given  to  the  federal  government 
through  our  Constitution.  Paying  taxes  is  not  optional  in  this 
country,  unlike  purchasing  decisions  that  may  lead  to  private 
sector  debt  collection  actions.  And  I  believe  the  American  people 
want  to  know  that  they  can  affect  the  amount  of  taxes  set  and  the 
manner  in  which  they  are  collected  through  the  ballot  box.  Using 
private  tax  collectors  would  put  one  more  obstacle  between  the 
taxpayer  and  the  elected  official  and  I  believe  lessen  the 
taxpayer's  confidence  in  the  system. 

By  the  fact  that  Members  of  Congress  must  stand  for  election, 
I  believe  they  understand  the  balance  that  must  be  struck  between 
collecting  taxes  owed  and  ensuring  that  tax  collection  efforts  are 
perceived  as  fair  by  those  who  live  under  the  system.  While  I 
believe  that  there  are  things  that  can  be  done  to  help  bring  in 
more  of  the  taxes  that  are  owed,  I  think  that  using  private 
collection  agencies  will  not  be  embraced  by  the  American  taxpayer. 

Issue:   Privatizing  tax  collections 

Question  1.  All  things  being  equal,  if  there  was  no  net  loss  to 
government  jobs  and  measures  put  in  to  place  to  guarantee  taxpayer 
rights,  what  would  be  your  primary  objections  to  using  private 
sector  techniques  to  collect  delinquent  taxes? 

Answer  1 .  I'm  not  sure  taxpayer  rights  could  be  guaranteed  when 
using  private  tax  collectors,  but  more  importantly,  taxpayers  have 
a  legitimate  expectation  that  their  tax  information  will  not  be 
shared  with  anyone  outside  of  the  federal  government.  Even  if  you 
adhere  to  the  theory  that  those  who  have  not  paid  what  they  owe 
have  forfeited  their  rights,  which  I'm  not  sure  I  agree  with,  it 
will  have  a  chilling  effect  on  those  who  file  all  of  their 
information  now.  The  last  thing  we  need  to  do  is  create  a  new 
reason  for  people  not  to  file. 

Question  2.   How  can  Congress  overcome  these  objections? 

Answer  2.  The  techniques  used  by  private  debt  collectors  are  not 
rocket  science.  Many  of  them  are  currently  in  use  in  the  IRS. 
Congress  could  greatly  improve  IRS'  debt  collection  capabilities  by 
increasing  staffing  and  updating  technology  at  the  IRS,  without 
jeopardizing  taxpayers'  confidence  that  *-.heir  returns  will  not  be 
released  to  outside  concerns,  thereby  possibly  lowering  the 
voluntary  compliance  rate. 

I  also  believe  that  if  IRS  employees  are  allowed  to  compete  on 
an  equal  basis  with  private  sector  workers  we  will  show  that  we  can 
do  as  good  a  job  for  the  same  or  less  cost. 
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RESTRUCTURING  GOVERNMENT 
WITNESSES 

THOMAS  A.  SCHATZ,  PRESIDENT,  CITIZENS  AGAINST  GOVERNMENT 
WASTE 

bryan  riley,  citizens  for  a  sound  economy 
john  c.  weigher,  hudston  institute 

Opening  Remarks 

Mr.  Lewis.  I  believe  the  time  has  come:  ten  o'clock  and  12  sec- 
onds. I  thought  the  chairman  ought  to  at  least  for  the  first  meeting 
have  a  gavel,  and  one  of  my  colleagues,  namely  the  chief  of  our 
staff,  had  a  memento  of  the  Appropriations  Committee.  This  is  the 
gavel  of  the  Permanent  Chairman  of  the  Republican  National  Com- 
mittee, one  Gerald  Ford,  who  was  a  member  of  the  Appropriations 
Committee  while  he  was  a  member  of  the  House. 

Normally,  our  meetings  are  relatively  informal.  As  I  have  said 
before  to  the  Members  of  this  subcommittee,  I  don't  expect  that  we 
are  going  to  have  extended  comments  or  formal  statements  by  ei- 
ther the  chairman  or  the  Members  in  general.  We  will  try  to  get 
to  the  witnesses  who  are  the  source  of  the  information  we  are  seek- 
ing, as  well  as  deal  with  department  people  who  can  respond  to  the 
questions  we  have  prepared. 

But  nonetheless,  I  do  want  to  formally  welcome  you  all  to  the 
first  oversight  hearing  of  the  VA-HUD  and  Independent  Agency 
Subcommittee  for  the  104th  Congress.  As  I  indicated  in  a  relatively 
official  gathering  of  the  full  committee  about  a  week  ago,  this  year 
we  intend  to  preside  with  some  considerable  seriousness  our  over- 
sight responsibilities  in  this  subcommittee. 
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Today's  hearing  is  designed  to  begin  a  process  of  hearing  from  a 
number  of  those  organizations  and  institutes  in  and  around  Wash- 
ington who  have  expertise  regarding  the  way  government  has 
worked  and  ideas  about  how  we  can  improve  the  functions  of  gov- 
ernment. In  today's  hearing,  I  believe  there  will  be  a  tendency  on 
the  part  of  our  witnesses  to  emphasize  and  spend  a  lot  of  their  con- 
centration on  Housing  and  Urban  Development. 

But  as  you  well  know  in  this  first  year,  we  are  going  to  be  at- 
tempting to  put  the  Federal  Government  on  a  new  glide  path.  That 
is,  in  the  direction  of  reducing  the  national  deficit,  have  appropria- 
tions reflect  the  priorities  of  our  national  public,  and  make  an  at- 
tempt to  make  some  sense  out  of  an  extended  growing  pattern  of 
national  appropriations. 

I  must  say  that  as  we  look  at  that  first  year,  it  is  important  for 
the  Members  to  know  that  we  are  concerned  about  outlays  in  terms 
of  establishing  a  pathway  towards  real  savings  and  expenditure. 
While  housing  will  be  emphasized:  housing  reflects  only  approxi- 
mately 80  percent  of  the  outlays  that  we  could  hope  to  get  a  handle 
on  during  the  1995  expenditure  year. 

So,  obviously,  those  other  agencies  are  very,  very  important  to 
us.  In  our  total  bill,  EPA  for  example,  out  of  our  some  $70  billion 
of  discretionary  spending,  represents  $7  billion  and  there  are  those 
who  would  suggest  that  that  is  an  agency  that  has  grown  almost 
without  any  boundaries  and  there  is  a  need  to  review  from  bottom 
up  that  agency  and  the  way  it  has  operated. 

Housing  is  important,  as  I  have  indicated,  but  how  about  veter- 
ans and  the  way  the  Veterans'  Administration  has  operated?  The 
veterans  medical  care  programs  are  very  important  to  our  constitu- 
encies and  yet  not  all  of  our  constituencies  are  convinced  that  they 
function  as  sufficiently  as  they  might.  The  building  programs 
which  involve  capital  outlays  of  significance  go  forward  as  the  vet- 
erans population  itself  actually  shrinks.  So  there  is  serious  ques- 
tions to  be  raised  there. 

FEMA  is  an  agency  that  is  very  important  to  those  States  that 
have  faced  serious  problems  with  national  disaster.  My  state  is 
leading  the  forefront  of  that  kind  of  problem.  Nonetheless,  FEMA 
has  exercised  itself  in  many  ways  that  go  way  beyond  just  the 
question  of  disaster  and  their  policies  and  programs  need  essen- 
tially a  zero-based  kind  of  review.  So  it  is  important  for  us  to  know 
that  while  housing  will  be  talked  a  lot  about,  sometimes  it  is  the 
easiest  target. 

I  get  a  mixed  message  from  the  administration  in  many  of  our 
programs  dealing  specifically  with  housing.  We  have  had  messages 
that  ranged  all  the  way  from  this  is  an  agency  that  can  be  termi- 
nated to  initially  in  my  discussions  with  the  Secretary,  who  will  be 
with  us  this  afternoon,  an  indication  that  perhaps  we  can  save  a 
good  deal  of  money  by  cutting  back  personnel  who  operate  here  in 
Washington,  D.C. 

The  message  we  will  hear  today  I  gather  is  an  expansion  on  that, 
that  rather  than  reflecting  a  relatively  small  reduction  in  outlays 
and  long-term  expenditure,  the  recommendation  may  have  shifted 
to  the  point  where  we  could  have  hopes  of  over  a  five-year  time 
span  multi-billion  dollars,  tens  of  billions  of  dollars  of  potential  sav- 
ings. That  is  an  interesting  and  welcome  shift  in  emphasis. 
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We  are  very  concerned  about  what  we  hear  to  be  a  priority  on 
the  part  of  the  President  relative  to  volunteerism  and  his  concern 
about  his  new  program  that  essentially  would  put  young  people  to 
work  in  a  program  of  job  training  to  help  pay  for  their  college  ex- 
penses. It  is  suggested  that  we  may  have  a  confrontation  line  there 
with  the  administration  if  we  don't  respond  to  their  objectives  that 
one  way  or  another  a  bill  like  this  one  might  be  subject  to  a  veto. 

I  must  say  that  this  committee  intends  to  put  priority  on  effec- 
tive job  training  for  young  people,  but  we  also  would  hope  the  ad- 
ministration would  give  some  priority  themselves  to  adequate  hous- 
ing programs  that  really  serve  the  people  we  would  purport  to 
want  to  serve.  It  is  important  for  the  Members  to  help  us  in  re- 
sponding not  only  to  the  national  needs  that  are  a  part  of  our  re- 
sponsibility in  this  committee,  but  provide  us  with  ideas  regarding 
where  we  can  effectively  appropriate  dollars  in  a  more  efficient 
manner. 

And  with  that,  I  would  hope  today  to  hear  from  our  Members  as 
we  have  interchange  with  those  people  who  are  part  of  our  witness 
list.  Let  me  first,  if  you  will,  call  upon  my  chairman,  Louis  Stokes, 
for  comments  he  might  have  about  the  year  that  is  ahead  of  us.  He 
has  already  told  me  he  thinks  I  may  have  a  tougher  job  than  his, 
but  in  the  meantime,  Mr.  Stokes. 

Mr.  Stokes.  Thank  you  very  much,  Mr.  Chairman.  Let  me  say 
I  look  forward  as  we  undertake  our  first  set  of  hearings  to  working 
closely  with  you  and  the  other  Members  of  the  subcommittee  as  we 
endeavor  collectively  to  emphasize  our  responsibilities  on  this  sub- 
committee. You  and  I  have  served  here  for  a  number  of  years  to- 
gether, and  we  have  always  served  in  a  bipartisan  manner.  We 
have  always  worked  together  on  issues  and  problems  as  we  saw 
them  and  as  we  saw  the  responsibility  of  the  Congress  to  under- 
take them. 

I  am  particularly  concerned,  as  you  are,  about  any  waste,  fraud 
and  abuse  in  government  programs.  We  oversee  a  budget  of  ap- 
proximately $90  billion,  a  substantial  portion  of  the  $1.4  trillion 
Federal  budget.  And  this  subcommittee  has  always,  I  think,  en- 
deavored to  exercise  its  oversight  responsibilities.  And  so  I  concur 
with  you  in  the  undertaking  that  you  are  about  today.  I  think  it 
is  important  that  we  continue  to  exercise  oversight. 

I  think,  however,  when  you  consider  a  department  or  an  agency 
that — or  subcommittee,  rather,  that  has  jurisdiction  over  two  de- 
partments and  about  20  agencies  that  that  we  certainly  have  a  re- 
sponsibility to  look  across  the  board  at  all  of  the  programs  being 
serviced,  that  is,  we  have  the  Environmental  Protection  Agency, 
the  National  Science  Foundation,  we  have  the  Veterans  Affairs.  To 
zero  in  on  one  particular  departaient  I  think  is  something  that 
ought  to  be  carefully  noticed  as  the  witnesses  appear  here,  because 
our  responsibility  in  downsizing  and  oversight  certainly  spreads 
across  many  more  agencies  than  one  single  department  of  our  gov- 
ernment. 

And  then  I  think  the  other  issue  that  would  be  paramount  in  my 
mind  is  that  of  balance.  I  think  that  in  terms  of  witnesses  who 
come  before  the  subcommittee  that  we  want  to  hear  from  people 
who  bring  broad  perspectives  to  us  so  that  we  might  objectively 
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look  at  these  programs  and  arrive  at  our  decisions  with  balanced 
viewpoints  and  not  proceed  on  the  basis  of  just  political  viewpoints. 

So  I  anticipate  and  I  am  sure  the  other  Members  on  this  side  of 
the  aisle  look  forward  to  working  with  you  and  all  the  other  Mem- 
bers as  we  undertake  what  I  think  are  some  very  important  re- 
sponsibilities. 

Mr.  Lewis.  Thank  you,  Mr.  Stokes. 

Let  me,  if  you  will,  call  upon  our  chairman  of  the  full  committee 
who  is,  to  say  the  least,  pushed  to  the  wall  in  terms  of  his  own 
schedule.  But  he  has  made  time  to  be  present  with  us  today,  as 
well  as  our  initial  organizational  meeting  and  I  very  much  appre- 
ciate you  giving  that  priority  to  our  work. 

So,  Bob  Livingston. 

Mr.  Livingston.  Thank  you  very  much,  Mr.  Chairman,  and  in- 
deed your  work  is  very,  very  important  and  I  appreciate  your  lead- 
ership on  the  subcommittee,  as  well  as  your  leadership  in  bringing 
these  hearings  today  forward.  And  I  look  forward  to  working  with 
you  and  Mr.  Stokes  and  all  the  members  of  the  subcommittee  on 
this  very,  very  important  work  product. 

Several  of  our  subcommittees  under  appropriations  are  hearing 
from  outside  groups  that  have  never  appeared  before  the  Appro- 
priations Committee  in  the  past,  but  they  bring  a  viewpoint  about 
where  we  can  cut  the  Federal  Government  without  doing  great 
harm  to  the  services  that  we  render  to  deserving  people  throughout 
this  nation,  and  I  think  it  is  a  viewpoint  that  is  long  overdue. 

We  need  the  input  from  everyone  to  make  the  case  for  tough 
spending  reductions  that  in  fact  will  be  inevitable  as  we  proceed 
this  year  and  through  fiscal  year  1996.  No  one  wants  to  cut  worth- 
while programs,  but  every  program  must  be  examined  for  cuts. 
Every  program  is  on  the  table.  And  that  includes  programs  under 
departments  such  as  HUD,  VA,  NASA  and  EPA. 

This  subcommittee  has  a  tough  job  because  it  cuts  across  so 
many  vital  agencies  and  is  second  only  to  the  Defense  Subcommit- 
tee in  terms  of  the  highest  total  of  discretionary  spending  on  an  an- 
nual basis:  approximately  $72  billion  in  discretionary  spending. 

There  are  many  good  programs.  All  are  well-intentioned.  All 
were  initiated  with  the  greatest  of  intentions.  But  we  must  also  ask 
ourselves;  can  we  afford  them  all?  What  programs  are  at  the  top 
of  the  list  in  terms  of  priorities?  When  will  we  be  able  to  cut  them, 
if  at  all,  we  can?  When  will  we  be  able  to  provide  a  little  relief  to 
the  American  taxpayer? 

All  these  questions  have  to  be  asked,  especially  when  one  consid- 
ers that  we  are  approaching  a  $5  trillion  accumulated  national  debt 
for  this  nation,  which  breaks  down  to  roughly  $20,000  for  every 
single  man,  woman  and  child  in  America  or  $80,000  for  every 
American  family,  or  the  average  American  family.  And  when  you 
consider  that,  then  you  must  we  must  ask  the  questions  about 
whether  or  not  we  can  eliminate  waste  and  fraud,  abuse,  redun- 
dancy and  even  efficiency  or  lack  of  efficiency.  These  are  questions 
that  will  be  addressed  by  your  witnesses  today,  Mr.  Chairman. 

I  look  forward  to  their  testimony  and  I  hope  that  they  will  give 
us  some  answers  to  some  of  the  tough  questions  that  we  have  to 
ask  in  the  weeks  ahead.  We  can  downsize  government.  I  am  con- 
vinced of  it.  But  we  don't  want  to  do  it  with  a  meat  axe.  We  want 
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to  do  it  cleanly,  efficiently  and  to  wipe  out  those  functions  of  gov- 
ernment which  are  not  necessary  or  wasteful  or  inefficient,  and 
with  the  help  of  these  witnesses,  perhaps  we  can  do  so  intel- 
ligently. 

Thank  you  so  much. 

Mr.  Lewis.  Thank  you,  Mr.  Chairman.  Normally  in  this  sub- 
committee, we  try  not  to  spend  all  of  our  time  hearing  from  mem- 
bers of  the  committee  by  way  of  formal  statement  simply  because 
if  we  do,  then  we  will  find  ourselves  not  having  time  to  hear  from 
witnesses.  But  this  is  our  initial  meeting  and  it  may  be  that  some 
of  my  colleagues  would  like  to  make  comment  one  way  or  another, 
formally  or  otherwise.  If  not,  you  are  certainly  free  to  put  such 
comments  in  the  record  as  well.  But  I  would  ask,  Ms.  Kaptur? 

Ms.  Kaptur.  I  don't  have  an  opening  statement,  Mr.  Chairman. 
I  would  like  to  hear  from  the  witnesses. 

Mr.  Lewis.  Thank  you.  Barbara? 

Mrs.  VUCANOVICH.  Thank  you.  I  don't  have  an  opening  state- 
ment, but  I  am  new  to  the  subcommittee  and  I  have  an  open  mind. 
I  am  looking  forward  to  hearing  the  testimony  and  hearing  a  fresh 
look  at  spending  and  ways  to  do  our  job.  So  I  see  this  as  a  great 
opportunity  and  thank  you,  Mr.  Chairman.  I  am  looking  forward 
to  the  witnesses. 

Mr.  Lewis.  Thank  you.  Mr.  Knollenberg? 

Mr.  Knollenberg.  Likewise,  Mr.  Chairman,  I  have  no  opening 
statement  or  comment.  I  am  looking  forward  to  the  bevy  of  wit- 
nesses we  have.  Thank  you. 

Mr.  Lewis.  Mr.  Frelinghuysen? 

Mr.  Frelinghuysen.  Likewise,  Mr.  Chairman. 

Mr.  Lewis.  Mr.  Neumann? 

Mr.  Neumann.  I  would  reiterate  the  words  of  our  Chairman  for 
Appropriations.  With  the  debt  approaching  $5  trillion,  $18,500  for 
every  man,  woman  and  child  in  the  United  States  of  America,  we 
need  to  approach  this  in  how  we  are  going  to  reduce  spending  to 
a  point  where  we  can  balance  the  budget  and  start  thinking  of  pay- 
ing that  debt  off. 

The  situation  we  face  today,  in  my  opinion,  is  disastrous  if  we 
allow  it  to  continue  forward.  And  we  need  to  frame  the  discussions 
in  this  meeting  as  well  as  others  if  we  are  going  to  spend  the 
money  on  this  program,  what  other  program  are  we  not  going  to 
spend  the  money  on?  And  when  we  start  putting  the  discussion  in 
that  frame  of  reference,  understanding  the  debt  for  a  family  of  four 
at  $74,000  a  year,  the  interest  on  the  national  debt,  $450  a  month, 
$450  a  month  for  a  family  of  four,  when  we  start  framing  the  dis- 
cussion around  the  fact  that  we  can  no  longer  afford  some  of  these 
programs,  I  think  we  will  be  very  successful  in  this  committee. 

Mr.  Lewis.  For  the  record,  let  it  be  said  in  response  to  my  com- 
mittee chairman,  as  well  as  my  members  that  in  our  last  discus- 
sion we  attempted  to  lay  a  foundation  that  essentially  would  sug- 
gest that  every  dollar  we  have  to  spend  here  in  the  appropriations 
process  is  literally  property  taken  away  from  individual  citizens 
and  transferred  to  a  Federal  pool  by  way  of  the  income  tax  or  the 
taxing  system.  We  then  presume  that  we  have  the  wisdom  to  exer- 
cise a  process  whereby  we  have  a  higher  priority  or  that  which  we 
deem  to  be  a  higher  priority  than  that  individual  in  private  use. 
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That,  indeed,  is  an  awesome  responsibility  and  one  that  has  been 
exercised  from  time  to  time  at  least  with  less  serious  review  than 
might  be  expected.  In  these  hearings,  we  hope  to  hear  from  a  num- 
ber of  outside  organizations  who  have  applied  thought  to  these 
questions. 

Among  those  who  have  been  asked,  I  might  mention  just  so  it  is 
in  the  record,  the  Heritage  Foundation,  the  CATO  Institute,  the 
Brookings  Institute,  American  Enterprise  Institute,  Space  Policy 
Institute,  the  National  Taxpayers  Union,  and  the  George  Mason 
Foundation  all  were  invited,  but  because  of  overlapping  schedules 
and  otherwise,  they  all  for  this  hearing,  had  to  say  no. 

And  frankly,  that  indicates  the  kind  of — pressure  around  here  for 
input  to  various  subcommittees  of  the  full  Appropriations  Commit- 
tee as  they  go  forward  with  their  work.  We  will  have  additional 
hearings  and  try  to  provide  that  kind  of  mix  and  balance  for  the 
committees  reflecting  outside  thought. 

Our  witnesses  today  will  fill  up  our  day,  to  say  the  least,  with 
Secretary  Cisneros  kicking  off  our  session  at  2:00  this  afternoon. 

Summary  Statement  of  Thomas  Schatz 

Our  first  witness,  Thomas  A.  Schatz,  is  president  of  the  Citizens 
Against  Government  Waste. 

And  Mr.  Schatz,  be  glad  to  hear  from  you. 

Mr.  Schatz.  Thank  you  very  much,  Mr.  Chairman,  Mr.  Stokes, 
Mr.  Livingston.  I  appreciate  being  invited  to  testify  today  before 
your  Subcommittee  on  Veterans  Affairs,  Housing  and  Urban  Devel- 
opment and  Independent  Agencies. 

I  am  Tom  Schatz  and  I  represent  the  600,000  members  of  Citi- 
zens Against  Government  Waste.  Your  interest  in  CAGW's  com- 
ments are  a  true  indication  of  the  tidal  wave  of  change  that  swept 
the  country  last  November  8. 

CAGW  was  created  11  years  ago  after  Peter  Grace  presented  to 
President  Ronald  Reagan  the  2,478  findings  of  the  Grace  Commis- 
sion. These  recommendations  provided  a  blueprint  for  a  more  effi- 
cient, effective,  less  wasteful  and  smaller  government. 

A  revolution  is  occurring  in  the  104th  Congress,  but  you  and 
other  members  of  the  Appropriations  Committee  have  the  oppor- 
tunity to  be  the  real  revolutionaries.  Use  your  "zero  power"  to  sim- 
ply eliminate  funding  for  programs.  You  can  cut  government  waste 
and  create  a  smaller  government  and  that  is  what  the  104th  Con- 
gress was  elected  to  do. 

The  first  step  is  to  reverse  some  old  assumptions,  as  you  have 
so  well  put  it.  Congress  has  often  viewed  programs  as  perpetual, 
without  taking  enough  time  to  evaluate  their  effectiveness.  The 
premise  has  been:  how  much  was  spent  last  year  and  how  much 
are  we  supposed  to  spend  this  year,  rather  than  whether  the 
money  should  be  spent  at  all.  Every  expenditure  should  be  viewed 
from  the  ground  up  instead  of  making  the  assumption  that  every- 
thing is  sacrosanct. 

Discretionary  spending  is  one-third  of  the  Federal  budget.  It  is 
real  money.  You  are  correct  in  making  the  statement  that  it  is  time 
to  start  making  tough  choices.  That  is  why  we  welcome  this  hear- 
ing and  the  fresh  look  you  have  pledged  under  every  program 
under  your  jurisdiction. 
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In  February  of  1994,  President  Clinton  called  for  the  elimination 
of  specific  programs,  including  special  purpose  grants,  in  his  budget 
for  fiscal  year  1995.  Unfortunately,  many  of  these  programs  sur- 
vived. 

The  Housing  and  Urban  Development  Reform  Act  of  1989  estab- 
lished open  and  fair  principles  for  the  distribution  of  HUD  program 
resources.  But  from  fiscal  year  1991  to  fiscal  year  1993,  special 
purpose  grants  will  balloon  from  $73  million  to  $260  million.  The 
benefits  of  these  grants  are  strictly  local,  and  they  should  be  fund- 
ed at  that  level. 

The  fiscal  year  1995  VA/HUD  appropriations  bill,  for  example, 
injected  $290  million  in  special  purpose  grants.  All  but  four  of  them 
were  never  authorized.  It  is  the  sneaking  in  of  these  projects  be- 
hind closed  doors  that  has  made  taxpayers  so  outraged  with  over- 
spending on  Capitol  Hill. 

Among  the  special  purpose  grants  which  will  be  included  in 
CAGWs  1995  Pig  Book  which  is  due  out  on  February  15:  $5  million 
for  a  new  library  at  Marshall  University  in  Huntington,  West  Vir- 
ginia; $5  million  for  an  addition  to  the  Mark  O.  Hatfield  Science 
Center  in  Newport,  Oregon;  $2  million  for  economic  development 
activities  in  Lake  Placid,  New  York;  and  $450,000  to  build  a  center 
for  political  participation  at  the  University  of  Maryland.  They  all 
violated  the  principles  of  fairness  and  competition  for  tax  dollars 
and  easily  qualified  as  prime  cuts  of  pork. 

This  subcommittee  properly  refused  to  provide  any  special  pur- 
pose grants  when  the  bill  was  before  the  House.  But  instead  of  re- 
sisting the  Senate's  $135  million  in  grants,  Members  simply  took 
the  opportunity  to  more  than  double  the  amount  of  funding  in  con- 
ference. If  you  ask  any  third  grader  to  pick  a  number  between  zero 
and  $135  million,  the  answer  will  not  be  $290  million.  That  is  a 
unique  form  of  new  math. 

Despite  efforts  to  delete  funding  after  the  conference,  the  House 
voted  189-180  to  keep  them  in.  If  you  can  show  the  American  peo- 
ple that  this  really  is  a  new  Congress  that  is  serious  about  cutting 
waste  and  eliminating  pork-barrel  spending  by  rescinding  any  re- 
maining funds  for  these  special  purpose  grants.  The  American  tax- 
payers must  learn  to  trust  Congress  and  they  will  only  do  it  if  you 
follow  the  system  of  checks  and  balances. 

Mr.  Chairman,  in  compiling  the  Pig  Book,  we  look  at  all  appro- 
priations and  through  seven  criteria  determine  whether  or  not  a 
project  qualifies  as  pork.  The  criteria  have  been  established  by 
CAGW  and  the  Porkbusters  Coalition,  comprised  of  Senators,  Rep- 
resentatives and  other  public  interest  groups. 

The  project  is  pork  if  it  is:  requested  by  only  one  chamber  of  Con- 
gress; not  specifically  authorized;  not  competitively  awarded;  not 
requested  by  the  President;  greatly  exceeds  the  President's  budget 
request  or  the  previous  year's  funding;  has  not  been  the  subject  of 
a  congressional  hearing;  or  serves  only  a  local  interest.  CAGW  calls 
it  pork  if  it  meets  only  one  of  these  criteria.  The  Porkbuster  re- 
quires three.  They  have  introduced  legislation  to  eliminate  spend- 
ing in  each  of  the  last  two  sessions  of  Congress. 

Mr.  Lewis.  Excuse  me.  You  are  suggesting  if  it  has  not  been  rec- 
ommended by  the  President  then  it  is  automatically  pork? 
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Mr.  ScHATZ.  Well,  they  use  three  of  the  criteria.  Yes,  that  is  cor- 
rect. 

Mr.  Lewis.  So  the  Congress  shouldn't  play  a  role  in  connection 
with  that.  It  ought  to  come  from  the  President,  whoever  that  presi- 
dent might  be,  or  else  it  is  pork. 

Mr.  SCHATZ.  Well,  I  understand  your  point,  Mr,  Chairman  and 
that  is  certainly  something 

Mr.  Lewis.  I  just  want  to  make  sure  my  Members  did. 

Mr.  SCHATZ.  That  is  correct,  yes. 

When  considering  rescissions,  CAGW  urges  you  to  cut  the  re- 
maining funds  of  the  special  purpose  grants  and  also  eliminate  the 
$1.3  billion  in  unauthorized  Environmental  Protection  Agency 
projects.  These  include  site  specific  grants  for  cities  with  special 
needs,  45  waste  water  treatment  facilities  costing  $782  million  and 
another  eight  grants  worth  $500  million. 

Politically,  Mr.  Chairman  there  is  only  one  real  way  to  eliminate 
pork — by  having  each  member  of  this  subcommittee  take  a  "no  ear- 
marks" pledge.  Mr.  Chairman,  it  is  not  just  pork  that  has  raised 
the  ire  of  taxpayers.  You  can  also  attack  waste  and  mismanage- 
ment elsewhere  in  the  departments  and  agencies  under  your  juris- 
diction. 

For  example,  it  is  time  to  end  the  government  role  of  slum  lord. 
It  is  time  to  look  at  transferring  HUD  funds  to  the  States,  expand 
housing  vouchers.  As  I  mentioned,  end  EPA  earmarks.  But  if  ear- 
marks do  occur,  name  the  Representatives  and/or  Senators  who 
will  benefit  from  the  funds  in  the  conference  report;  decide  to  take 
another  look  at  the  space  station,  which  takes  up  a  great  deal  of 
NASA's  budget;  make  across-the-board  cuts  in  congressional  rela- 
tions staff  at  each  agency.  These  are  political  jobs  that  only  serve 
special  interests.  There  are  other  agencies  and  miscellaneous  pro- 
grams funded  by  the  subcommittee  that  should  also  be  closely  scru- 
tinized. 

The  Federal  Emergency  Management  Agency  has  been  under  fire 
itself  for  failing  to  prevent  itself  from  being  a  disaster.  Last  year, 
the  Senate  withheld  funding  for  FEMA  because  there  had  been  no 
reform  legislation  adopted  by  Congress.  This  year  if  reforms  are 
not  adopted,  you  may  consider  withholding  the  funds  from  your  fis- 
cal year  1996  appropriations  or  even  rescinding  funds  from  your 
fiscal  year  1995.  FEMA  should  reduce  field  offices  and  concentrate 
staff  where  needed,  such  as  earthquake  experts  in  California,  such 
as  flood  experts  in  the  midwest  and  hurricane  experts  in  the  east. 

CAGW  also  suggests  that  you  consider  report  language  requiring 
Congress  to  set  aside  funds  in  each  relevant  agency's  appropriation 
to  be  prepared  for  what  will  inevitably  be  a  very  rainy  day.  Even 
with  changes  in  House  rules  that  prevent  nonrelated  funds  in 
emergency  supplemental  appropriations,  the  Senate  has  no  such 
restrictions.  It  is  up  to  you  to  take  the  next  step  to  avoid  even  the 
possibility  of  adding  non-emergency  spending. 

Mr.  Chairman,  the  space  station  has  been  in  a  constant  struggle 
for  its  existence  over  the  past  several  years.  It  is  once  again  time 
to  ask  the  question:  can  we  afford  it?  Can  we  rely  on  the  Russians 
to  cooperate?  Last  year  the  subcommittee  raised  questions  about 
the  amount  of  funds  to  Russia  and  what  will  be  received  for  those 
funds  as  well  as  who  is  to  have  command  and  control  of  the  space 
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station.  This  is  a  very  legitimate  exercise  of  your  oversight  respon- 
sibilities to  ask  what  will  happen  if  there  is  a  change  in  leadership 
in  Russia.  And  it  would  be  prudent  to  have  the  answers  to  these 
questions  before  spending  another  dollar  on  the  space  station. 

CAGW  also  questions  the  estimates  of  how  much  would  really  be 
spent  before  the  space  station  is  completed.  The  line  must  be 
drawn,  Mr.  Chairman.  Every  program,  no  matter  how  worthy, 
must  rejustify  its  existence  or  at  least  its  need  for  our  tax  dollars. 

There  is  one  area  where  CAGW  would  recommend  additional 
funding.  The  Chief  Financial  Officers  Act  of  1990  has  continually 
been  given  short  shift  in  its  appropriation  bills  since  its  inception. 
In  reading  your  subcommittee  report,  the  Senate  subcommittee  re- 
port and  the  conference  report,  the  Chief  Financial  Officers  Act  is 
mentioned  only  once  and  it  was  mentioned  in  conjunction  with 
many  other  expenditures.  It  may  seem  more  exciting  to  provide 
$290  million  for  special  purpose  grants  to  fix  financial  accounting 
systems,  but  without  the  proper  financial  foundation,  you  will 
never  receive  accurate  information  on  which  to  base  your  spending 
decisions.  For  fiscal  year  1996,  provide  full  funding  for  the  CFOS 
act. 

In  CAGW  September  1994  Risky  Business  Report  on  High  Risk 
Programs,  several  agencies  under  your  jurisdiction  were  included. 
For  example,  HUD  has  more  than  250  information  systems  in 
place,  40  percent  of  which  deal  with  financial  matters  and  very  few 
of  which  are  capable  of  communicating  with  each  other. 

Public  housing  agencies  continue  to  suffer  from  lack  of  oversight 
and  accountability.  Inadequate  training  and  monitoring  in  HUD  in- 
creases the  risk  of  fraud  and  abuse. 

Mr.  Chairman,  pouring  more  money  down  the  drain  at  HUD  will 
not  solve  its  problems.  It  is  time  for  a  genuine  reassessment  and 
we  encourage  you  to  work  with  the  banking  committee  to  deinvent 
HUD,  saving  what  may  work  and  getting  rid  of  the  rest. 

The  Grace  Commission  noted  that  HUD  is  a  financial  institution 
with  a  social  mission  and  it  does  neither  very  well.  You  can  make 
the  decisions  necessary  to  force  HUD  to  pull  itself  together  or  take 
it  apart. 

The  EPA  was  cited  by  CAGW  for  inept  management  of  the 
Superfund,  inadequate  oversight  of  contractors  and  incompatible 
accounting  systems.  NASA  was  singled  out  for  its  poor  financial 
systems,  as  well  and  its  inadequate  oversight  of  contractors. 
FEMA's  management  systems  are  not  integrated  and  do  not  meet 
financial  requirements  while  the  Resolution  Trust  Corporation  has 
had  trouble  with  its  contractors. 

It  is  up  to  you  to  provide  the  assistance  necessary  to  fix  these 
management  problems.  It  doesn't  get  headlines,  but  it  is  a  good  use 
of  our  tax  dollars. 

Before  approving  the  expenditure  of  one  tax  dollar  of  programs 
under  your  jurisdiction,  members  of  the  subcommittee  should  ask 
themselves  two  questions:  Is  this  project  worth  a  further  weaken- 
ing of  our  representative  government  and  is  this  a  project  that  I 
want  my  children  and  grandchildren  to  be  responsible  for  paying? 
When  considering  rescissions  for  this  fiscal  year,  these  same  ques- 
tions should  be  asked. 
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To  end  the  practice  of  pork  barrel  spending  in  this  subcommittee 
and  elsewhere  on  Capitol  Hill,  Congress  should  establish  a  proce- 
dure to  rescind  all  spending  items  determined  to  be  pork  on  the 
basis  of  objective  tests,  perhaps  those  provided  by  the  pork  barrel 
coalition;  grant  the  President  line  item  veto  authority;  prohibit  any 
Member  from  placing  a  project  specifically  benefiting  his  district  or 
State  into  a  bill  under  consideration  in  his  or  her  committee;  and 
prevent  any  physical  structure  or  other  project  from  being  named 
after  a  Member  of  Congress  until  10  years  after  he  or  she  has  left 
office. 

Restoring  fiscal  sanity  to  our  nation  is  the  most  important  job  of 
the  104th  Congress.  The  country  is  awash  in  a  sea  of  red  ink  and 
every  day  slips  perilously  closer  to  bankruptcy.  The  national  debt 
is  expected  to  rise  to  $6  trillion  by  the  end  of  this  century.  This  is 
not  the  legacy  we  should  be  leaving  to  future  generations.  Spending 
has  not  been  cut  to  the  bone.  Money  is  being  wasted  daily  and  the 
clock  is  ticking.  We  are  sitting  on  a  fiscal  time  bomb  that  needs  to 
be  defused. 

If  you  don't  take  the  right  steps  now,  there  may  never  again  be 
such  an  opportunity  to  make  the  fundamental  changes  that  need 
to  be  made. 

This  concludes  my  oral  statement.  I  ask  that  my  written  state- 
ment be  included  in  the  record,  Mr.  Chairman  and  I  will  be  glad 
to  answer  any  questions. 

[The  information  follows:] 


Testimony  of 

Thomas  A.  Schatz, 

President, 

Citizens  Against  Government  Waste 

before  the 

House  Veterans  Affairs,  Housing  and  Urban  Development,  and  Independent 

Agencies  Subcommittee  on  Appropriations 

January  24, 1995 

Good  morning,  Mr.  Chainnan.  Thank  you  for  the  opportunity  to  testify  today 
before  the  Appropriations  Subcommittee  on  Veterans  Affairs,  Housing  and  Urban 
Development,  and  Independent  Agencies.  My  name  is  Tom  Schatz  and  I  represent  the 
600,000  members  of  the  Citizens  Against  Government  Waste  (CAGW).  Your  interest  in 
CAGWs  comments  are  a  true  indication  of  the  tidal  wave  of  change  that  swept  the 
country  on  November  8th. 

CAGW  was  created  1 1  years  ago  after  Peter  Grace  presented  to  President  Ronald 
Reagan  2,478  findings  and  recommendations  of  the  Grace  Commission  (formally  known 
as  the  President's  Private  Sector  Survey  on  Cost  Control).  These  recommendations 
provided  a  blueprint  for  a  more  efficient,  effective,  less  wasteful,  and  smaller 
government. 

Since  1986,  the  implementation  of  Grace  Commission  recommendations  has 
helped  save  taxpayers  more  than  $250  billion.  Other  CAGW  cost-cutting  proposals 
enacted  in  1993  and  1994  will  save  more  than  $100  billion  over  the  next  five  years. 
CAGW  has  been  working  tirelessly  to  carry  out  the  Grace  Conmiission's  mission  to 
eliminate  government  waste. 

A  revolution  is  occurring  in  the  104th  Congress,  but  you  and  the  other  members 
of  the  appropriations  committee  have  the  opportimity  to  be  the  rsal  revolutionaries. 
Children  and  adults  alike  will  appreciate  the  work  you  do  as  "Power  Rangers"  to  morph 
the  mentality  of  the  federal  government's  out-of-control  spending  machine.  This 
subcommittee  has  the  opportunity  to  show  taxpayers  that  you  got  the  message  last 
November.  Use  your  "zero  power"  to  simply  eliminate  funding  for  programs.  You  can 
cut  government  waste  and  create  a  smaller  govenmient.  That's  what  the  104th  Congress 
was  elected  to  do. 

Mr.  Chairman,  you  and  the  members  of  this  subcommittee  face  one  of  the  most 
important  tasks  confi-onting  our  country  ~  eliminating  pork-barrel  spending  and  funding 
the  restructuring  of  departments  and  agencies  under  your  jurisdiction.  Not  only  do  you 
have  an  opportunity  to  save  tax  dollars,  but  you  also  have  the  chance  to  alter  the  power 
structure  and  the  log-rolling  that  too  often  occurs  with  appropriations. 
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The  first  step  is  to  reverse  some  old  assumptions.  Congress  has  often  viewed 
programs  as  perpetual,  without  taking  enough  time  to  evaluate  their  effectiveness.  The 
premise  has  been:  How  much  was  spent  last  year,  and  how  much  are  we  supposed  to 
spend  this  year,  rather  than  whether  the  money  should  be  spent  at  all.  This  is,  after  all, 
not  the  government's  money  ~  it's  the  taxpayer's.  Every  expenditure  should  be  viewed 
from  the  ground  up  ~  instead  of  making  the  assumption  that  everything  is  sacrosanct. 

By  asking  CAGW  to  recommend  specific  rescission  proposals  under  your 
jurisdiction,  you  are  making  the  first  step  in  regaining  the  trust  of  the  American  taxpayer. 
Discretionary  spending  is  one-third  of  the  federal  budget;  it's  real  money.  It's  time  to  stop 
taking  otir  tax  dollars  and  start  making  tough  choices. 

That's  why  we  welcome  this  hearing  and  the  fresh  look  you  have  pledged  at  every 
program  imder  your  jurisdiction. 

In  February  of  1994,  President  Clinton  called  for  the  elimination  of  specific 
programs  in  his  budget  for  fiscal  year  (FY)  1995.  Unfortunately,  many  of  these  programs 
survived.  In  the  spirit  of  true  bipartisanship  and  patriotism,  these  and  other  pork-barrel 
items  should  be  rescinded.  One  such  pork  practice  the  president  recommended  for 
elimination  was  "special  purpose  grants."  The  battle  against  special  purpose  grants  began 
in  1989  with  the  Housing  and  Urban  Development  (HUD)  Reform  Act.  It  established 
open  and  fair  principles  for  the  distribution  of  HUD  program  resources.  But  not  even  a 
law  that  was  passed  because  of  waste,  fraud,  and  abuse  at  HUD  could  stop  Congress: 
from  FY  1991  to  FY  1993,  these  special  projects  ballooned  from  $73  million  to  $260 
million.  Critics  of  this  earmarking  argue  that,  because  the  benefits  of  the  grants  are 
strictly  local,  they  should  be  fiinded  at  the  local  level. 

The  FY  1995  VA/HUD  appropriations  bill,  for  example,  injected  $290  million  in 
special  purpose  grants  for  unspecified  districts  and  states.    All  but  four  of  these  grants 
were  never  authorized.  Sneaking  in  these  projects  behind  closed  doors  is  simply 
unacceptable.  Among  the  projects:  $5  million  for  a  new  library  at  Marshall  University  in 
Huntington,  West  Virginia;  $5  million  for  an  addition  to  the  Mark  O.  Hatfield  Science 
Center  in  Newport,  Oregon;  $2  million  for  economic  development  activities  in  Lake 
Placid,  New  York;  and  $450,000  to  build  a  Center  for  Political  Participation  at  the 
University  of  Maryland.  They  all  violated  the  principles  of  fairness  and  competition  for 
tax  dollars  and  easily  qualify  as  prime  cuts  of  pork. 

This  subcommittee  properly  refiised  to  provide  any  special  purpose  grants  when 
the  bill  was  before  the  House.  But  instead  of  resisting  the  Senate's  additions,  members 
simply  took  the  opportunity  to  more  than  double  the  amount  of  funding  in  conference.  If 
you  ask  any  third-grader  to  pick  a  number  between  zero  and  $135  million,  the  answer  will 
not  be  $290  million.  But  that  was  the  new  math  followed  on  the  special  purpose  grants. 
Despite  efforts  to  delete  funding  after  the  conference,  the  House  voted  189-180  to  keep 
the  grants.  You  can  show  the  American  people  that  you  have  had  a  change  of  heart  ~  that 
this  really  is  a  new  Congress  that  is  serious  about  cutting  waste  and  eliminating 
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pork-barrel  spending  ~  by  agreeing  to  rescind  any  remaining  funds  for  these  special 
purpose  grants.  The  American  taxpayer  will  never  trust  Congress  with  their  money  if  you 
can't  follow  your  own  system  of  "checks  and  balances." 

Many  in  Washington  dismiss  pork  as  a  minor  problem  in  the  grand  scheme  of 
fiscal  policy.  Their  standard  argument  runs  about  as  follows:  Pork  adds  "only"  a  few 
billion  dollars  to  the  federal  budget.  So  eliminating  pork  would  hardly  put  a  dent  in  the 
deficit.  This  argument  makes  the  very  size  of  the  deficit  an  excuse  to  waste  even  more  of 
the  taxpayers'  money.  The  main  problem  vnlh  the  "pork  is  small  potatoes"  argument, 
however,  is  that  it's  just  plain  wrong.  Not  only  does  pork  eat  a  bigger  slice  of  the  federal 
budget  than  most  observers  realize,  it  is  a  root  cause  of  some  of  our  nation's  most 
debilitating  fiscal  and  political  pathologies. 

The  biggest  cost  of  pork  cannot  be  measured  in  dollars  and  cents.  More  critical 
than  sheer  monetary  losses  is  the  corresponding  debasement  of  the  political  process.  In 
order  to  bring  home  the  bacon,  lawmakers  have  repeatedly  twisted  or  broken  the  rules 
Congress  has  established  to  ensure  that  public  monies  are  allocated  fairly  and  effectively. 
Hundreds  of  projects  are  funded  aimually  without  benefit  of  a  hearing,  proper  legal 
authorization,  without  being  subjected  to  a  competitive  test,  and  in  violation  of  rules 
against  earmarking.  Whether  our  form  of  government  can  long  endure  when  lawmakers 
show  so  little  respect  for  due  process  is  an  open  question. 

Pork  has  had  a  detrimental  effect  on  House-Senate  conference  committee 
deliberations.  The  conference  is  supposed  to  iron  out  differences  between  the  two 
chambers.  The  conference  committee  was  not  set  up  to  be  a  magician's  hat  where 
projects  magically  appear.  What's  pulled  out  of  the  hat  is  not  a  rabbit,  but  a  pig.  The 
conference  committee  has  become  a  proverbial  fairy  godmother  to  politicians.  The 
practice  of  creating  programs  and  projects  that  have  no  basis  in  either  body  of  Congress 
has  become  far  too  commonplace. 

Pork-barreling  encourages  citizens  to  take  a  cynical,  self-serving  view  of  their  role 
in  the  political  process.  It  legitimizes  a  politics  of  plunder,  enticing  citizens  to  demand 
special  favors  at  the  expense  of  other  districts  and  states. 

Mr.  Chairman,  CAGW  has  annually  chronicled  the  pork-barrel  follies  of 
Departments  of  Veterans  Affairs  and  Housing  and  Urban  Development,  and  independent 
agencies  with  our  Pig  Book.  In  compiling  the  Pig  Book,  we  look  at  all  appropriations  and 
through  seven  criteria  determine  whether  or  not  a  project  is  pork.  The  criteria  have  been 
established  by  CAGW  and  the  Porkbusters  Coalition,  comprised  of  senators, 
representatives  and  other  public  interest  groups.  A  project  is  pork  if  it:  is  requested  by 
only  one  chamber  of  Congress;  not  specifically  authorized;  not  competitively  awarded; 
not  requested  by  the  president;  greatly  exceeds  the  president's  budget  request  or  the 
previous  year's  funding;  not  the  subject  of  a  congressional  hearing;  or,  serves  only  a  local 
interest.  CAGW  calls  it  pork  if  it  meets  only  one  of  these  criteria;  the  porkbusters  require 
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three  of  the  seven  criteria  to  be  met  and  have  introduced  legislation  to  eliminate  pork- 
barrel  items  in  each  of  the  last  two  sessions  of  Congress. 

When  considering  rescissions,  here  are  some  recommendations  that  we  have 
identified  in  recent  Pig  Books: 

O    $3 1  million  added  in  the  House  for  a  clinical  addition  at  the  Ann  Arbor  VA  Medical 
Center. 

O    $7  million  above  the  budget  request  for  NASA's  Earth  Observing  System  Data 
Information  System  (EOSDIS),  a  program  that  has  been  criticized  by  the  General 
Accoimting  Office  for  a  lack  of  cost-effectiveness. 

O    $5  million  for  the  Consortium  for  International  Earth  Science  Information  Network 
(CIESIN).  Prior  to  1993,  CIESIN  received  over  $100  million  in  unauthorized 
funding. 

O    $2.3  million  above  the  budget  request  for  decontamination's  technologies  in  the  New 
York/New  Jersey  Harbor. 

The  1995  Pig  Book,  due  out  on  February  15,  will  deliver  more  bad  news  to  the 
American  taxpayer.  There's  still  pork  in  the  Veterans  Affairs,  Housing  and  Urban 
Development,  and  independent  agencies  appropriations.  For  1996,  CAGW  would  like  to 
issue  a  pork-fi-ee  report.  We  wanted  to  provide  a  sneak  preview  of  the  1995  Pig  Book, 
but  our  researchers  are  still  sifting  through  an  extraordinarily  obtuse  conference  report. 
The  only  pork  we  found  so  far  is  the  aforementioned  special  purpose  grants. 

All  of  this  excessive,  self-serving  pork  can  be  eliminated.  Politically,  there  is 
only  one  way  to  do  so:  by  having  each  member  of  this  subcommittee  take  a  "no 
earmarks"  pledge. 

Mr.  Chairman,  you  can  make  government  smaller  not  just  by  cutting  the  pork.  By 
using  your  new  "zero  power"  ~  simply  eliminating  funding  for  programs  ~  you  can  also 
attack  waste  and  mismanagement  elsewhere  in  the  Departments  of  Veterans  Affairs  and 
Housing  and  Urban  Development,  and  independent  agencies  under  your  jurisdiction. 

There  are  broad  items  to  consider  for  elimination  this  Congress.  The  following 
list  could  cut  government  waste  through  recissions,  reductions,  or  overall  policy  changes: 

O    End  the  government  role  of  "slum  lord." 

O    Transfer  HUD  ftinds  to  the  states. 

O    Expand  housing  vouchers. 
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O    End  EPA  earmarks.  If  earmarks  must  occur,  name  the  representatives  and/or  senators 
who  will  benefit  from  the  funds  in  the  conference  report. 

O    End  special  purpose  grants. 

O    Stop  soaking  up  NASA's  budget  with  the  misdirected  space  station. 

O    Stop  overbuilding  VA  hospitals. 

O    Make  across-the-board  cuts  in  congressional  relations  staffat  each  agency.  These  are 
political  jobs  that  only  serve  special  interests. 

There  are  other  miscellaneous  programs  fimded  by  this  subcommittee  that  should 
be  closely  scrutinized.  Do  we  really  need  to  continue  spending  $30  billion,  perhaps  $70 
billion  over  the  lifetime  of  the  space  station?  The  heavens  can  wait  for  this  boondoggle 
until  Congress  brings  the  deficit  down  to  Earth. 

Everyone  on  this  Earth  has  a  special  purpose.  But  last  year,  this  subcommittee 
went  too  far.  Congress  approved  $1.28  billion  in  imauthorized  Environmental  Protection 
Agency  (EPA)  projects.  These  site-specific  "grants  to  cities  with  special  needs"  were  not 
properly  scrutinized.  CAGW  recognizes  that  the  grant  money  was  for  45  wastewater 
treatment  facilities.  But  these  facilities  were  fimded  behind  closed  doors,  and  cost  the 
taxpayers  $782  million  in  FY  1995. 

In  the  last  Congress,  the  Veterans  Affairs  Department  was  given  $355.6  million  in 
major  construction  projects.  CAGW  has  nothing  against  constructing  facilities  for  those 
who  have  served  our  country.  Many  of  the  600,000  members  of  CAGW  are  veterans. 
But  the  $355.6  million  tripled  what  the  Veterans  Affairs  Department  had  requested  for 
FY  1995. 

The  line  must  be  drawn,  Mr.  Chairman.  Every  program,  no  matter  how  worthy, 
must  re-justify  its  existence  ~  or  at  least  its  need  for  our  tax  dollars. 

There  is  one  area  where  CAGW  would  recommend  additional  funding.  The  Chief 
Financial  Officers  Act  of  1990  has  continually  been  underfunded  in  appropriation  bills 
since  its  inception.  It  may  seem  more  exciting  to  provide  $290  million  for  special 
purpose  grants  than  to  fix  fmancial  and  accoimting  systems,  but  without  the  proper 
financial  foundation,  HUD  will  not  survive,  and  you  will  never  receive  accurate 
information  on  which  to  base  your  spending  decisions.  For  FY  1996,  provide  fiill 
funding  for  the  CFOs  Act. 
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Before  approving  the  expenditure  of  one  tax  dollar  on  programs  under  your 
jurisdiction,  members  of  this  subcommittee  should  ask  themselves  two  questions:  (1)  is 
this  project  worth  the  further  weakening  of  our  representative  government?,  and  (2)  is  this 
a  project  that  I  want  my  children  and  grandchildren  to  be  responsible  for  paying?  When 
considering  rescissions  for  this  fiscal  year,  those  same  questions  should  be  asked. 

Some  comedians  have  made  a  living  off  the  pork-barrel  follies  of  Congress. 
While  pork  draws  attention,  it's  not  funny  to  the  taxpayers  who  have  home  the  burden  of 
excesses  for  decades.  Whether  it  be  an  unnecessary  program,  or  a  deserving  one  that 
circumvents  the  proper  procedures,  closer  scrutiny  must  be  paid  to  eliminate  this 
embarrassing  waste  of  tax  dollars.  Each  pork-barrel  project  represents  a  serious 
breakdown  in  the  system  that  causes  billions  of  dollars  to  be  wasted  annually. 

Eliminating  pork  is  not  a  trivial  pursuit  or  quixotic  exercise,  but  a  fiscal  and 
political  imperative.  Pork  promotes  fiscal  profligacy,  weakens  the  capacity  of  citizens  to 
hold  elected  officials  accountable,  subverts  procedural  safeguards  established  to  check 
and  deter  abuses  of  power,  and  debases  the  civic  culture.  Eliminating  pork  would  do 
much  more  than  shave  a  few  billion  dollars  from  the  deficit.  It  would  detoxify  the 
appropriations  process  and  make  electoral  contests  more  competitive.  A  pork-free 
Congress  would  be  more  attuned  to  the  wishes  and  interests  of  taxpayers,  and  less  pliant 
to  special  interest  pressure. 

There  are  steps  that  can  be  taken  to  stop  this  insane  waste  of  our  tax  dollars.  But 
unless  something  is  done  immediately,  the  American  public  will  continue  to  lose 
confidence  in  the  system  and  their  trust  will  be  even  harder  to  regain. 

To  end  the  pork  infestation  on  Capitol  Hill,  Congress  should:  (1)  establish  a 
procedure  to  rescind  all  spending  items  determined  to  be  pork  on  the  basis  of  objective 
tests;  (2)  grant  the  president  line-item  veto  authority;  (3)  prohibit  any  member  from 
placing  a  project  specifically  benefiting  his  district  or  state  into  a  bill  under  consideration 
in  his  committee;  and  (4)  prevent  any  physical  structure  or  other  project  from  being 
named  after  a  member  of  Congress  until  10  years  after  he  or  she  has  left  office. 

All  projects  that  meet  any  one  of  the  Congressional  Porkbusters  Coalition  criteria 
should  be  terminated.  As  mentioned  above,  a  project  is  pork  if  it:  is  requested  by  only 
one  chamber  of  Congress;  not  specifically  authorized;  not  competitively  awarded;  not 
requested  by  the  president;  greatly  exceeds  the  president's  budget  request  or  the  previous 
year's  fimding;  not  the  subject  of  a  congressional  hearing;  or,  serves  only  a  local  interest. 

Congress'  practice  of  bundling  hundreds  of  separate  spending  items  into  gigantic 
appropriations  bills  renders  the  presidential  veto  all  but  useless  in  the  fight  against  pork. 
The  power  to  veto  and  reduce  line  item  in  spending  bills  would  enable  the  president  to 
remove  pork  and  fat  from  the  budget  without  disturbing  the  normal  flow  of  business. 
According  to  the  General  Accounting  Office,  line-item  veto  authority  could  have  reduced 
federal  spending  by  more  than  $70  billion  during  FYs  1984-89. 
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Martin  Gross,  author  of  best-selling  books  on  government  waste,  offers  an 
ingenious  proposal  to  suppress  pork.  Most  pork-barrel  waste  originates  in  the 
appropriations  committees.  Congress  should  adopt  a  rule  that  no  committee  may  approve 
an  appropriation  that  singles  out  any  of  its  members'  districts  or  states  for  special  benefit. 
Committee  members  might  try  to  get  around  this  restriction  through  political  horse 
trading:  "You  put  my  project  in  your  bill  and  I'll  put  yours  in  my  bill."  However, 
Congress  could  define  such  deals  as  unethical  behavior  and  enforce  the  new  anti-pork 
rules. 

Members  have  often  approved  projects  that  become  reminders  of  their  ability  to 
"deliver  the  goods"  back  home  ~  their  names  appear  on  parks,  buildings,  and  other 
physical  structures.  This  subconmiittee  can  take  the  lead  in  eliminating  these 
incumbency  protection  monuments  by  prohibiting  the  naming  of  any  project  after  a 
sitting  member  of  Congress  and  establishing  a  reasonable  time  limit  ~  perhaps  10  years  ~ 
beyond  retirement  before  a  member's  name  can  be  used. 

Only  someone  who  imagines  that  federal  funds  are  somehow  "fi-ee"  and  do  not 
first  have  to  be  taken  fi-om  working  Americans  would  confuse  pork  with  petty  cash.  The 
proper  comparison  is  not  between  pork  and  the  total  federal  budget,  but  between  pork  and 
the  average  family  budget.  In  1994,  a  median-income,  two-earner  family  paid  $5,581  in 
federal  income  taxes.  This  means  that  $10  billion  in  pork  wastes  the  combined  taxes  of 
approximately  1 .8  million  median  income  families.  Current  funding  rules  do  not  allow 
cuts  in  discretionary  spending  to  be  used  to  pay  for  tax  cuts.  In  principle,  however, 
eliminating  $1  billion  in  pork  could  provide  $1,000  in  tax  relief  to  1  million  American 
families. 

People  are  calling  for  smaller  government  and  less  intervention  in  their  lives. 
Giving  power  back  to  the  people  also  means  eliminating  whole  departments.  An 
excellent  place  to  start  would  be  with  the  Department  of  Housing  and  Urban 
Development.  Why  should  the  government  be  playing  the  role  of  "slum  lord?"  Let  the. 
states  and  cities  receive  most  of  the  money  from  Washington  and  end  the  homeless 
problem  in  a  way  that  best  meets  their  individual  needs. 

Congress  usually  has  good  intentions  when  appropriating  money,  but  the  power  to 
do  good  is  also  the  power  to  do  mischief  with  our  tax  dollars.  Care  must  be  taken  when 
looking  at  individual  projects;  the  more  open  and  honest  you  are,  the  more  likely  a 
project  is  to  withstand  the  light  of  day. 

By  adopting  the  changes  recommended  by  CAGW,  this  subcommittee  can  signal 
a  new  beginning  that  other  subcommittees  can  follow. 

People  want  their  power  back.  By  cleaning  up  the  appropriations  process,  you 
can  make  a  difference.  Discretionary  spending  is  one-third  of  the  federal  budget;  it's  real 
money.  It's  time  to  stop  taking  our  tax  dollars  and  start  making  tough  choices. 
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Taxpayers  are  no  longer  amused  by  inadequate  and  irresponsible  management  of 
our  government  because  their  future  is  in  jeopardy.  The  budget  crisis  cannot  be  ignored, 
and  that's  why  their  amusement  has  been  replaced  with  outrage.  Members  of  this 
subcommittee  must  be  equally  outraged.  You  hold  the  "zero  power"  to  cut  the  waste. 

Restoring  fiscal  sanity  to  our  nation  is  the  most  important  job  for  the  104th 
Congress.  The  country  is  awash  in  a  sea  of  red  ink,  and  every  day  slips  perilously  closer 
to  bankruptcy.  The  national  debt  is  expected  to  rise  to  nearly  $6  trillion  by  the  end  of  the 
century.  This  is  not  the  legacy  we  should  leave  to  our  children  and  grandchildren. 
Spending  has  not  been  cut  to  the  bone.  Money  is  being  wasted  daily  and  the  clock  is 
ticking.  We're  sitting  on  a  fiscal  time  bomb  that  needs  to  be  defused. 

You  have  an  opportimity  to  continue  the  mission  that  Peter  Grace  and  Ronald 
Reagan  started  13  years  ago  when  President  Reagan  signed  Executive  Order  12369  in 
1982  formally  establishing  the  President's  Private  Sector  Survey  on  Cost  Control,  and  to 
deliver  on  the  call  for  change  made  on  November  8th. 

If  you  don't  take  the  right  steps  now,  there  may  never  again  be  such  an 
opportunity  to  make  the  fundamental  changes  that  need  to  be  made. 

This  concludes  my  testimony.  I'll  be  glad  to  answer  any  questions  you  may  have. 
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GRACE  COMMISSION  RECOMMENDATIONS 

Mr.  Lewis.  It  will  be,  Mr.  Schatz,  and  I  appreciate  your  testi- 
mony very  much. 

Let  me  begin  the  questioning  by  first  asking  your  organization, 
as  your  testimony  indicates,  is  closely  related  to  the  work  of  the 
Grace  Commission  and  it  is  kind  of  a  reflection  of  that  pattern  of 
that  work.  How  many  of  the  Grace  Commission  recommendations 
have  yet  to  be  implemented? 

Mr.  Schatz.  Well,  Mr.  Chairman,  the  Office  of  Management  and 
Budget  tracked  recommendations  for  fiscal  years  1986  to  1990  and 
tracked  over  $152  billion  in  savings.  We  estimate  about  another 
$100  billion  saved  since  then.  But  unfortunately,  the  plug  on  the 
tracking  system  was  pulled  when  President  Bush  came  into  office. 

There  are  other  recommendations  that  Citizens  Against  Govern- 
ment Waste  has  made  since  that  time,  about  $78  billion  in  savings 
enacted  in  1983,  another  $54  billion  in  1984  and  we  continue  to 
produce  a  laundry  list  of  spending  cuts  that  has  been  made  avail- 
able and  will  be  made  available  to  this  subcommittee  and  other 
Members  of  Congress. 

Mr.  Lewis.  It  was  a  sizable  number  of  individual  recommenda- 
tions by  that  commission.  Have  you  actually  evaluated  how  many 
of  those  have  been  implemented  or  done  that  kind  of  review? 

Mr.  Schatz.  Well,  it  was  about  1,700,  of  the  2,478.  We  were  sur- 
prised at  how  often  issues  come  up  that  are  still  relevant  to  the 
Grace  Commission.  There  is  still  a  lot  to  be  done,  particularly  in 
the  area  of  management  improvement. 

Mr.  Lewis.  Can  you  kind  of  tick  off  for  us  the  major  rec- 
ommendations or  reforms  that  will  fall  under  the  purview  of  this 
subcommittee? 

Mr.  Schatz.  Certainly  the  Chief  Financial  Officers  Act  and  the 
management  reforms  at  HUD.  Anything  that  relates  to  the  internal 
accounting  systems  and  financial  systems  are  really,  I  think,  the 
biggest  emphasis  that  we  can  have  right  now. 

And  when  you  are  looking  at  priorities  and  where  to  spend 
money,  again,  this  is  a  place  where  things  simply  fall  short.  We 
have  looked  at,  for  example,  although  it  is  not  within  the  sub- 
committee's jurisdiction,  but  simply  reorganizing  the  Office  of  Man- 
agement and  Budget  and  calling  it  an  office  of  Federal  manage- 
ment because  that  is  what  it  really  should  be.  Management  should 
come  first  as  it  does  in  virtually  any  organization  outside  of  the 
Federal  Government. 

Mr.  Lewis.  I  know  that  the  Citizens  Against  Government  Waste 
do  not  presume  that  it  would  necessarily  be  a  good  thing  that  gov- 
ernment just  totally  disappear  and  so  there  are  programs  that 
probably  should  go  forward  and  probably  should  deserve  in  some 
cases  even  additional  funding.  Would  you  define  the  criteria  that 
you  may  have  evaluated  that  would  help  us  with  measuring  wheth- 
er a  program  deserves  continued  funding? 

Mr.  Schatz.  Well,  simply  in  the  area  of  what  we  have  identified 
as  under  the  pork  barrel  spending  which  is  really  not  a  lot  of 
money,  we  have  set  up  the  criteria  with  the  Porkbusters  Coalition 
and  we  reviewed  those  in  my  statement.  But  you  do  have,  I  think, 
looking  at  your  eventual  target,  which  is  a  balanced  budget,  if  you 
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can't  afford  something,  then  you  shouldn't  be  spending  money  on 
it. 

And  if  it  is  going  to  eventually  overwhelm  the  budget  of  an  agen- 
cy, one  of  the  reasons  we  have  been  so  strongly  opposed  to  the 
space  station  is  that  it  is  our  fear  that  eventually  it  will  squeeze 
out  everything  else  that  NASA  is  trying  to  do.  We  have  also  looked 
at,  for  example,  the  mission  observing  system  which  has  been  part 
of  the  mission  to  Planet  Earth.  There  are  studies  that  indicate  that 
could  be  done  in  a  more  effective  manner,  in  many  cases  with  exist- 
ing technology  on  earth  as  opposed  to  sending  up  a  number  of  sat- 
ellites for  $20  or  $30  million.  So  there  are  objectives  that  can  be 
met  in  a  more  effective  manner  in  all  of  the  agencies. 

Mr.  Lewis.  I  am  concerned  that  the  term  "pork"  sometimes  be- 
comes a  kind  of  a  flash  point  for  concentration  where  you  stick  a 
stake  in  the  ground  and  there  is  very  little  thought  beyond  that. 
And  because  of  that,  I  am  concerned  about  the  fact  that  you  pro- 
vide this  list  of  criteria  and  if  any  one  of  those  is  not  met,  then  at 
least  your  organization  presumes  it  to  be  pork.  And  I  feel  pretty 
strongly  about  this,  so  I  would  like  to  have  your  response. 

There  are  Members  who  believe  that  administrations  not  only 
come  and  go,  but  some  administrations  have  a  better  understand- 
ing of  what  is  priority  spending  than  others.  Yet  you  say  that  if  a 
program  or  an  expenditure  is  not  part  of  the  President's  budget, 
their  recommendation  is  that  it  is  pork,  if  you  will,  and  thereby, 
I  presume,  is  money  that  should  not  be  spent.  Congress  has  a  role 
to  play  in  this.  The  Constitution  suggests  that  any  appropriations 
shall  begin  in  the  House  of  Representatives.  There  is  a  conflict 
there  that  is  of  great  concern  to  me  and  raises  questions  relative 
to  the  credibility  of  that  which  you  are  about.  So  will  you  help  me 
with  that? 

Mr.  SCHATZ.  I  think  this  is  one  where  we  are  going  to  agree  to 
disagree,  Mr.  Chairman.  We  have  spent  some  time  looking  at  the 
overall  numbers  and  we  identify  an3rwhere  from  $4  billion  to  $6  bil- 
lion a  year  in  such  spending.  So  it  appears  that  the  vast  majority 
of  Federal  spending,  there  is  agreement,  that  most  of  these  projects 
and  programs  have  been  discussed  with  the  administration.  They 
have  been  going  on  in  some  cases  for  a  number  of  years. 

In  many  cases,  it  is  the  process  that  we  are  concerned  with,  the 
process  of  adding  things  in  that  have  never  been  considered  before 
in  any  manner,  whether  it  is  by  the  president,  by  the  Congress,  by 
the  subcommittee  or  some  other  manner. 

We  know  that  there  have  been  rules  changes  that  will  make  it 
easier  to  identify  and  easier  to  object  to  this  kind  of  spending  and 
we  certainly  welcome  those.  So  we  see  things  moving  in  the  right 
direction.  We  are  really  just  trying  to  make  sure  that  the  Congress 
and  particularly  the  Appropriations  Committee  is  aware  that  there 
is  a  very  strong  feeling  around  the  country  that  if  we  can't  control 
this  kind  of  expenditure  and  we  can  argue  over  the  definition  of 
what  it  is,  that  we  really  will  never  be  able  to  deal  with  the  na- 
tional debt  and  deficit  and  we  won't  be  able  to  bring  spending 
under  control.  I  think  you  have  the  other  argument  which  these 
things  are  so  small,  they  don't  really  matter  in  the  big  picture,  let's 
go  after  some  big  things  like  entitlements.  But  I  don't  see  how  you 
get  from  one  place  to  the  other. 
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Mr.  Lewis.  This  Member  very  much  agrees  with  that  general 
thrust  and  I  have  much  appreciation  for  the  work  of  the  Grace 
Commission  and  that  which  I  believe  that  the  Citizens  Against 
Government  Waste  is  about.  I  am  concerned  about  you  undermin- 
ing your  own  ability  in  connection  with  this. 

For  example,  this  subcommittee  on  more  than  one  occasion  in  the 
past,  has  not  only  reduced  spending  for  the  space  station  but  in- 
deed in  one  instance  we  cut  the  funding  out  entirely  and  yet  we 
find  those  recommendations  going  to  the  Floor  and  in  pretty  sizable 
numbers  on  a  bipartisan  basis,  the  Floor  reverses  that  position  re- 
flecting what  appears  to  be  a  pretty  broadly-based  public  interest 
in  our  exploration  of  space.  And  yet,  I  gathered  from  your  testi- 
mony that  space  station  would  qualify  as  pork. 

Mr.  SCHATZ.  It  doesn't  qualify  as  pork,  Mr.  Chairman.  It  qualifies 
as  something  that  we  don't  believe  the  country  can  afford  to  do 
right  now.  We  are  not  opposed  to  space  exploration.  We  are  simply 
saying  that  this  is  something  that  might  wait  until  the  deficit  gets 
back  down  do  earth,  as  well.  We  also  have  a  number  of  questions 
about 

Mr.  Lewis.  You  would  in  that  I  guess  presume  that  you  put  the 
money — and  there  is  lots  of  money  that  has  been  spent  in  the  past, 
on  the  shelf  and  just  hope  that  it  still  has  viability  when  we  can 
afford  it  some  time. 

Mr.  SCHATZ.  I  think  you  have  to  make  choices,  Mr.  Chairman. 
That  is  what  this  subcommittee  does.  It  is  ultimately  your  decision 
and  we  will  ultimately  do  what  we  need  to  do  in  terms  of  trying 
to  reduce  that  expenditure.  But  if  you  are  able  to  fit  it  in  with  ev- 
erything else  you  are  doing,  that  is  a  decision  you  come  to.  But  we 
may  disagree  with  that. 

If  you  are  barely  able  to  pay  your  mortgage,  you  are  not  going 
to  go  out  and  buy  a  Mercedes.  And  I  think  that  while  it  is  may  not 
be  a  Mercedes  anymore,  it  might  be  something  a  little  less  than 
that,  we  still  believe  it  is  not  something  the  country  can  afford 
right  now. 

ROLE  OF  COMMUNITY  DEVELOPMENT  BLOCK  GRANTS 

Mr.  Lewis.  And  I  don't  want  to  be  argumentative,  but  remember 
our  bill  involves  some  $90  billion  of  expenditure.  We  have  been 
over  the  track  about  seven  times  since  I  have  been  around  here. 
How  do  we  do  something  about  the  space  station?  The  House  has 
reversed  us,  the  Senate  has  taken  a  similar  position. 

And  yet  maybe  that  debate  has  distracted  us  from  housing  pro- 
grams that  maybe  need  review,  et  cetera,  et  cetera.  So  I  would  urge 
you  to  think  carefully  about  the  targets  that  we  develop  and  define 
as  "pork".  I  would  be  interested  in  some  specifics  about  how  you 
would  modify  the  community  development  block  grant  program  to 
reduce  the  funding  that  you  suggest  provides  substantial  resources 
to  "wealthy  areas  in  the  country." 

Mr.  SCHATZ.  Mr.  Chairman,  many  of  the  community  development 
block  grants  expenditures  have  gone  to  areas  that  simply  don't 
need  them  and  in  some  of  those  areas,  those  programs  have  been 
abused.  We  are  talking  about  funding  for  State  and  local  govern- 
ments for  rehabilitation  acquisition,  demolition  of  buildings,  et 
cetera.  This  was  the  subject  of  a  study  by  the  Inspector  General  at 
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HUD  that,  for  example,  in  Springfield,  Massachusetts,  there  was  a 
difference  of  $4.2  million  in  unexpended  fund  balances  in  the  city's 
records  and  HUD's  records  and  $500,000  of  expenditures  not  sup- 
ported by  the  city's  paperwork. 

There  is  improper  charging  of  expenditures,  administrative  costs 
in  Wichita  Falls,  Texas.  And  there  has  been  another  grantee  in 
Carolina,  Puerto  Rico  which  has  spent  more  than  $3.5  million  on 
16  projects,  of  which,  four  of  them  violated  the  statutory  require- 
ments that  grants  benefit  low  and  moderate  income  persons.  I 
think  it  is  time  for  a  very,  very  hard  look  at  the  community  block 
grant  program. 

If  we  are  going  to  have  one  to  at  least  target  it  to  those  areas 
most  in  need  as  opposed  to  spending  all  over  the  country  which  is 
one  way  that  programs  seem  to  survive,  if  everybody  has  a  stake 
in  it.  It  is  more  important  to  try  to  do  what  is  right. 

Mr.  Lewis.  I  have  taken  a  good  deal  of  the  committee's  time.  I 
do  want  to  note  to  my  Members  for  the  record,  that  it  is  my  inten- 
tion to  see  that  this  bill  does  not  have,  or  at  least  has  carefully 
evaluated  those  kinds  of  criteria  to  make  sure  that  we  give  priority 
to  areas  of  need  and  the  term  pork  will  not  apply  to  our  bill. 

Mr.  Stokes? 

POLITICAL  ROLE  OF  CAGW 

Mr.  Stokes.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Schatz,  a  while  ago  when  Mr.  Livingston,  our  committee 
chairman  was  here,  he  made  the  observation  that  this  is  the  first 
time  that  our  subcommittee  or  our  appropriation  subcommittees 
are  hearing  from  many  outside  groups  who  have  never  testified 
here  before.  Your  group  happens  to  be  one  of  those.  Mr.  Lewis  a 
few  moments  ago  named  a  few  others,  the  Heritage  Foundation, 
National  Taxpayers  Union,  CATO,  and  the  National  Rifle  Associa- 
tion. 

I  sit  on  the  Labor,  Health,  Human  Services  and  Education  Sub- 
committee. A  few  days  ago  we  heard  from  these  groups  that  I  have 
just  named  for  the  first  time  in  the  20  years  or  so  that  I  have  sat 
on  that  particular  subcommittee.  I  have  sat  on  this  subcommittee 
for  20  years  and  this  is  the  first  time  I  have  ever  heard  the  names 
of  these  groups  in  terms  of  testifying  before  us. 

And  so  perhaps  it  is  understandable  that  being  new  to  testifying 
here  that  you  raise  some  political  questions  that  we  are  a  little  un- 
accustomed to.  We  are  more  accustomed  to  witnesses  who  come  be- 
fore the  group  without  a  partisan  viewpoint  as  such.  They  gen- 
erally come  testifying  relatively  more  objectively  rather  than  point- 
ing towards  political  issues. 

I  raise  that  because  on  the  last  page  of  your  testimony,  you  talk 
about  building  upon  the  mission  of  Ronald  Reagan  and  Peter  Grace 
in  their  cost  control  efforts.  I  just  wonder  in  that  respect,  so  that 
we  can  give  validity  and  credibility  to  your  statement.  If  you  want 
us  to  ignore  totally  the  fact  that  when  you  are  talking  about  cost 
controls  under  the  Reagan  administration,  when  President  Reagan 
took  office,  the  national  debt  was  less  than  a  billion  dollars.  And 
when  he  left  office,  it  was  nearly  $4  billion.  Would  you  consider 
that  part  of  the  legacy  that  you  are  talking  about? 
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Mr.  SCHATZ.  Mr.  Stokes,  in  my  statement  I  was  talking  exclu- 
sively about  the  Grace  Commission  and  the  kinds  of  reforms  and 
improvements  that  the  Grace  Commission  proposed  and  that  this 
subcommittee  should  look  at  that,  particularly  financial  and  ac- 
counting systems  and  the  other  changes  that  have  been  discussed 
in  my  testimony.  It  was  not  an  allusion  to  Ronald  Reagan's  entire 
record.  It  is  simply  looking  at  the  Grace  Commission,  which  did 
produce,  according  to  the  official  records  of  the  Office  of  Manage- 
ment and  Budget,  at  least  $150  billion  in  savings. 

I  said  maybe  $100  billion  more,  because  a  lot  of  the  things  that 
the  Grace  Commission  recommended  were  actually  adopted  by 
Congress  in  a  bipartisan  fashion,  I  might  add,  like  military  base 
closings,  like  the  Chief  Financial  Ofiicers  Act  and  it  is  that  legacy 
that  I  am  specifically  discussing.  We  could  probably  debate  for 
hours  whether  Congress  ever  passed  the  spending  cuts  that  Ronald 
Reagan  said  would  be  passed  along  with  tax  cuts. 

^^o  is  at  fault?  I  don't  think  that  is  particularly  constructive  at 
this  time.  We  have  an  opportunity  to  make  some  permanent 
changes.  I  think  the  voters  spoke  very  clearly  in  November.  We  are 
not  a  partisan  organization.  In  fact,  Peter  Grace  served  President 
Kennedy,  served  President  Johnson,  President  Ford  and  President 
Reagan  in  advisory  capacities.  So  I  don't  see  a  partisan  attack  here 
in  any  way. 

Mr.  Stokes.  You  are  the  one  that  made  the  statement  here. 

Mr.  ScHATZ.  Right.  I  was  talking  about  the  Grace  Commission. 

Mr.  Stokes.  I  am  just  checking  your  statement.  You  mentioned 
the  mission,  the  legacy  of  Ronald  Reagan. 

Mr.  SCHATZ.  In  regard  to  the  Grace  Commission. 

Mr.  Stokes.  Correct? 

Mr.  ScHATZ.  In  regard  to  the  Grace  Commission. 

recommendations  to  reduce  the  defense  budget 

Mr.  Stokes.  Now  let  me  ask  you  this:  included  in  the  approxi- 
mately $500  billion  in  discretionary  spending  in  the  Department  of 
Defense,  which  comprises  about  one-half  of  the  discretionary  total. 
Have  you  made  any  specific  reductions  in  terms  of  reductions  that 
could  be  made  in  the  Defense  Department  budget? 

Mr.  SCHATZ.  Mr.  Chairman,  last  year  we  supported  a  vote  to  re- 
duce funding  for  the  C-17.  We  have  also  supported  votes  on  the 
Trident  missile.  We  are  looking  again  at  some  of  those  votes  this 
year.  We  have  also  supported  very  strongly  the  procurement  re- 
forms that  have  been  adopted  by  Congress  based  on  the  National 
Performance  Review. 

In  fact,  out  of  the  $424  billion  that  the  Grace  Commission  rec- 
ommended in  savings  over  three  years,  $120  billion  came  out  of  de- 
fense. So  we  have  certainly  not  ignored  it. 

We  simply  have  not  had  the  opportunity  to  come  before  that  sub- 
committee at  this  time.  It  seems  to  be  a  valid  point  to  me  if  the 
Congress  is  going  to  increase  spending  on  defense  that  it  should 
also  attempt  to  find  offsetting  cuts.  There  is  a  great  number  of 
nondefense  spending-related  in  the  Defense  Department.  And  there 
are,  as  this  committee  may  disagree  on  the  definition,  unauthorized 
projects  or  what  we  call  pork  barrel  projects  that  have  been  identi- 
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fied  by  Senator  Werner  as  additional  targets  for  reductions  to  help 
offset  the  cuts. 

SPECIAL  PURPOSE  GRANTS 

Mr.  Stokes.  You  have  had  some  discussion  here  with  our  chair- 
man, Mr.  Lewis,  relative  to  the  special  purpose  grants  that  we  put 
into  our  bill.  You  made  some  statements  with  reference  to  how  they 
got  into  the  bill.  And  you  are  correct  in  the  sense  that  we  did  not 
put  any  into  our  bill. 

The  Senate  did  put  them  in  at  conference  and  then  we  put  a 
number  of  them  in,  also.  But  in  order  to  have  the  picture  reflect 
the  accuracy  and  the  fairness  of  what  did  occur,  you  are  aware  of 
the  fact  that  we  brought  the  conference  report  back  to  the  House. 
We  had  extensive  debate  in  the  public  eye  with  reference  to  them, 
after  which  we  took  a  vote  and  Members  on  both  sides  of  the  aisle 
passed  it  by  a  substantial  vote.  You  are  aware  that  that  is  the  ac- 
tual record  and  all  that  was  done  in  the  open  and  not  behind  closed 
doors. 

Mr.  SCHATZ.  Well,  the  projects  themselves  were  added  in  con- 
ference. I  did  make  the  statement  that  there  was  a  vote,  this  189- 
10  to  keep  them  in  and,  yes,  there  was  an  opportunity  after  the 
fact  which  I  think  oftentimes  makes  it  a  lot  more  difficult  for  Mem- 
bers to  then  turn  around  and  say  no  to  their  colleagues. 

I  think  you  took  the  right  position  the  first  time  out  and  I  hope 
that  this  subcommittee  takes  that  position  again  this  year.  I  hope 
this  time  instead  of  going  into  conference  and  when  the  Senate 
adds  them  in  saying,  gee,  here  is  our  chance  to  add  more,  that  you 
simply  say  no,  we  will  not  even  agree  to  a  conference  report  that 
has  these  projects  included.  That  is  where  I  think  the  step  could 
have  been  taken  to  keep  it  from  getting  out  of  conference. 

Mr.  Stokes.  I  understand  your  point  of  view.  I  think  it  is  impor- 
tant also  for  the  public  to  understand  that  this  matter  was  well  de- 
bated in  the  open,  on  the  Floor  of  the  House  and  after  which  a  vote 
was  taken  which  was  also  a  public  vote;  am  I  correct? 

Mr.  ScHATZ.  Yes,  you  are  correct. 

Mr.  Stokes.  Now,  let  me  ask  you  this.  Even  if  we  were  to  extract 
all  of  the  special  purpose  grants,  the  $290  million,  that  wouldn't 
help  us  balance  the  Federal  budget,  would  it? 

Mr.  SCHATZ.  Can't  argue  with  that,  Mr.  Stokes.  But  the  principle 
of 

Mr.  Stokes.  You  have  answered  the  question. 

Mr.  SCHATZ.  Right. 

BALANCING  THE  BUDGET 

Mr.  Stokes.  Let  me  ask  you  the  next  question.  Actually  you 
know  in  order  to  balance  the  budget,  we  would  really  have  to  cut 
about  two-thirds  of  all  the  discretionary  programs,  wouldn't  we,  in 
order  to  balance  the  budget? 

Mr.  ScHATZ.  Well,  it  depends  on  how  you  divide  up  the  cutting. 
If  you  include  entitlements  and  you  include  everything  else  that  is 
out  there,  then  I  don't  think  you  need  to  do  two-thirds  of  the  dis- 
cretionary budget.  I  think  you  need  less  than  that. 

But  if  you  are  going  to  do  this,  it  should  be  done  in  a  fair  man- 
ner. And  I  know  many  of  the  Appropriations  Committee  members 
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make  a  point  that  a  lot  of  these  programs  have  been  squeezed  over 
the  years.  You  cannot  balance  the  budget  simply  by  cutting  them 
and  we  don't  say  that.  We  are  making  our  point  because  we  have 
been  asked  to  testify  here,  but  we  also  have  again  a  long  list  of 
cuts  that  cover  every — basically  every  program  except  social  secu- 
rity. 

Mr.  Stokes.  Lastly,  let  me  just  ask  you  this.  You  mentioned  the 
space  station,  concern  about  it.  The  space  station,  as  you  know,  is 
authorized. 

Mr.  SCHATZ.  Yes. 

Mr.  Stokes.  So  that  is  not  an  unauthorized  project. 

Mr.  SCHATZ.  Right. 

Mr.  Stokes.  And  in  terms  of  some  of  the  cabinet  offices  that  we 
have,  do  you  realize  that  there  are  periods  of  time  when  we  have 
actually  had  cabinet  offices  that  were  unauthorized  and  yet  they 
were  funded  by  the  Congress  for  a  period  of  time? 

Mr.  SCHATZ.  Yes.  Let  me  just  clarify  something,  because  I  think 
in  speaking  with  the  chairman  we  had  a  little  misinterpretation. 
The  space  station  is  not  considered  pork.  We  have  criteria  for  what 
we  call  pork  barrel  spending  and  special  purpose  grants  and  unau- 
thorized EPA  grants  that  fall  in  that  category,  but  we  also  look  at 
other  expenditures.  There  is  a  long  list,  as  I  said,  it  is  called  prime 
cuts.  It  is  not  part  of  what  we  call  the  pork  barrel. 

But  these  are  examples  of  expenditures  that  we  do  not  — by  the 
way,  they  are  not  our  ideas.  They  come  from  the  Congressional 
Budget  Office,  Office  of  Management  and  Budget,  the  President, 
and  other  outside  groups.  We  simply  compile  them  and  say  here 
are  some  options  as  to  how  to  cut  and  how  to  get  to  the  balanced 
budget.  Our  list  exceeds  $1.2  billion  over  five  years,  which  I  under- 
stand in  the  Republican  plan  is  more  than  enough  to  balance  the 
budget  and  provide  the  tax  cuts.  So  the  space  station  is  one  of  the 
many  options  on  that  list. 

It  is  also  something  we  have  taken  a  strong  interest  in.  We  were 
the  leading  group  on  the  semiconductor,  supercollider.  We  are  not 
opposed  to  all  the  big  science  projects.  But  in  this  case,  and  I  think 
in  both  cases,  we  believe  these  are  things  the  country  can't  afford 
to  do  right  now  and  there  are  some  real  questions  about  how  they 
are  going  to  work  and  what  we  are  going  to  get  out  of  them. 

Mr.  Stokes.  Thank  you,  Mr.  Schatz. 

Thank  you,  Mr.  Chairman. 

Mr.  Lewis.  Thank  you,  Mr.  Stokes. 

Mrs.  Vucanovich? 

Mrs.  Vucanovich.  Thank  you,  Mr.  Chairman. 

recommendations  for  the  states  role  in  public  housing 

Mr.  Schatz,  I  just  was  reading  again  through  your  statements 
and  talking  about  special  purpose  grants  and  community  block 
grants  and  so  forth,  and  in  your  recommendations  are  some  sugges- 
tions for  policy  changes,  you  talk  about  transferring  HUD  funds  to 
the  States.  Are  you  then  proposing  community  block  grants  or  are 
you  for  housing  to  the  States;  is  that  what  you  are  proposing? 

Mr.  Schatz.  Well,  we  are  talking  about  the  kind  of  process  that 
is  being  considered  I  think  all  over  Capitol  Hill,  which  is  giving 
more  authority  and  autonomy  to  the  States,  more  flexibility  in  how 
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they  spend  funds,  as  opposed  to  making  decisions  here  in  Washing- 
ton. 

Now,  as  to  the  level  of  that  funding,  I  honestly  don't  have  a  num- 
ber in  mind,  but  I  believe  that  we  need  to  take  a  serious  look  at 
how  these  funds  have  been  really  mismanaged  in  Washington  for 
many,  many  years  and  that  it  may  be  time,  maybe  starting  out 
slowly  but  eventually  going  all  the  way,  to  allow  the  States  to 
make  more  of  their  own  decisions  about  how  best  to  meet  the  needs 
of  their  citizens.  Whether  it  is  the  homeless  or  whether  it  is  the 
low-income  persons  in  need  of  housing. 

Mrs.  VuCANOViCH.  Well,  it  sounds  as  if  you  are  saying  something 
on  one  hand  and  the  reverse  on  the  other.  So  I  just  was  trying  to 
follow  whether  that  was  what  you  meant  or  not. 

Mr.  SCHATZ.  Well,  I  don't  think  we  should  be  transferring  pro- 
grams that  don't  work  to  the  States. 

Mrs.  VUCANOVICH.  Well,  that  is  maybe  what  we  need  to  expand 
on  then. 

Mr.  SCHATZ.  Exactly.  If  community  development  block  grants 
should  be  targeted,  then  maybe  only  certain  States  will  get  funds 
for  that  purpose.  That  is,  again,  a  decision  that  I  think  this  sub- 
committee and  the  Banking  and  Housing  Committee  need  to  make 
and  need  to  really  review  in  terms  of  how  the  money  is  being 
spent. 

Mrs.  VUCANOVICH.  I  have  no  further  questions,  Mr.  Chairman. 

Thank  you. 

Mr.  Lewis.  Thank  you,  Mrs.  Vucanovich.  Ms.  Kaptur? 

Ms.  Kaptur.  Thank  you,  Mr.  Chairman,  very  much. 

Mr.  Schatz,  I  read  your  statement  and  have  appreciated  your  tes- 
timony. On  page  one  you  refer  to  members  of  this  committee  as 
Power  Rangers  to  morph  the  mentality  of  the  Federal  Government. 
Let  me  just  put  on  the  record,  I  resent  that  reference  to  my  own 
work  on  this  committee.  Are  you  aware  of  which  corporation  owns 
Power  Rangers? 

Mr.  Schatz.  Honestly,  I  don't.  But  it  was  certainly  meant  as  an 
analogy  to  make  the  point  that  this  is  an  opportunity  to  make 
changes  that  it  has  not  had  in  many,  many  years. 

DISCUSSION  ON  VETERANS  AFFAIRS 

Ms.  Kaptur.  Well,  for  the  record,  Power  Rangers  is  owned  totally 
by  a  Japanese-based  corporation  named  Bandi  Corporation  that 
does  not  employ  a  single  production  worker  in  this  country.  They 
employ  all  of  their  workers  in  East  Asia,  paying  them  about  10 
cents  an  hour  and  they  ship  all  of  those  little  figurines  to  this  coun- 
try and  charge  anywhere  from  $5.99  to  $100  for  various  products 
and  take  all  those  profits  abroad.  Now,  there  are  a  few  derivatives 
that  they  give  license  to  be  produced  in  this  country.  But  for  some- 
one who  represents  a  district  like  mine,  I  find  that  reference  offen- 
sive. I  do  want  to  place  that  on  the  record. 

I  would  like  to  ask,  are  you  a  veteran? 

Mr.  Schatz.  No,  I  am  not. 

Ms.  Kaptur.  How  many  veterans  hospitals  have  you  ever  vis- 
ited? 

Mr.  Schatz.  I  have  not  been  in  a  veterans  hospital.  We  have  sev- 
eral veterans  on  our  staff,  however. 
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Ms.  Kaptur.  Well,  I  would  invite  to  you  come  to  my  community 
and  I  will  give  you  a  personal  tour  of  the  mother  hospital  in  the 
adjacent  State  of  Michigan  that  our  veterans  in  Ohio  use,  because 
you  reference  on  page  four  of  your  testimony,  the  Ann  Arbor  VA 
Medical  Center,  indicating  that  it  as  a  pig  project. 

I  would  like  you  to  come  with  me  down  the  wards  of  that  hos- 
pital and  I  would  like  you  to  meet  the  veterans  from  my  commu- 
nity that  have  to  wait  hours  and  travel  to  a  different  State  to  get 
health  services  that  they  were  promised  by  service  to  this  Nation. 
I  take  offense  at  what  you  say  there. 

Mr.  SCHATZ.  Well,  when  we  talk  about  these  projects,  we  are 
simply  talking  about  the  criteria.  We  are  not  saying  that  they  are 
unworthy  projects.  We  are  simply  saying  that  in  adding  money  in, 
it  violated  one  of  the  seven  criteria  which  obviously  we  are  in  dis- 
agreement about  on  this  subcommittee.  We  are  not  saying  it 
shouldn't  be  funded. 

What  we  are  saying  is  there  is  a  process  to  get  that  money  that 
in  this  case  the  determination  is  they  did  not  go  through  the  proc- 
ess. It  goes  through  the  regular  process  and  everybody  agrees  it 
should  be  spent,  that  is  another  issue.  It  is  not  saying  it  is  an  un- 
worthy project  at  all. 

Ms.  Kaptur.  Do  you  have  any  idea  that  is  the  oldest  tertiary  fa- 
cility in  the  United  States  of  America? 

Mr.  SCHATZ.  Well,  that  may  be  so,  Ms.  Kaptur.  But  the  fact  is 
that  we  simply  set  a  criteria  and  programs  go  above  the  budget  re- 
quest or  they  are  unauthorized,  if  they  are  added  in  by  one  body 
or  the  other,  that  is  the  way  we  set  up  the  criteria.  You  are  arguing 
with  the  criteria,  not  necessarily  the  project. 

Ms.  Kaptur.  Who  makes  the  decision  on  the  criteria? 

Mr.  SCHATZ.  We  work  this  out  with  the  Porkbusters  Coalition, 
which  was  headed  in  the  last  Congress  by  Congressmen  Fawell  and 
Penny  and  headed  by  Senator  Brown  over  in  the  Senate  and  there 
are  at  least  a  dozen  other  groups  outside  of  the  Congress  that 
worked  together  with  them  to  establish  this  list. 

Ms.  Kaptur.  My  invitation  stands.  And  I  would  like  to  ask  where 
is  your  organization,  the  Citizens  Against  Government  Waste, 
headquarteds? 

Mr.  SCHATZ.  In  Washington,  D.C. 

Ms.  Kaptur.  In  Washington,  D.C.  And  who  is  the  chair  of  your 
board? 

Mr.  SCHATZ.  Peter  Grace  and  Jack  Anderson  are  our  co-chairs. 

Ms.  Kaptur.  Where  does  Mr.  Grace  live? 

Mr.  SCHATZ.  He  lives  in  Florida. 

Ms.  Kaptur.  Where  in  Florida? 

Mr.  ScHATZ.  Boca  Raton,  Florida. 

Ms.  Kaptur.  Boca  Raton.  And  the  other  gentleman  is? 

Mr.  SCHATZ.  Jack  Anderson. 

Ms.  Kaptur.  Jack  Anderson. 

Mr.  ScHATZ.  Yes. 

Ms.  Kaptur.  Is  he  the  reporter? 

Mr.  SCHATZ.  Yes. 

Ms.  Kaptur.  And  in  which  congressional  district  do  you  reside? 

Mr.  ScHATZ.  In  the  District  of  Columbia. 
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Ms.  Kaptur.  Under  which  provisions  of  the  tax  code  is  your  orga- 
nization filed? 

Mr.  SCHATZ.  501(c)3. 

Ms.  Kaptur.  Do  you  pay  taxes? 

Mr.  SCHATZ.  Do  I  personally? 

Ms.  Kaptur.  No,  your  organization. 

Mr.  Schatz.  No. 

Ms.  Kaptur.  You  are  not  a  tax-paying  organization? 

Mr.  Schatz.  Nonprofit  organization. 

Ms.  Kaptur.  So  in  other  words,  your  organization  exists  because 
of  the  beneficence  of  the  people  of  the  United  States. 

Mr.  Schatz.  Well,  we  pay  the  same  postage  rates  as  everybody 
else  on  a  lot  of  our  mailings,  but  we  do  in  some  way  benefit,  like 
any  other  charitable  institution. 

Ms.  Kaptur.  But  the  public  considers  that  you  perform  some 
function  as  worthy  of  tax  exemption  status. 

Mr.  Schatz.  That  is  correct. 

Ms.  Kaptur.  I  would  like  to  know  what  you  meant  by  your  state- 
ment we  ought  to  stop  overbuilding  VA  hospitals. 

Mr.  Schatz.  Well,  in  the  last — find  this  in  my  testimony.  In  the 
last  Congress,  the  Veterans  Affairs  was  given  $356  million  in  major 
construction  projects.  Again,  we  have  nothing  against  them  but  it 
is  simply  an  amount  that  was  three  times  what  the  Veterans  Af- 
fairs department  requested  for  fiscal  year  1995  and  we  can  argue, 
as  the  chairman  has  argued,  that  maybe  the  Department  isn't 
aware  of  what  really  needs  to  be  done.  But  we  have  made  our  cri- 
teria and  that  has  simply  went  above  one  of  our  criteria. 

Ms.  Kaptur.  Is  your  statement  overbuilding  VA  hospitals  a  little 
bit  inaccurate  or  are  you  talking  about  related  VA  facilities? 

Mr.  Schatz.  We  are  talking  about  the  tripling  of  these  requests 
for  construction  projects  in  this  particular  appropriation  year. 

Ms.  Kaptur.  Would  you  want  to  take  a  guess  at  how  many  VA 
hospitals  we  have  built  in  the  last  five  years? 

Mr.  Schatz.  I  honestly  don't  know  the  answer  to  that. 

Ms.  Kaptur.  How  about  zero?  Full  hospitals.  The  last  one  we 
built  was  one  in  Florida.  And  that  was  over  the  last  10  years  large- 
ly because  of  the  movement  of  our  retirement  population  to  Florida. 
But  we  have  not  had  the  construction  of  new  facilities.  So  I  would 
guess  that  some  of  the  numbers  you  are  talking  about  there  relate 
to  parking,  relate  to  renovation  of  operating  rooms  that  have  no  air 
conditioning,  such  as  the  one  in  Ann  Arbor  that  you  reference  in 
your  testimony  there.  My  guess  would  be  that  your  statement  may 
be  a  bit  inaccurate  in  terms  of  the  way  you  reference  the  kind  of 
construction  that  has  been  going  on  in  the  VA  system. 

Mr.  Schatz.  I  appreciate  that,  that  correction  will  stand. 

Ms.  Kaptur.  I  just  want  to  end  with  a  statement  that  you  talk 
about  many  of  these  programs  being  cashed  out  to  the  State. 

Just  for  the  record,  in  my  own  State  of  Ohio,  our  State  budget 
is  about  $14  billion  a  year,  $14  billion.  That  is  the  State  of  Ohio. 
The  Federal  Government,  in  the  last  year,  not  counting  direct  pay- 
ments to  individuals,  has  been  able  to  support  our  State  with  an 
additional  $7.5  billion  of  assistance  just  in  the  area  of  grants, 
grants  and  loans.  And  that  is  a  pretty  substantial  contribution  of 
the  Federal  Government  to  the  State  of  Ohio. 
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Excuse  me,  I  have  to  check  my  watch.  It  is  a  loud  one. 

So  when  you  suggest  that  this  money  to  the  States,  I  say  with 
all  due  respect  to  my  colleague  from  Cleveland,  the  reality  is  in  the 
State  of  Ohio  that  there  are  three  communities  that  largely  benefit 
from  the  State  being  there.  They  are  not  the  ones  that  I  come  from. 

There  is  basically  another  corridor  we  call  the  three  C's  in  Ohio. 
So  I  don't  have  quite  as  much  faith  that  my  State  government  will 
pay  attention  to  my  corner  of  the  State  as  you  do.  In  fact,  I  know 
it  doesn't.  And  so  I  am  not  quite  as  comfortable  with  saying  to  the 
State  of  Ohio:  don't  trust  the  Federal  Government,  trust  us.  I  am 
here  because  I  am  here  to  help  the  people  of  my  community  be- 
cause others  don't.  And  so  for  the  record,  let  me  just  say  that  I  am 
a  little  more  hesitant  about  turning  over  all  these  powers  to  the 
State  thinking  that  they  have  some  greater  vision  on  how  to  help 
all  parts  of  our  State  than  perhaps  those  of  us  who  serve  at  the 
Federal  level  and  try  to  make  up  for  the  mistakes  that  are  made 
at  the  State  level  and  also  the  lack  of  attention  to  areas  that  des- 
perately need  attention. 

Let  me  tell  you  my  State  at  the  moment  cannot  clean  up  the  Ot- 
tawa River  in  my  district,  which  is  the  worst  environmental  toxic 
site  in  the  State  of  Ohio.  My  State  can't  do  a  thing  about  it.  They 
are  looking  for  us  to  find  the  money.  We  don't  have  the  money,  as 
you  say  in  your  testimony.  We  are  short. 

We  don't  have  the  money  for  rural  water  and  sewer  improve- 
ments and  safe  drinking  water.  All  my  small  town  mayors  and 
township  trustees,  we  don't  have  the  money.  They  are  at  my  door 
every  week  in  my  district.  I  can't  help  them  and  my  State  won't 
help  them.  We  don't  have  the  money  for  industrial  site  cleanup  in 
my  community.  The  State  doesn't  have  the  money. 

We  are  cutting  back,  we  don't  have  the  money.  So  I  appreciate 
your  testimony  to  a  certain  extent.  My  invitation  stands  to  visit  our 
veterans'  facilities  in  our  region,  and  I  am  looking  forward  to  hav- 
ing you  again. 

Mr.  Lewis.  Thank  you,  Ms.  Kaptur. 

Mr.  SCHATZ.  Thank  you. 

Mr.  Lewis.  We  do  have  a  vote  on.  It  involves  a  journal  vote. 

I  would  suggest  to  the  Members  that  we  have  two  additional  wit- 
nesses before  we  break  at  noon.  When  we  come  back,  we  will  try 
to  exercise  the  five-minute  rule,  go  to  Mr.  Walsh  and  try  to  con- 
clude this  process.  If  you  go  out  and  vote  and  come  right  back,  we 
would  appreciate  it. 

[Recess.] 

Mr.  Lewis.  I  think  we  will  go  back  to  work. 

Mr.  Knollenberg? 

possibilities  of  space  shuttle  privatization 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman.  I  have  a  fairly 
brief  question  I  think  we  can  cover  pretty  quickly,  Mr.  Schatz.  In 
your  written  testimony  and  I  think  you  have  had  some  conversa- 
tion with  the  chairman  and  others  about  the  NASA  budget.  It  is 
pretty  clear  to  me  that  your  statement  says  stop  soaking  up — soak- 
ing is  the  word — up  NASA's  budget  with  the  misdirected  space  sta- 
tion. It  suggests  that  we  might  want  to  zero  it  out  or  eliminate  it. 
And  if  that  is  the  case,  would  you  also  have  any  comment  about 
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privatizing  the  shuttle.  There  has  been  some  talk  of  that.  I  think 
the  chairman  of  that  subcommittee,  has  talked  about  that.  Would 
you  comment  on  both? 

Mr.  SCHATZ.  Starting  with  the  last  one  first,  on  the  shuttle,  it 
was  actually  a  Grace  Commission  recommendation  to  look  into 
privatizing  the  space  shuttle;  one  of  those  recommendations  that 
had  been  around  for  many,  many  years  and  it  may  be  time  to  look 
very  closely  at  that.  In  regard  to  the  space  station,  we  have  sup- 
ported amendments  over  the  last  two  years  to  both  cut  it  and  put 
to  the  money  into  NASA  or  cut  it  entirely  and  have  the  funds  go 
to  the  deficit.  It  seems  to  me  either  option,  again  in  our  opinion, 
would  be  a  better  use  of  our  tax  dollars. 

Mr.  Knollenberg.  Do  you  think  it  is  possible  to  privatize  the 
shuttle? 

Mr.  SCHATZ.  I  have  honestly  not  looked  closely  at  that  rec- 
ommendation for  some  time.  But  I  can  certainly  provide  it  to  you 
and  the  subcommittee  in  terms  of  what  the  Grace  Commission  pro- 
posed, what  ideas  they  might  have  had. 

Mr.  Lewis.  If  you  would  we  would  put  it  in  the  record. 

Mr.  ScHATZ.  Be  happy  to  do  that. 

Mr.  Knollenberg.  I  would  like  you  to  do  that. 

Mr.  ScHATZ.  Absolutely. 

Mr.  Knollenberg.  I  think  it  would  help  us  look  at  that  issue. 

Mr.  SCHATZ.  Sure  be  happy  to  do  that. 

[The  information  follows:] 


II.   ISSUE  AND  RBCOMMENDATIQH  SUMMARIES  (CONT'D) 


C.   NATIONAL  AEROKAUTIC5  AND  SPACE  ADMINISTRATION 

PRIVATE  3;   PRIVATIZATION  OF  NATIONAL  SPACE 
TRANSPORTATION  SYSTEM 


Iflsue  and  Savings 

Can  the  fifth  Space  Shuttle  and  Expendable  Launch 
Vehicles  (BLVs)  of  the  National  Aeronautics  and  Space  Admin- 
istration's (NASA)  National  Space  Transportation  System 
(NSTS)  be  privatized? 

Privatizing  space  launching  services  could  enable  NSTS 
to  increase  the  economic  base  of  the  United  States,  compete 
more  effectively  with  foreign  competitors,  and  strengthen 
U.S.  space  leadership. 

By  accepting  private  sector  investors  in  a  fifth  space 
shuttle,  the  Government  could  receive  $460  million  in  annual 
cost  avoidances  for  five  years.   Three-year  cost  avoidances 
total  $1,522.6  million.   While  not  estimated,  private  sector 
participation  in  other  shuttles  and  ELV  systems  could  yield 
other  cost  avoidances. 


Background 

The  U.S.  Government's  NSTS  is  the  sole  U.S.  launch 
system  for  both  civilian  and  military  space  missions.   NSTS 
under  NASA  represented  approximately  $3.6  billion  in 
expenditures  in  fiscal  year  1983  and  has  a  proposed  FY   1984 
budget  of  $3.5  billion. 

The  Privatization  TasX  Force  has  focused  on  the  shuttle 
and  ELV  systems,  the  largest  components  of  NSTS.   The  Space 
Shuttle  program  was  developed  by  NASA  with  extensive  indus- 
trial contractual  involvement  and  currently  has  two  opera- 
tional shuttles  and  funding  for  two  additional  shuttles  to 
be  completed  by  1986.   The  shuttle  is  the  first  reusable 
space  launch  vehicle,  wtiile  expendable  launch  vehicles  are 
non-reusable  and  provide  one-time  launch  capability.   ELVs 
complement  the  Space  Shuttle  in  meeting  the  need  for  space 
launch  services .   The  comomunications  satellite  industry 
represents  the  primary  commercial  customer  of  space  launch 
services . 
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National  space  policy  --  The  precedent  for  NASA  to 
provide  apace  launching  services  to  private  sector,  domestic 
commercial  users  for  a  fee  was  set  under  the  Communications 
Satellite  Act  of  1962,  P.L.  87-624.   A  U.S.  launch  policy  in 
1972  directed  NASA  to  provide  on  a  nondiscriminatory  and 
reimbursable  basis  satellite  launch  assistance  to  other 
countries  and  international  organizations . 

In  1972,  President  Nixon  endorsed  the  Space  Shuttle 
development  program,  which  was  expected  to  enable  the  United 
States  to  achieve  a  worTcing  presence  in  space  by  making 
space  transportation  available  routinely.   The  approval  of 
the  Space  Shuttle  was  based  on  the  phaseout  of  all  ELVs  of 
the  Federal  Government.   ELVs,  due  to  their  non-reusable 
nature,  represent  a  more  expensive  launch  system.   The 
phaseout  of  ELVs  would  support  the  program  goal  of  cost- 
effective  access  to  space  with  a  reusable  system. 

On  July  4,  1982.  President  Reagan  announced  a  national 
Bpace  policy  that  would  set  the  direction  of  U.S.  efforts  in 
space  for  the  next  decade.   This  policy  reaffirmed  the 
national  commitment  to: 

o    strengthen  the  security  of  the  U.S.? 

o    maintain  U.S.  space  leadership; 

o    obtain  economic  and  scientific  benefits  through 
the  exploitation  of  space? 

O     expand  U.S.  private  sector  investment  and  involve- 
ment in  civil  space  and  space-related  activities; 

o    promote  international  cooperative  activities  in 
the  national  interest ;  and 

o    cooperate  with  other  nations  in  maintaining  the 
freedom  of  space  for  activities  that  enhance  the 
security  and  welfare  of  mankind. 

This  policy  established  that  the  Space  Shuttle  is  the 
primary  space  launch  system  of  the  United  States  and  is  to 
serve  both  Federal  Government  and  private  sector  users.   The 
program's  first  priority  is  to  make  the  shuttle  system  fully 
operational  and  cost-effective  while  providing  routine 
access  to  space.   Launch  priority  is  to  be  given  to  national 
security  missions.   This  policy  also  revised  the  previous 
CJovernment  phaseout  of  ELVs  and  is  continuing  elv  operations 
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until  the  shuttle  capabilities  are  sufficient  to  meet  its 
needs  and  obligations. 

Space  Shuttle  program  —  the  Space  Shuttle  program  is 
directed  to  serve  all  Federal  Government  agency  launch  needs 
for  payloads  in  the  shuttle  range  and  to  foster  interna- 
tional cooperation.   The  shuttle  is  manned  and  offers  capa- 
bilities not  available  with  unmanned  ETLVs .   These  capabili- 
ties include  retrieval  of  satellites,  experiments  and  equip- 
ment for  reuse,  maintenance  and  repair  in  orbit,  and  reuse 
of  space  laboratories.   The  shuttle  can  carry  up  to  65,000 
pounds  of  payload  into  lower  Earth  orbit  (150  miles  out  from 
Eai^h)? carry  a  crew  of  three  to  seven  people;  and  orbit  up  to 
seven  days.   Each  shuttle  can  be  refurbished  for  reuse  for 
an  estimated  100  missions.   The  primary  launch  and  landing 
facilities  are  at  Kennedy  Space  Center,  Florida,  and 
Vandenberg  Air  Force  Base.  California  (expected  to  be 
completed  in  1986) . 

The  currently  funded  four-shuttle  fleet  was  originally 
conceived  to  be  composed  of  a  minimum  of  five  vehicles  and  a 
maximum  of  nine  in  order  to  satisfy  estimated  launch  needs 
through  the  1990s.   The  shuttle  program's  first  operational 
mission  was  completed  in  November  1962.   This  was  the  fifth 
mission  of  the  first  shuttle  which  launched  two  commercial 
communication  satellites.   The  moat  recent  mission,  the 
second  flight  of  the  second  shuttle,  took  place  in  June  1983. 


Expendable  Launch  Vehicles  —  NASA's  ELVs  are  the 
Scout,  Delta  and  Atlas/Centaur;  the  Department  of  Defense's 
(DOD)  ELV  systems  are  the  Atlas  E/P  and  the  Titan.   These 
ELV  systems  differ  in  payload  capacity  and  orbital  capa- 
bility.  For  example,  the  Delta  can  carry  approximately 
7,909  pounds  to  lower  Earth  orbit  while  the  Titan,  the 
Government's  largest  ELV,  can  handle  about  29,490  pounds. 
During  the  transition  to  the  reusable  shuttle,  the  Delta  and 
Titan  ELVs  will  serve  as  launch  bacl^ups .   The  planned  sche- 
dule for  ELV  phaseout  is  1986.   However,  NASA  and  DOD  are 
now  reconsidering  their  ELV  phaseout  policy. 

H3T3  budget  —  in  late  1977,  the  Government  decided  to 
limit  the  Space  Shuttle  program  to  a  four-shuttle  fleet. 
From  FY  1979  through  FY  1983,  NASA's  budget  requests  have 
included  funds  for  the  fifth  shuttle,  but  the  Administra- 
tions and  Congress  have  denied  these  funds.   Federal  funding 
for  the  fifth  shuttle  has  not  been  included  in  the  Reagan 
Administration's  FY  1984  budget  for  NASA. 
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The  Space  Transportation  System  (STS)  portion  of  NASA*' a 
budget  for  research  and  development  programs  is  as  follows t 

NASA  RESEARCH  AND  DEVELOPMENT  PROGRPiMS 

Space  Transportation  System  (STS)  Budget 
($  000s) 


Budget  plan 


Direct  program  FY  1982 FY  1983 FY  1984" 

activities  actual   current  estimate   estimate 

STS  capability 
development  92,638,350     92,144,100     $1,927,400 

STS  operations  466,500      1,453.700      1, 570, 600 

Total  STS  $3,104,850     $3,597,800      $3,498.000 

STS  capability  development  represents  funding  for  the 
national  fleet  of  space  shuttles  (i.e..  the  shuttle  produc- 
tion contract  for  the  third  and  fourth  shuttles) .   STS 
operations  include  the  budget  for  shuttle  launch  and  landing 
operations  and  ELVs. 

While  NASA's  FY  1984  budget  does  not  make  a  commitment 
to  a  fi^th  shuttle,  it  includes  $100  million  for  structural 
spares  and  components  for  the  shuttle  fleet  (e.g.,  wings, 
fuselages,  cargo  doors).   This  essentially  maintains  the 
option  for  procurement  of  a  fifth  Space  Shuttle  as  these 
components,  in  total,  make  up  a  complete  orbiter* 

NASA's  FY  1984  budget  for  ELVs  is  $50  million,  dedi- 
cated solely  to  the  Delta  ELV.   A  portion  of  the  $50  million 
budget  is  allocated  for  the  procurement  and  launching  of  at 
least  two  Deltas  for  Government  users.   Currently,  the  Delta 
production  line  is  being  closed  down  and  presumably  there 
will  be  no  future  NASA  budget  funding  for  this  system. 

The  Air  Force's  Missile  Procurement  FY  1984  budget 
allocates  $26.6  million  for  the  Space  Boosters  Program, 
which  includes  the  inertial  upper  stages.   The  FY  1984 
budget  for  Space  Boosters  has  been  drastically  cut  bacK  from 
the  $71  million  allocated  in  FY  1903.   This  is  partly  due  to 
the  absence  of  FY  1984  funding  for  the  Air  Force's  Titan  and 
Atlas  E/F  ELVs.   Despite  this  situation,  DOD  officially  has 
not  made  a  final  decision  on  the  phasing  out  o£  the  Air 
Force's  ELVa. 
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Most  recently/  a  Presidential  directive  was  issued  on 
May  16,  1983  that  allows  private  firms  to  buy  parts  and 
Government-owned  plans  for  ELV  rockets  at  cost,  as  well  as 
pay  for  the  use  o£  Govornmant  launch  pads,  equipment  and 
engineers.   It  was  suinmarized  that  "...partnership  between 
the  U.S.  private  sector  and  the  U.S.  Government  win  streng- 
then the  U.S.  space  launch  capability,  develop  a  major  new 
industry,  contribute  favorably  to  the  U.S.  economy,  and 
maintain  leadership  in  apace  transportation."   Impetus  for 
this  new  mode  of  operation  came  from  the  belief  that  the 
European  Ariane  ELV  system  may  get  an  edge  if  the  U.S.  Govern- 
ment does  not  help  American  firms,  anxious  to  put  satellites 
into  space,  by  offering  the  use  of  spare  parts  and  facili- 
ties. 


Methodology 

The  Task  Force  interviewed  the  following  people: 

O    Assistant  Associate  Administrator,  Office  of  space 
Flight,  NASA; 

O    Director  of  Space  Science  Office,  the  Office  of 
Management  and  Budget ; 

o    President,  American  Institute  of  Aeronautics  and 
Astronautics  (AIAA); 

o    Director,  Washington  Office,  European  Space 
Agency;  and 

o    representatives  of  Satellite  Business  Systems, 
McLean,  Virginia. 

We  analyzed  the  following  key  documents: 

o    Civilian  Space  policy  and  Applications,  Office  of 
Technology  Assessment,  U.S.  Congress,  December 
1982; 

o    The  Weed  for  an  Increased  Space  Shuttle  Orbiter 
Fleet,  Report  (based  on  >iearings  held  June  1982) 
of  the  Subcommittee  on  Spaoe  Science  and  Appli- 
cations, Committee  on  Science  and  Technology,  U.S.- 
House  of  Representatives,  97th  Congress,  December 
1982; 

o    United  States  Civilian  Space  Programs,  1958-1978, 
Report  of  the  Committee  on  Science  and  TiechnoLogy, 
U.S.  House  of  Representatives,  January  1981; 
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Issues  Concerning  the  Future  Operat,ion  of  the 
Space  Transportation  System,  General  Accounting 
C^fics/  December  1982; 

Projection  of  Non-Federal  Demand  for  Space  Trans- 
portation Serviceg  Through  2000.  An  AXAA  Assess- 
rnent  for  the  Office  of  Science  and  Technology 
Policy,  The  White  House,  AIAA,  January  1981; 

Enterprise?   The__U8e_of_  _the_  Shuttle  in  Our  Future^ 
Spac e  .Programs ,  Dr.  Jerry  Grey,  1979; 

Jaganese  Industrial  Policies  and  the  Development 
of  High-Technology  Industries;  Computers  and 
Aircraft 7  international  Trade  Administration,  U.S. 
Dept.  of  Commerce,  February  1983;  and 

NASA  Budget  Submissions  FY  1983-1984. 


Findings 

Space  industry  market  potential  --  the  space  industry 
represents  the  world^'s  next  major  advanced  technological" 
6ugine83~"f rontier  and  an  important  economic  base  for  the 
United  States  and  other  developed  countries.   Currently,  the 
United  States  is  a  leader  in  the  space  industry  market.   An 
important  support  service  needed  for  the  development  of  the 
space  industry  Is  space  transportation.   The  U.S.  Space 
Shuttle  system,  in  particular,  is  essiential  to  the  develop- 
ment of  future  commercial  space  activities,  as  the  shuttle 
is  capable  of  carrying  larger  and  more  complicated  payloads 
into  space  than  conventional  ELVa .   For  example,  the  shuttle 
would  be  instrumental  in  the  construction  of  permanent 
orbiting  space  stations  as  well  as  facilities  for  roanufac-. 
turlng  and  solar  energy  generation. 

A  commercial  world  market  for  space-related  industries 
already  exists  I   Three  major  market  segments  are" the  satal- 
lite  iridustry,  space  launching  services,  and  Materials  Pro- 
cessing in  Space  (MPS).   Due  to  the  growth  and  developing 
nature  of  these  industries,  it  is  difficult  to  obtain  con- 
sistently agreed->upon  dollar  estimates  of  these  market 
segments.   The  satellite  business  industry  is  represented 
mainly  by  communication  sotellitee  that  are  used  for  such 
functions  as  data  transmission.   ELVs  are  the  major  space 
launch  hardware  used,  as  they  have  been  operational  longer 
than  the  Space  Shuttle  system,  provided  only  by  the  United 
States.   ELV  space  launching  services  are  dependent  primar- 
ily on  an  increased  need  for  communication  satellite 
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launches,  while  the  shuttle  would  also  benefit  significantly 
from  increased  space  science  research  and  space  applications 
such  as  MPS.   The  most  recent  space  application  technology, 
MPS  represents  manufacturing  in  the  near-zero  gravity 
environment  o£  space  that  may  produce  new  alloys  and 
unusually-pure  crystals,  drugs  and  lenses.   It  is  expected 
that/  When  it  is  proven  to  be  viable  commercially,  MPS  will 
become  a  major  space  industry  requiring  the  construction  of 
orbiting  manufacturing  facilities. 

Foreign  competition  in  space  transportation  services  -- 
in  the  past  25  years,  the  United  States  has  maintained  a 
virtual  monopoly  on  space  launch  services-   Recently,  how- 
ever, Europe  and  Japan  have  developed  space  launch  activi- 
ties to  the  point  of  challenging  the  (J.'S7  Cooperative 
government/ industry  arrangements  that  include  major  incen- 
tives are  the  primary  reason  for  the  growth  of  these  foreign 
programs. 

Commercial  European  space  launch  activities  are  con- 
ducted by  Arianespaee,  a  private  firm  created  and  subsidized 
by  the  European  Space  Agency,  NASA's  equivalent,   Ariane- 
spaee does  not  require  customers  for  its  Ariane  EXV  launches 
to  pay  until  revenue  is  generated  from  the  launched  satel- 
lite's operations,  whereas  NASA  requires  full  payment  before 
shuttle  launch.   Currently,  Arianespaee' s  att-ractive  financ- 
ing terms  have  led  American  firms  such  as  Western  Union  and 
GTE  to  sign  contracts  for  Ariane  ELV  launches- 

The  ability  to  provide  high-quality  products  at  reduced 
prices  is  expected  to  give  Japan  an  edge  over  Europe  and  the 
United  States  in  marketing  commercial  services  to  meet  the 
developing  telecommunication  needs  of  Third  World  countries. 
This  .competitive  edge  is  the  result  of  the  successful  and 
elaborate  cooperative  network  established  by  the  Japanese 
government  with  industry  utilizing  measures  such  as  coordin- 
ation, financial  assistance  and  Incentives,  encouragement 
and  support,  and  selective  suspension  of  legislated  rules  of 
behavior,  such  as  antitrust  regulations. 

Reasons  for  privatization  of  WSTS  —  NASA  does  not  see 
the  near-ter-m  operational  transfer,  in  part  or  whole,  of  the 
Space  Shuttle  system  to  the  private  sector  as  feasible.   The 
near  term  is  defined  as  through  1986,  the  time  frame  through 
which  the  initial  operational  capability  of  the  shuttle 
program  is  expected  to  be  demonstrated.   NASA,  however,  does 
not  preclude  transfer  of  the  current  ELV  operations  to  the 
private  sector  after  1984. 
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The  House  Subcomn)it.tee  on  Space  Science  and  Applica- 
tions in  a  December  1982  reporr  emphasized  the  need  for  an 
increased  Space  Shuttle  orbiter  fleet  and  encouraged  private 
sector  involvement  as  demonstrated  in  the  quote  below: 

NASA  must  become  more  'customer-oriented'  to 
sustain  and  increase  the  market  for  Shuttle 
usage . 

Recommendation ;   NASA  should  continue  to 
encourage  more  active  involvement  and  invest- 
ment o£  the  private  sector  in  civil  space 
activities.   NASA  should  see);  greater  private 
sector  participation  in  Space  Shuttle  market- 
ing activities. 

The  Office  of  Technology  Assessment  (OTA)  in  a  June 
1982  report  stated  that: 

Although  the  Federal  Government  must  continue 
to  play,  an  important  part  in  space,  it  cannot 
do  the  pob  by  3.t5el£  .   The  twin  £  actors  ot  """ 
diminishing  Federal  resources  for  civilian 
space  activities  and  the  dynamic  qualities  of 
the  prxvatB  sector  make  it  important  that  the 
private  sector  participata  more  actively  in 
U.S.  space  efforts.   A  great  part  of  the 
success  of  the  European  and  Japanese  programs 
results  from  their  institutional  arrangements 
within  which  private  and  public  sectors  can 
work  well  together.   [Emphasis  added  by  OTA.] 

Generic  arguments  for  NSTS  privatization  —  our 
research  on  this  issue  has  uncovered  ma'^or  generic  arguments 
in  support  of  privatization  of  nSTS,  which  are; 

o    private  sector  investment  in  NSTS  will  reduce  the 
burden  on  U.S.  taxpayers; 

o    the  private  sector  will  offer  commercial  compe- 
tition in  space  launching  services.   In  contrast, 
the  Federal  Government  has  been  criticized  for 
being  slow  to  make  significant  policy  changes  and 
seemingly  unwilling  to  compete  in  space  in  the 
last  decade; 

o     the  private  sector's  profit  motive  and  willingness 
to  accept  risks  could  lead  to  aggressive  manage- 
ment, operational  efficiencies  and  reduced  costs; 

o    the  private  sector  has  greater  flexibility  in  the 
areas  of  management,  marketing  and  financing; 
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o    private  sector  involvement  will  increase  cus- 
feoroars*  confidence  in  NSTS  as  the  program  will 
not  be  subject  to  the  Federal  Government's  annual 
funding  review  process  and  budget  constraints:  and 

o    private  sector  activity  in  NSTS  could  free  up 

HASA  for  moce  research  and  development  (R&D)  ac- 
tivity and  allow  Federal  funds  to  be  reallocated 
to  other  developmental  space  projects. 

Private  sector  interest  in   space  transportation  aer- 
vices  —  industry  experts  estimate  that  the  U.S.  Government's 
present  capability  foe  space  launch  servicea  is  not  suffi- 
cient  to  meet  the  total  demand  for  these  services  through 
the  1980b^   In  particular,  it  ia  projected  that  private 
sector  demand  will  not  be  met  due  to  the  priority  given  to 
the  requirements  o£  military  and  other  Government  users. 
The  private  sector  has  responded  to  this  supply-demand  gap 
by  submitting  proposals  to  NASA  for  various  commercially 
produced  space  transportation  services. 

Three  key  proposals  among  these  should  be  noted.   The 
first,  by  the  Space  Transportation  Company,  Inc.  (Space- 
Tran) ,  would  fund  a  commercial  ocbiter  with  up  to  $1  billion 
in  funds.   SpaceTran  is  a  for-profit  consortium  of  private 
sector,  non-aerospace  firms  that  generally  proposes  to: 

o    purchase  a  fifth  shuttle  with  private  funds 
raised  in  the  United  States; 

0    contract  for  all  commercial  and  foreign  uses 
of  the  fifth  shuttle; 

o    contract  with  NASA  for  launch  support  services; 
and 

o    make  the  fi^th  shuttle  available  to  dod  for  emer- 
gency use. 

SpaceTran  does  not  propose  any  exclusive  arrangements 
to  fund  additional  orblters  or  to  market  commercial  and 
foreign  payloads.  Currently,  NASA  is  continuing  its  review 
of  SpaceTran 's  proposal,  which  was  initially  submitted  in 
February  1982  and  revised  in  May  1982. 

In  198d,  a  second  key  proposal  was  made  to  NASA  for 
the  contmercial  operation  of  the  Government's  largest  capa- 
city ELV,  the  Titan  III.   The  Fedex  Space  Transportation 
Co.,  a  joint  venture  between  Federal  Express  Corp.  and 
Martin  Marietta  Corp.,  the  manufacturer  o£  the  Titan,  pro- 
poses the  Titan  ELV  as  a  commercial  launch  vehicle  for 
domestic  launch  customers  and  for  Intelsat,  the  largest 
non-Government  user  of  ELVs. 
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A  third  key  proposal  was  by  Space  Services,  Inc.  to 
'operate  the  first  commercial  space  launch  service  of  a  new 
launch  system.   In  September  1982,  Space  Services  conducted 
the  first  major  private  sector  launching,  the  conestoga  I 
ELV  into  below  lower-Earth  orbit  from  a  privately ^operated 
launch  aite.   The  company's  proposal  engaged  the  appropriate 
Federal  Government  agencies  in  a  complex  regulatory  and 
approval  process  with  NASA  providing  technical  advice. 

Precedent  for  Government  transfer  of  technology  to  the 
private  "sec'tqc:  -"   traditional ly>  Federal  research  and  devel- 
opment funds  have  been  used  to  create  new  technologies  that 
have  been  tranaf  erred  to_the_privHLte  sector  f  ox  _commercial 
application.   Initial  development" of  the  aviation  transpor- 
tation industry,  for  example,  was  begun  through  the  U.S. 
Postal  Service's  air  mail  fleet.   Private  aviation  firms, 
realizing  the  potential  commercial  benefits  of  aviation 
transportation,  purchased  equipment,  trained  a  new  labor 
force,  and  continued  research  for  new  technology.   Over 
time,  the  role  of  the  Government  was  changed  from  being  a 
provider  and  producer  of  aviation  services  to  that  of  an 
industry  regulator. 

In  the  near  future,  the  Government-Developed  space 
technology  of  weather  monitoring  and  remote  sensing  satel- 
lites may  be  transferred  to  the  private  sector.   In  March 
1993,  the  Reagan  Administration  proposed  to  sell  the  Gov- 
ernment's four  civilian  weather  satellites  and  its  remote 
sensing  (Landsat)  satellite  to  the  private  sector.   The  plan 
called  for  U.S.  companies  to  make  competitive  bids  for 
owning  and  operating  either  one  or  both  of  the  satellite 
systems. 

Weed  identified  for  additional  shuttles  --  the  Space 
STiuttle  program  has  reached  an  initial  operational  stage 
with  proven  technology.   The  Government  is  at  a  crucial 
point  in  deciding  whether  or  not  to  procure  additional 
shuttles,  as  there  exists  a  positive  correlation  between  the 
nunOser  of  shuttles  and  the  shuttle  program's  future 
operational  success. 

A  strong  case  for  a  fifth  Space  Shuttle  is  made  in  "The 
Need  for  An  Increased  Space  Shuttle  orbiter  Fleet,"  a 
December  1982  report  prepared  by  the  House  Subcommittee  on 
Space  Science  and  Applications.   Key  conclusions  follow: 

o    A  fifth  Space  Shuttle  orbiter  will  be  required  in 
order  to  meet  projected  launch  requirements  for 
the  late  1980s.   The  currently  funded  four-orbiter 
fleet  may  eventually  be  able  to  support  24 
launches  per  year;  however,  the  projected  manifest 
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of  40  launches  per  year  could  only  be  accomplished 
by  ei  flawless,  four-orbitar  fleet  continually 
operating  at  maximum  afficiancy.   Any  anomalies  in 
turnaround  time,  launch  aehedula*  shuttle  proces- 
sing, etc.,  would  probably  males  it  impossible  to 
achieve  40  flights  per  year. 

o    A  limited  orbiter  f  lieet  size  in  concert  with  the 
launch  priority  afforded  defense  and  national 
security  payloads  threaten  to  preempt  civil  and 
conroereial  payload  launches,  thereby  strengthening 
the  competitiveness  of  foreign  launch  vehicle 
systems . 

o    Third-tier  shuttle  orbiter  subcontractors  have 

begun  to  run  out  o£  shuttle-related  work.   Further 
delays  in  procurement  of  the  fifth  orbiter  vehicle 
will  result  in  a  loss  of  the  subcontractor  base 
with  the  consequent  cost  penalties  associated  with' 
restart  and  requalif ication. 

o     Recommendat ion t      NASA  should  initiate  procurement 
of  the  fifth  orbiter  vehicle  in  fiscal  year  1983 
to  assure  a  launch  rate  capability  for  mission 
requirements  in  the  late  1980b  and  to  avoid  the 
cost  penalties,  associated  with  a  longer  production 
gap. 

AIAA  concluded  in  a  January  1981  report  that  NASA 
should  maintain  a  sufficient  reserve  vehicle  capability  to 
cover  downtimes  and  attrition  of  shuttles,   AIAA  cited  the 
turnaround  problems  experienced  with  NASA's  developmental 
X-iS  rocket  program,  which  operated  a  three-vehicle  fleet 
capable  technically  of  flying  one  vehicle  daily.   For  exam- 
ple, major  anomalies  occurred  every  12.5  flights,  causing  an 
average  downtime  of  11  weeks.   Furthermore,  AIAA  believed 
that  the  projected  shuttle  capacity,  even  under  optimal 
operating  conditions,  would  not  be  adequate  to  meat  pro- 
jected flight  requirements. 

Finally,  industry  experts  have  expressed  the  opinion 
that,  as  the  launch  needs  of  military  and  other  Government 
users  have  priority,  the  private  sector  commercial  demand 
through  the  1980s  will  not  be  met  by  a  four-shuttle  fleet 
and  that  an  additional  shuttle  is  needed  solely  for  the 
private  sector. 

Importance  of  ELVs  to  NST9  -7-  originally,  U.S.  Govern- 
ment ooliey  m_andated  that  the  Space  Shutt^Le  would  serve  as 
the  prFmary  launch  vehicle  for  NSTS  and  that  ELVe  were  to  be 
phased  out.   Even  though  their  FY  1984  budgets  do  not 
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include  funds  for  ELVs ,  NASA  and  DOD  are  currently  reviewing 
their  ELV  policy  as  they  recognize  the  ELV  as  an  important 
component  of  NSTS. 

Specifically,  ELVs  can  serve  as  insurance  back-ups  to 
shuttle  launches .   They  are  also  a  separate  launch  system 
that  offers  customized  "limousine"  service  to  customers. 
The  shuttle,  on  the  other  hand,  requires  adherence  to  rigid 
schedules  because  a  launch  date  change  for  one  customer 
would  automatically  delay  all  pay loads  on  that  particular 
shuttle  flight  and  cause  revenue  losses  for  communication 
firms.   The  shuttle,  with  its  multi-payload  "bus"  concept, 
has  a  competitive  disadvantage  when  compared  to  the  ELVs' 
"limousine"  service. 

The  industry's  awareness  of  the  importance  of  future 
ELV  availability  is  indicated  by  R&D  funds  being  spent  on 
the  next  generation  of  expendable  vehicles. 


Conclusions 

In  the  last  25  years,  the  Federal  Government  has 
provided  the  sole  U.S.  space  launch  system  for  both  civilian 
and  military  missions.   In  1972.  the  Government  adopted  the 
policy  of  providing  a  U.S.  space  transportation  system  based 
on  a  reusable  Space  Shuttle.   In  1962,  the  Government  set 
the  policy  of  providing  reimbursable  launch  services  to 
private  sector  users  (i.e.,  commercial  users)  and  extended 
it  in  1972  to  provide  such  services  to  other  countries  and 
international  organizations.   NASA  is  the  primary  Government 
agency  responsible  for  producing  these  services,  spe- 
cifically for  civilian  and  peaceful  uses. 

The  Privatization  Task  Force  has  investigated  whether 
or  not  it  is  viable  for  the  private  sector  to  commence  pro-> 
ducing  the  above  services  that  are  provided  for  by  certain 
elements  of  NSTS.   Based  on  the  findings,  the  following 
conclusions  have  been  reached: 

•nie  apace  industry  market  is  an  important  world  eco- 
nomic"^ase  and  is  dependent  on  the  support  service  of  space 
transportation  systems .   The  space  industry  is  viewed  by  the 
world's  major  developed  countries  as  an  attractive,  advanced 
technology  industry.   While  the  United  States  is  currently  a 
leading  competitor,  its  future  position  is  at  stake  as  major 
developed  countries  have  targeted  gains  of  significant 
market  shares . 

Key  support  services  to  the  space  industry  are  space 
transportation  services.   The  U.S.  Space  Shuttle  system  and 
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its  unique  capabilities,  in  particular,  are  fundamental  to 
the  long-term  growth  of  the  U.S.  apace  industry. 

Coropetition  by _Coreiqn  nations  will  represent  a  signi- 
ficant commercial  'force  in  space  transportation.   The  United 
States  stands  to  lose  its  world  leadership  position  in  space 
launch  services  in  the  next  decade  unless  it  takes  a  more 
aggressive  stand  with  foreign  competitors.   Europe  and 
Japan,  the  two  major  foreign  competitors,  have  set  explicit 
market  share  goals  for  their  space  transportation  industries 
and  formed  cooperative  government/ industry  arrangements 
specifically  aimed  at  attaining  these  goals.   These  arrange- 
ments typically  include  various  incentives  to  private  sector 
firms  such  as  financial  support,  varied  subsidies  and  market 
protection. 

It  should  be  noted  that  the  Government's  decision  to 
make  the  shuttle  the  primary  launch  system  and  to  phase  out 
ELVs  was  short- sighted.   The  U.S.  phaseout  of  ELVs  essan- 
tially  fostered  the  growth  of  major  foreign  competitors  by 
creating  a  market  opportunity  to  produce  customized  space 
launch  services  versus  the  shuttle's  standardized  service. 
Arianespace,  for  example,  has  become  an  effective  competitor 
of  NASA,  positioning  its  Ariane  ELV  as  an  alternative  to  the 
shuttle  as  well  as  to  NASA's  ELVs,  and  signing  future  launch 
contracts  with  major  U.S.  communication  firms.   In  response 
to  this  growing  foreign  commercial  competition,  the  Govern- 
ment must  initiate  Government/ industry  cooperative  arrange- 
ments for  the  private  sector  to  produce  space  launching 
services . 

There  exists  support  for  privatization  of  the  W5TS . 
While  NASA  does  not  see  the  near-term  operational  transfer, 
in  part  or  whole,  of  the  space  shuttle  system  to  the  private 
sector  as  feasible,  the  House  Subcommittee  on  Space  Science 
and  Applications  and  OTA  believe  the  private  sector  should 
be  encouraged  to  participate  and  to  invest  in  civilian  apace 
activities. 

On  the  other  hand,  NASA  views  the  commercialization  of 
ELVs  as  feasible  in  1985.   Among  industry  experts  there  is 
strong  general  opinion  in  support  of  the  privatization  of 
NSTS.   This  general  support  within  both  the  Federal  Govern- 
ment and  the  private  sector  would  seem  to  indicate  the 
appropriateness  of  allowing  the  private  sector  to  be  active- 
in  NSTS,  i.e.,  to  begin  to  produce  space  transportation 
services. 

The  private  sector  ..wants  to  invest  in  NSTS.   Currently, 
the  Government's  supply "of  space  launching  services  is  not 
expected  to  meet  private  sector  demand  through  the  1980s. 
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In  response/  the  private  sector  has  submitted  proposals  to 
invest  in  space  tranaportation  systems  and  to  produce  its 
own  launching  services.   One  key  proposal  received  by  NASA 
involves  participation  in  the  Space  Shuttle  program  while 
another  concerns  the  Titan  ELV  system.   The  private  sector 
has  also  initiated  the  commercial  operation  of  a  new  ELV 
system.   This  trend  in  private  sector  interest  in  producing 
space  transportation  services  is  in  line  with  the  U.S. 
policy  to  expand  private  sector  investment  and  involvement 
in  civilian  space  activities. 

There  is  precedent  for  transferring  Government.-, 
developed  technology  to  thinprivate  sector.   The  aviation 
industry  represents  a  recent  Government-developed  transpor- 
tation technology  that  was  turned  over  to  the  private  sec- 
tor, while  weather  and  remote  sensing  satellites  could  be 
the  next  Government-devalopad  space  technology  to  be  priva- 
tized.  NSTS  is  a  Government-developed  transportation  and 
space  technology  system  that  can  begin  to  be  transferred  to 
the  private  sector.   This  transfer  would  be  in  support  of 
U.S.  policy  to  encourage  domestic  commercial  exploitation  o£ 
space  capabilities,  technology,  and  systems  for  national 
economic  benefit. 

Additional  shuttles  and  maintenance  of  ELV  systems  are 
needed  in  order  to  meet  the  demand  for  space  launch  sejr- 
vices.   Both  the  House  Subcommittee  on  Space  Science  and 
Applications  and  AlAA  are  strongly  in  favor  of  an  increased 
Space  Shuttle  fleet  for  several  key  reasons,  one  of  which  is 
to  meet  projected  launch  requirements  for  the  late  19805. 
Industry  experts  agree  that  the  currently  funded  four- 
shuttle  fleet  will  not  be  able  to  meet  the  commercial  demand 
through  the  1980s  and  that  a  fifth  shuttle  is  needed  solely 
for  the  private  sector.   Moreover,  ELV  systems  which  are 
being  phased  out  by  the  Federal  Government  have  been 
determined  to  be  an  important  component  of  NSTS,  offering 
services  complementary  to  the  shuttle. 

In  view  of  the  above,  there  is  a  case  for  the  eventual 
expansion  of  the  Space  Shuttle  fleet  and  for  the  maintenance 
of  the  ELV  systems.   It  is  inevitable  that  at  some  point  in 
the  future  the  Federal  Government  must  make  the  long-term 
commitment  of  ensuring  the  viability  of  the  shuttle  program 
and  ELV  systems.   Under  current  arrangements.  Federal  fund- 
ing would  then  have  to  be  provided  for  a  fifth  shuttle,  as 
well  as  future  additional  shuttles,  and  for  the  ELV  systems. 
However,  such  future  Government  funding  would  not  have  to  be 
provided  if  the  private  sector  is  allowed  to  invest  in  NSTS. 
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Recommendationa 

Given  the  19B2  U.S.  spaca  policy  to  axpand  U.S.  private 
sector  investment  in  civilian  space  activities  and  the  lack 
of  current  or  future  budget  funds  for  additional  shuttles  or 
ELVsr  we  recoitimends 

PRIVATE  3-li   ThQ  Pragident  and  Congress  should  develop 
and  enact  J.e^isIation  to  allow  private  sector  partxcxpation 
in  the  space  program.   This  should  include  a  provision  for 
the  private  sector  to  purchase  and  operate  the  fifth  shuttle 
and  others  as  well  as  the  existing  ELV  systems. 

PRIVATE  3-2;   The  U.S.  Governxnent  should  initiate 
Govarnment/induatry  cooperative  agreements  offering  incen- 
tives with  private ^sector  firros  investing  in  space  transpor- 
tation systems. 

Savings  and  Impact  Analysis 

To  ensure  the  viability  of  NSTS,  the  Federal  Government 
inevitably  will  spend  budget  funds  to  procure  additional 
shuttles  and  maintain  the  ELV  systems.   Assuming  a  fifth 
shuttle  is  procured  at  an  estimated  cost  of  $2.3  billion  L' 
and  our  recommendations  are  implemented,  approximately  $460 
milli6n~in  annual  cost  avoidances  could  be  realized  over  the 
£ive>yea;  procuramant  poriod. 


By  collecting  funds  for  a  fifth  space  shuttle  from 
private  sector  investors,  the  Federal  Government  acquires 
without  any  cost  to  taxpayers  increased  space  transportation 
capacity  and  related  additional  mutual  benefits  to  the 
Government  and  the  private  sector.   As  no  Federal  funds  have 
been  currently  budgeted  for  a  fifth  space  shuttle,  the 
annual  amounts  outlined  below  are  not  budget  savings  but 
future  cost  avoidances  which  would  allow  redeployment  of 
assets. 

The  annual  cost  avoidances  for  the  first  three  years 
are: 

($  millions) 

Year    \        Year    2        Year    3  Total 

Cost   avoidances  §460.0        $506.0        $556.6        $1522.6 


y  Current  estimate  provided  by  0MB, 
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.  In  addition*  while  not  asiiiinatAd,  our  recomm«ndat.ion« 
could  generate  cost  avoidances  equal  to  the  cost  of  each 
additional  shuttle  (currently  an  estimated  $2.3  billion)  and 
increased  revenues  and  tax  receipts  from  privately  operated 
space  shuttles  and  ELV  systems. 

Implementation 

PRIVATE  3-1 i   The  President  and  the  heads  of  the 
Departments  of  State  and  Commerce,  DOD  and  NA5A  should  worX 
with  the  Congress  to  pass  legislation  that  would: 

o    allow  the  private  sector  to  purchase  and  operate 
the  fifth  shuttle; 

o    create  the  option  for  the  private  sector  to  pur- 
chase and  operate  future  additional  shuttles ;  and 

o    allow  the  private  sector  to  purchase  and  operate 
existing  ELV  systems. 

PRIVATE  3-2 1   The  President  and  appropriate  Executive 
agencies  (Departments  of  Treasury,  State  and  Commerce,  DOD 
and  NASA)  should  work  with  Congress  in  establishing 
Government/industry  cooperative  agreements  with  private 
sector  firms  Investing  in  space  transportation  systems. 
These  agreements  should  feature  incentives  such  as  an 
accelerated  schedule  of  investment  credits,  committed 
purchase  of  an  attractive  number  of  flights,  low  rental 
costs  for  Federal  launch  facilities,  and  no  recapture  of 
invested  costs  by  the  Federal  Government. 
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Mr.  Knollenberg.  That  is  the  only  question  I  have. 
Mr.  Lewis.  Thank  you. 
Mr.  Walsh. 

COMMUNITY  DEVELOPMENT  BLOCK  GRANTS 

Mr.  Walsh.  I  thank  you,  Mr.  Chairman. 

Thank  you,  Mr.  Schatz,  for  your  testimony.  If  memory  serves,  the 
former  Speaker  of  the  House,  Tip  O'Neill,  announced  the  Grace 
Commission  dead  on  arrival.  I  believe  that  was  the  one  announced 
dead  on  arrival.  I  would  say  perhaps  what  happened  last  Novem- 
ber has  given  it  new  life  and  your  testimony  today  bears  that  out. 

And  I  think  there  are  many  of  us  who  are  very  interested  in  see- 
ing a  continuation  of  the  implementation  of  that  report,  some  of  the 
ideas  in  the  report.  We  may  not  agree  on  every  idea,  but  I  think 
that  there  is  going  to  be  a  more  sensitive  ear  to  that  report  than 
there  was  perhaps  prior.  I  come  from  city  government  experience 
before  I  came  here  on  a  part-time  basis.  I  suspect  Citizens  Against 
Government  Waste  would  support  part-time  legislators.  My  experi- 
ence with  community  development  block  grants  was  that  most  of 
that  money  went  to  poor  areas. 

In  other  words,  the  Federal  guidelines  were  drawn  so  that  money 
would  go  to  poor  areas.  And  they  were  determined  by  income  in 
neighborhoods.  It  was  a  percent  of  owner-occupied  residences  and 
so  on.  If  we  eliminated  the  strings  on  that  money  that  we  now  have 
and  gave  it  to  the  States — you  made  a  point  about  this  money 
going  to  wealthy  areas.  Would  you  be  concerned  that  more  of  that 
money  would  go  to  wealthy  areas? 

Mr.  Schatz.  I  think  one  of  the  great  debates  of  this  Congress  will 
be  to  what  extent  is  the  Federal  Government  let  loose  of  some  of 
these  restrictions  and  some  of  these  guidelines.  We  are  not  saying 
that  the  money  should  be  given  away,  but  I  think  States  should 
have  again  some  flexibility  within  some  parameters  that  are  estab- 
lished by  Congress.  You  certainly  don't  want  to  go  back  to  the  situ- 
ation where  the  States  and  local  governments  are  not  doing  their 
jobs  and  it  all  comes  back  to  Washington. 

But  if  you  look  at  what  we  had  intended  over  200  years  ago,  it 
was  to  have  the  States  really  do  a  lot  more  of  the  work.  And  I  be- 
lieve it  as  a  matter  of  real  serious  debate  and  real  serious  discus- 
sion as  to  how  that  best  works  out.  I  don't  have  a  magic  answer 
to  it.  But  I  do  think  it  is  something  that  is  worth  exploring.  At  the 
same  time  you  are  providing  unfunded  mandates,  some  of  the 
money  that  is  being  provided  is  not  being  used  well  and  there  has 
got  to  be  something  better. 

FEDERAL  GOVERNMENTS  ROLE  IN  ECONOMIC  DEVELOPMENT 

Mr.  Walsh.  Do  you  think  the  Federal  Government  should  be  in- 
volved in  economic  development? 

Mr.  Schatz.  I  don't  know  that  it  does  a  good  job  of  local  economic 
development. 

Mr.  Walsh.  What  if  it  gave  the  money  to  the  States  under  the 
same  Federal  principle  and  let  them  use  it  for  economic  develop- 
ment? 

Mr.  Schatz.  That  might  serve — that  is  really  not  serving — let  me 
rephrase  that.  It  is  not — I  don't  think,  going  to  be  a  problem  in  low 
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income  areas.  I  think  that  it  will  be,  again,  given  some  standards 
or  some  guidelines  and  just  really  more  flexibility  because  what 
you  need  or  what  New  York  needs  is  not  what  Michigan  needs  or 
California  needs.  I  think  it  is  one  of  the  great  problems  with  some 
of  the  programs  that  are  out  there  right  now. 

FEDERAL  GOVERNMENTS  ROLE  IN  PUBLIC  HOUSING 

Mr.  Walsh.  The  last  question,  should  the  Federal  Government 
be  building  housing  for  poor  people? 

Mr.  SCHATZ.  It  hasn't  done  it  that  well  because  there  are  a  lot 
of  poor  people  without  housing  and  a  lot  of  poor  people  living  in 
very  poor  housing. 

Mr.  Walsh.  You  think  somebody  could  do  it  better. 

Mr.  SCHATZ.  I  think  we  could  do  it  a  lot  better  through  privatiza- 
tion, through  tenant  ownership  which  has  started  moving  forward 
and  dropped  off. 

Mr.  Walsh.  Are  you  talking  about  continuing  to  build  units? 

Mr.  SCHATZ.  I  just  don't  think  they  have  done  it  very  well.  I 
think  that  whole  program  should  be  reevaluated. 

Mr.  Walsh.  So  we  shouldn't  do  it? 

Mr.  SCHATZ.  I  think  it  is  worth  looking  at. 

Mr.  Walsh.  Just  answer  the  question. 

Mr.  SCHATZ.  I  know. 

Mr.  Walsh.  That  is  kind  of  what  we  say.  We  will  look  into  it. 
What  do  you  think? 

Mr.  SCHATZ.  I  think  given  the  track  record,  it  is  something  that 
they  haven't  done  well  and  probably  shouldn't  be  doing.  And  if  they 
do  it,  they  should  be  doing  it  a  lot  better.  They  haven't  done  it  well. 

Mr.  Walsh.  Thank  you. 

Mr.  Lewis.  Thank  you,  Mr.  Walsh.  Mr.  Frelinghuysen? 

Mr.  Frelinghuysen.  Thank  you,  Mr.  Chairman.  The  gentleman, 
I  think,  has  his  right  to  concentrate  on  the  issue  of  pork,  but  I 
think  sometimes  when  you  invoke  that  word  it  doesn't  necessarily 
bring  out  the  best  in  everybody.  What  I  think  is  somewhat  omitted 
from  your  testimony  is  any  evaluation  of  how  well  programs  have 
been  run  by  HUD  in  particular.  I  have  been  looking  over  this  In- 
spector General's  report.  Are  you  familiar  with  that  report? 

Mr.  SCHATZ.  There  are  many 

Mr.  Frelinghuysen.  Yes. 

Mr.  SCHATZ.  The  most  recent  report? 

Mr.  Frelinghuysen.  Yes.  It  is  December  of  1994.  It  is  hard  to 
believe  how  many  programs  have  not  been  properly  audited.  I 
think  it  is  well  to  concentrate  on  the  ballooning  cost  of  people  add- 
ing things  to  the  budget. 

But  I  would  like  to  have  a  greater  reassurance  that  what  we  are, 
in  fact,  providing  is  being  done  well;  and  I  think  it  is  a  rather  sad 
commentary  on  the  government  that  a  lot  of  these  programs  have 
gone  unaudited  for  a  lengthy  period  of  time.  And  I  would  think 
that  the  government,  we  as  providing  for  safety  of  the  taxpayers' 
purse  should  very  much  be  concentrating  our  efforts  on  making 
sure  that  money  we  have  been  spending  on  HUD  has  been  spent 
well  as  we  simultaneously  take  a  look  at  the  whole  issue  of  new 
programs. 
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Mr.  SCHATZ.  Well,  I  did  allude  to  that  in  my  statement  when  I 
talked  about  the  financial  management,  when  I  talked  about  the 
Chief  Financial  Officers  Act  and  the  fact  that  that  had  not  been 
funded  in  a  sufficient  manner  over  the  years. 

That  is  very  basic  to  what  this  organization  is  all  about.  What 
Citizens  Against  Government  Waste  is  all  about  is  providing  a  real 
picture  of  how  the  money  is  being  spent. 

We  don't  get  a  financial  statement  from  these  agencies.  They 
can't  be  audited.  I  believe  there  is — I  think  there  were  only  two  of 
the  23  agencies  that  have  chief  financial  officers  that  could  even  be 
examined  by  the  General  Accounting  Office.  All  the  others  simply 
failed  the  basic  test  of  audit. 

Miss  Kaptur  asked  the  question  about  our  tax  status  as  a 
501(c)(3).  We  have  to  make  reports.  We  have  to  qualify  through  the 
IRS.  We  have  to  issue  a  public  document  that  accounts  for  how  the 
money  that  we  receive  is  being  spent.  And  if  people  want  to  donate, 
they  can  donate.  If  they  don't  want  to,  they  don't  have  to. 

But  people  have  no  choice  in  sending  their  taxes,  and  they  don't 
really  know  what  they  are  getting  for  it  because  they  don't  get  any 
kind  of  financial  statement.  So  the  biggest  investment  that  people 
make,  which  is  in  the  Federal  Government,  they  should  be  able  to 
better  see  what  is  going  on.  So  I  completely  agree  with  your  point 
and  certainly  hope  that  this  subcommittee  puts  great  emphasis  on 
fixing  those  broken  systems  over  at  HUD  and  every  other  agency. 

Mr.  Frelinghuysen.  Well,  the  agency  admits  that  it  hasn't  been 
doing  its  own  homework,  it  hasn't  been  complying  with  the  Federal 
law,  which  I  think  is  a  sad  commentary. 

Mr.  Lewis.  I  might  mention  that  the  Inspector  General  will  be 
with  us  just  following  the  Secretary  at  2:00  this  afternoon. 

Mr.  Frelinghuysen.  Fine.  Looking  forward  to  it. 

Thank  you,  Mr.  Chairman. 

Mr.  Lewis.  Thank  you  very  much. 

Mr.  MoUohan,  we  are  about  finished  with  our  first  witness. 

Mr.  MOLLOHAN.  No  questions. 

Mr.  Lewis.  Mr.  Neumann? 

BALANCING  THE  BUDGET 

Mr.  Neumann.  I  will  be  brief. 

You  say  the  first  step  is  to  reverse  the  old  assumptions  and 
evaluate  the  programs  to  determine  whether  or  not  they  warrant 
expenditure  of  our  children's  money  on  the  programs.  Has  your  or- 
ganization done  anything  with  prioritizing  what  absolutely  can't  be 
eliminated  without  having  a  tremendous  negative  impact  on  the 
American  people? 

In  other  words,  I  am  hearing  this  from  one  side.  I  am  hearing 
you  say,  well,  there  is  pork  here,  and  we  can  cut  this  and  so  on. 
Have  you  done  anything  with  prioritizing  the  reverse,  doing  this 
ground-up  review  that  you  are  talking  about  so  that  you  can  come 
to  us  and  say,  well,  I  have  looked  at  these  programs,  and  these  pro- 
grams are  good,  but  if  we  understand  that  we  can't  keep  spending 
as  much  money  as  we  have  been  spending  because  of  this  huge 
debt  that  we  have  accumulated,  here  are  the  programs  that  we  ab- 
solutely have  to  keep  that  are  under  the  jurisdiction  of  this  sub- 
committee. 
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Mr.  SCHATZ.  That  is  an  excellent  question.  However,  looking  at 
it  from  the  other  end  is  extremely  time  consuming  in  and  of  itself, 
and  it  has  really  been  the  focus  of  the  organization  for  many  years 
is  to  try  to  figure  out  what  is  not  working.  And  certainly  we  would 
be  happy  to  sit  down  with  you  and  go  over  the  programs  at  least 
in  an  informed  manner  as  we  can  talk  about  what  might  be  worth 
keeping.  We  have  tried  to  bring  to  the  attention  of  Congress  for 
many  years,  though,  what  we  believe  constitutes  quote,  unquote, 
wasteful  spending  or  what  could  simply  be  eliminated. 

Mr.  Neumann.  I  would  contend  in  order  to  balance  the  Federal 
budget  we  are  going  to  have  to  go  a  step  beyond  that.  We  are  going 
to  have  to  look  at  successful,  good  programs  that  are  benefiting 
some  people  and  say  we  can't  afford  to  spend  this  money  any  more. 
For  that  reason,  we  are  going  to  need  to  think  in  terms  of 
prioritizing  what  we  are  spending  the  money  on  to  make  sure  we 
cut  the  ones  that  are  the  least  negative  to  the  American  people. 

Mr.  SCHATZ.  I  would  agree  with  you. 

Mr.  Lewis.  Thank  you,  Mr.  Neumann. 

Thank  you  very  much,  Mr.  Schatz.  Appreciate  your  testimony. 

Mr.  Schatz.  Thank  you  very  much.  Appreciate  it. 

Mr.  Lewis.  Thanks  for  coming. 

Summary  Statement  of  Mr.  Bryan  Riley 

Mr.  Lewis.  We  have  two  more  witnesses  for  the  morning  session. 
I  hope  to  get  through  that  process  close  to  the  noon  hour. 

So  our  next  witness  is  Mr.  Bryan  Riley,  Economist  for  the  Citi- 
zens for  a  Sound  Economy.  Mr.  Riley?  Mr.  Riley  with  prop.  Appre- 
ciate your  coming  today. 

Mr.  Riley.  Thank  you,  Mr.  Chairman,  for  the  opportunity  to  ap- 
pear here  on  behalf  of  our  250,000  members  of  Citizens  for  a  Sound 
Economy  Foundation. 

As  I  am  sure  you  are  aware,  in  the  past,  for  every  person  that 
testified  before  a  committee  questioning  a  Federal  program,  there 
were  dozens  or  even  hundreds  of  people  testifying  in  support  of  its 
banning  Federal  spending.  So  I  do  really  appreciate  the  chance  to 
appear  here  today. 

The  agencies  that  are  overseen  by  your  subcommittee  will  spend 
about  $90  billion  in  1995.  That  is  $90  billion  that  Americans  will 
not  have  to  buy  new  homes,  to  purchase  safer  products  or  to  donate 
to  community  and  national  service  organizations.  Or,  to  put  it  an- 
other way,  the  agencies  overseen  by  your  subcommittee  will  spend 
an  amount  that  is  roughly  equal  to  the  entire  income  tax  pajnnents 
of  15  million  Americans.  So  we  urge  you  instead  of  thinking  of 
whether  that  $90  billion  in  funding  should  be  increased  or  de- 
creased in  the  future  to  remember  that  that  money  belongs  to  your 
constituents  and  to  make  those  agencies  justify  every  dollar  that 
they  will  be  spending  in  the  future. 

I  hope  some  of  the  following  areas  that  we  have  identified  will 
provide  a  useful  starting  point  for  some  potential  reforms  down  the 
road.  The  Department  of  Housing  and  Urban  Development  has  his- 
torically operated  as  a  centralized  Federal  bureaucracy  that  diverts 
resources  from  productive  uses  in  the  private  sector.  Often,  it  is  far 
more  productive  to  promote  a  policy  designed  to  facilitate  a  growing 
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economy  that  creates  more  opportunities  for  Americans  to  afford 
housing. 

In  fact,  too  much  government  spending  and  not  too  Uttle  govern- 
ment spending  is  the  biggest  obstacle  to  home  ownership  in  the 
United  States.  In  fact,  the  prop  I  brought  along,  for  those  of  you 
who  can  see  it,  simply  shows  if  you  look  at  Federal  and  State  and 
local  taxes  down  here 

Mr.  Lewis.  You  might  turn  it  both  ways  so  they  can  see  it. 

Mr.  Riley.  Sure. 

Mr.  Lewis.  This  room  is  a  little  awkward. 

Mr.  Riley.  The  bottom  segment  signifies  Federal  and  local  taxes, 
and  housing  and  household  operations  are  up  here. 

Obviously  at  Citizens  for  a  Sound  Economy  Foundation  we  think 
that  as  you  scale  back  Federal,  State  and  local  taxes  you  give  peo- 
ple more  opportunities  to  spend  more  money  on  housing.  They 
spend  more  money  on  health  and  medical  care,  more  money  on  food 
and  on  clothing.  So  we  certainly  support  the  approach  of  trying  to 
reduce  Federal  expenditures  instead  of  for  every  problem  facing  the 
country  to  automatically  turn  to  the  Federal  Government  as  the  so- 
lution to  those  problems  which  certainly  do  exist. 

HUD's  biggest  expenses  involve  taxing  Americans,  running  the 
money  through  the  bureaucracy  and,  based  on  their  determinations 
of  where  the  money  should  be  spent,  returning  it  to  the  United 
States. 

For  example,  community  development  block  grants,  according  to 
HUD,  have  the  primary  objective  of  developing  viable  urban  com- 
munities by  providing  decent  housing  and  a  suitable  living  environ- 
ment and  by  expanding  economic  opportunities,  principally  for  low- 
and  moderate-income  persons. 

But,  in  fact,  the  Congressional  Budget  Office  reports  that  15  of 
the  20  counties  with  the  highest  per  capita  income  in  the  United 
States  received  grants  from  CDBG  in  1993.  In  1994,  the  five  States 
with  the  highest  per  capita  income  in  the  country  received  more 
than  $790  million,  mostly  provided  from  taxpayers  in  lower  income 
States.  And  if  you  add  in  other  grants,  the  total  amount  going  to 
these  States  adds  up  to  well  over  a  billion  dollars  in  1994. 

New  Jersey  has  the  second-highest  per  capita  income  in  the 
United  States,  an  average  of  $5,000  higher  than  the  U.S.  average. 
Should  American  taxpayers  send  $1,000,000  for  high  technology 
economic  development  activities  in  Newark,  New  Jersey,  or  should 
the  resort  area  of  Taos  County,  New  Mexico,  receive  $900,000  for 
development  of  community  centers? 

Obviously,  there  is  no  reason  Taos  shouldn't  enlarge  its  commu- 
nity centers,  but  there  is  no  reason  taxpayers  in  California  and 
Ohio  should  pay  this  bill.  The  CBO  estimates  if  you  eliminated  this 
program  you  would  save  $15  billion  over  the  next  five  years. 

We  also  urge  you  to  take  a  look  at  taxpayer-subsidized  loans  for 
multifamily  housing  provided  by  the  FHA.  Loans  in  this  area  in 
1993  were  insured,  $2.8  billion  in  mortgages  for  multifamily  hous- 
ing insured,  bringing  the  total  potential  taxpayer  liability  to  over 
$36  billion,  although  FHA  itself  projected  losses  from  this  project 
of  $9.4  billion. 

Obviously,  there  is  nothing  wrong  with  building  new  condomin- 
iums, but  we  question  whether  college  students  working  their  way 
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through  college  should  subsidize  wealthy  Americans  that  want  to 
buy  a  condo. 

Not  content  with  this  record  of  voluntary  service,  the  Congress 
created  the  Corporation  for  National  and  Community  Services  to 
engage  Americans  of  all  backgrounds  in  community-based  service. 
Currently,  three  million  Americans  between  18  and  25  voluntarily 
donate  their  time.  Overall,  nearly  80  million  Americans  serve  as 
volunteers  in  some  capacity. 

One  of  the  areas  overseen  by  this  corporation,  the  newest  organi- 
zation, is  AmeriCorps;  and  it  has  come  under  criticism  from  some 
for  spending  $15  billion  estimated  over  the  next  three  years.  Ac- 
cording to  Senator  Charles  Grassley,  the  total  cost  per  volunteer 
exceeds  $30,000  annually  when  you  consider  the  overhead  cost. 

He  also  points  out  that  a  similar  safety  program  in  San  Fran- 
cisco organized  40  groups  for  a  rally  against  the  crime  bill's  three 
strikes  and  you  are  out  provision.  As  a  project  of  AmeriCorps,  it 
gives  a  new  meaning  to  community  service:  using  taxpayer  dollars 
to  fund  a  political  rally. 

The  corporation  claims  that  its  activities  foster  civic  responsibil- 
ity, strengthen  the  ties  that  bind  us  together  as  a  people  and  pro- 
vide educational  opportunities  for  those  of  us  who  make  a  substan- 
tial commitment  to  service.  Those  are  high-minded  ideals.  But 
when  a  reporter  asked  an  AmeriCorps  volunteer  why  he  joined,  his 
answer  was  brutally  concise:  money. 

The  Environmental  Protection  Agency  also  provides  opportunity 
for  savings.  Your  committee  in  the  past  has  requested  that  the 
EPA  prioritize  its  activities,  do  a  form  of  cost-benefit  analysis  to 
rank  its  activities  to  make  sure  it  is  money  being  spent  in  the  most 
effective  manner. 

Last  year,  the  House  Appropriations  Committee  noted,  the  Com- 
mittee would  like  to  express  its  concern  about  the  prioritization  of 
money  at  the  EPA.  Given  the  tight  fiscal  constraints,  it  is  impor- 
tant the  agency  correctly  identify  those  items  that  are  the  highest 
priority.  The  agency  is  directed  to  report  to  the  committee  with  its 
means  of  priority-setting,  including  statutory  and  nonstatutory  ac- 
tivities by  February  1,  1995. 

In  addition  to  this  report,  which  is  scheduled  to  be  released  in 
a  few  weeks,  in  March  the  National  Academy  of  Public  Administra- 
tion, as  you  know,  will  follow  up  with  its  own  evaluation  of  how 
the  EPA  ranks  its  activities. 

There  are  a  couple  of  particular  areas  within  the  EPA  that  we 
highlighted  and  ask  that  you  take  a  look  at  down  the  road.  One 
is  the  Everglades  Ecosystem  Task  Force.  We  certainly  support 
cleaning  up  the  environment  in  Florida,  but,  to  a  large  degree,  the 
problems  with  Florida's  environment  and  Everglades  are  made  in 
Washington,  D.C.,  and  could  best  be  addressed  by  reforming  the 
Federal  sugar  program  and  quotas  which  keep  foreign  sugar  out  of 
the  market  and  encourage  excess  sugar  production  in  the  Ever- 
glades. 

Also,  we  point  out  that  the  Office  of  International  Activities  will 
cost  about  $15  million  as  of  last  year.  But  if  there  are  pressing  en- 
vironmental concerns  to  the  United  States,  why  should  the  govern- 
ment spend  valuable  taxpayer  dollars  abroad? 
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We  note  that  the  Office  of  Science  and  Technology  Policy  advises 
the  President  and  coordinates  Federal  science  and  technology 
projects.  Unfortunately,  its  mission  includes  promoting  the  type  of 
centralized  taxpayer-financed  industrial  policy  which  we  think  has 
been  devastating  in  other  countries,  and  we  question  whether  tax- 
payer dollars  should  be  spent  for  this  purpose. 

As  the  entrepreneur  T.  J.  Rodgers  put  it:  For  $1,000,000  I  can 
hire  10  Ph.D.s  and  have  them  working  on  new  and  wonderful 
things  in  the  semiconductor  industry.  Instead  of  having  those  10 
Ph.D.s,  we  will  take  that  money  and  send  it  to  Washington,  and 
they  are  going  to  invest  it  better  and  create  more  jobs  with  their 
subsidies  than  I  would  here?  Right.  Taxpayer  dollars  should  not  be 
used  to  promote  a  federal  industrial  policy  that  would  only  make 
our  country  poorer  in  the  long  run. 

The  Neighborhood  Reinvestment  Corporation  was  designed  to 
promote  affordable  housing  by  providing  Federal  subsidies  to  en- 
courage reinvestment  in  older  neighborhoods.  The  Corporation's 
1993  annual  report  claims  that  for  every  dollar  reinvested  in  Amer- 
ican communities  through  neighborhood  reinvestment  there  has 
been  a  return  on  that  investment  of  $7.  If,  in  fact,  the  Corporation 
has  received  such  amazing  returns,  we  don't  see  why  Federal  tax- 
payers should  be  supporting  it.  Of  course,  there  may  be  some  prob- 
lems with  that  particular  analysis;  but,  based  upon  what  they  have 
said,  there  is  no  reason  for  taxpayer  support. 

Mr.  Lewis.  Moving  right  along. 

Mr.  Riley.  I  am  sorry? 

Mr.  Lewis.  I  would  like  to  have  us  get  to  questions. 

Mr.  Riley.  I  would  point  out  you  have  the  written  questions. 

We  question  some  of  the  activities  of  the  Office  of  Consumer  Af- 
fairs and  Consumer  Information  Center  that  we  believe  were  in- 
volved in  political  activities  that  weren't  necessarily  related  to 
helping  consumers  and  identify  some  areas  pointed  out  by  CBO  as 
potential  areas. 

I  appreciate  your  time. 

Mr.  Lewis.  Thank  you  very  much,  Mr.  Riley.  Your  full  testimony 
will  be  submitted  for  the  record,  and  we  appreciate  you  being  with 
us. 

[The  information  follows:] 
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Good  morning,  Mr.  Chairman  and  Membo^  of  the  Subcommittee.   My  name  is 
Biyan  Riley,  and  I  am  an  economist  at  Citizens  for  a  Sound  Economy  Found^on  (CSE 
Foundation),  a  non-partisan,  non-profit  research  and  education  organization  formed  in  1984 
to  study  and  develop  market-based  solutions  to  public  policy  problems.   On  behalf  of  our 
250,000  members,  I  am  grateful  for  the  opportunity  to  testify  before  you  today. 

The  agencies  overseen  by  your  subcommittee  will  spend  about  $90  billion  in  1995. 
That's  $90  billion  that  Americans  won't  have  available  to  buy  new  homes,  to  purchase  safer 
products,  or  to  donate  to  community  and  national  service  organizations.   To  put  it  another 
way,  the  agencies  overseen  by  your  subcommittee  wiU  spend  an  amount  roughly  equal  to  the 
entire  income  tax  payments  of  15  million  Americans.' 

Your  subcommittee  has  a  responsibility  to  identify  ways  to  let  taxpayers  keq)  some  of 
that  $90  billion  in  the  future,  thereby  contributing  to  a  growing  economy  that  will  improve 
the  quality  of  life  for  all  Americans. 


'CSE  Foundatioo  calcuUtioo  based  <m  Chris  R.  Edwards,  Typical  American  FamUy  Pays  Over  40 
Percent  of  Income  in  Taxes,*  Tax  Foundation  Special  Report  Number  43. 
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The  following  areas  are  just  some  of  the  possible  areas  for  savings  within  the 
jurisdiction  of  your  subcommittee.    I  hope  that  this  will  provide  a  useful  starting  point  for 
reforms  that  lift  the  burden  of  government  spending  from  hard-working  Americans. 

THE  DEPARTMENT  OF  HOUSING  AND  URBAN  DEVELOPMENT  (HUD) 

According  to  Secretary  Henry  Cisneros,  HUD  has  five  priorities:  "Reducing  the 
number  of  homeless  Americans;  making  public  housing  a  source  of  community  pride; 
expanding  housing  opportunities  for  low-and-moderate-income  people;  opening  housing 
markets  to  minorities;  and  empowering  communities."* 

Historically  the  federal  government  has  promoted  these  goals  through  a  centralized 
federal  bureaucracy  that  diverts  resources  from  productive  uses  in  the  private  sector. 
However,  it  would  be  far  more  effective  to  promote  them  through  a  policy  designed  to  create 
a  growing  economy  that  creates  more  opportunities  to  for  Americans  to  afford  housing. 

Indeed,  too  much  government  spending,  not  too  little,  is  the  biggest  obstacle  to  home 
ownership  in  the  United  States.    Last  year,  the  typical  American  family  spent  more  than 
twice  as  much  on  taxes  as  on  housing  and  household  expenses.' 

In  the  past,  the  federal  government  has  attempted  to  encourage  home  ownership  by 
taxing  Americans  and  running  the  money  through  its  bureaucracy  to  determine  where  the 
money  should  be  spent.   The  voters  just  sent  Congress  a  mandate  to  reject  this  formula. 
Instead,  you  should  look  for  ways  to  let  Americans  keep  more  of  their  paychecks,  so  that 
housing  and  urban  development  can  proceed  based  on  individual  choices,  not  government 
dictates.    Sen.  Lauch  Faircloth  (R-NC)  was  on  the  right  track  last  week  when  he  said,  "HUD 
should  be  eliminated.   It's  a  monster  that  wouldn't  die;  I  think  we  have  to  put  this 
department  to  rest. "" 

HUD's  biggest  expenses  involve  taxing  Americans  and  then  returning  the  money  to 
state  and  local  governments  based  on  its  determination  of  where  the  money  should  be  spent. 
For  example,  consider  Community  Development  Block  Grants.    According  to  HUD, 

The  Community  Development  Block  Grand  (CDBG)  Entitlement  Program  has 
the  primary  objective  of  developing  viable  urban  communities  by  providing 


'The  Honorable  Henry  Cisneros,  Creating  Communities  of  Opportunity:  Priorities  of  U.S.  Department 
of  Housing  and  Urban  Development.  Executive  Summary,  Oct.  1993,  p.  5. 

'Chris  R.  Edwards,  "Typical  American  Family  Pays  Over  40  Percent  of  Income  in  Taxes,"  Tax 
Foundation  Special  Report  Number  43.  Nov.  1994,  p.  4. 

*"HUD  Plan  Savings  Put  at  $64  Billion",  Washington  Post.  Jan.  20,  1995,  p.  A19. 
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decent  housing  and  a  suitable  living  environment,  and  by  expanding  economic 
opportunities,  principally  for  low-and  moderate-income  persons.' 

But  HUD  routinely  gives  CDBG  grants  to  wealthy  areas  of  the  country.   For 
example,  the  relatively  well-to-do  counties  of  Santa  Monica,  California  and  Johnson  County, 
Kansas  received  more  than  $3  million  in  1994  alone.*  The  Congressional  Budget  Office 
(CBO)  reports  that  15  of  the  20  counties  with  the  highest  per-capita  income  in  the  country 
received  CDBG  funds  in  1993.' 

In  1994,  the  five  states  with  the  highest  per-capita  income  in  the  country, 
Connecticut,  New  Jersey,  Massachusetts,  New  York,  and  Maryland,  received  more  than 
$790  million,  mostly  from  lower-income  states.    Add  in  other  HUD  grants  and  the  total  soars 
to  more  than  a  billion  dollars  in  grants  to  the  country's  highest-income  states.' 

New  Jersey  has  the  second-highest  per-capita  income  in  the  United  States,  with  an 
average  per-capita  income  more  than  $5,000  higher  than  the  U.S.  average.'  Should 
American  taxpayers  fork  over  a  million  dollars  for  "high  technology  economic  development 
activities"  in  Newark,  NJ?  Should  the  resort  area  of  Taos  County,  NM  receive  $900,000  for 
community  centers?'" 

Rather  than  taxing  Americans'  money  in  order  to  diwy  it  up  to  earn  political  brownie 
points,  Congress  should  let  Americans  keep  their  money.   There's  no  reason  Taos  County 
should  not  expand  its  community  centers.   But  there's  no  reason  taxpayers  in  Mississippi  and 
North  Dakota  should  foot  the  bill.   The  CBO  estimates  that  eliminating  the  CDBG  program 
would  save  taxpayers  more  than  $15  billion  over  the  next  five  years." 

Congress  also  should  examine  taxpayer-subsidized  loans  for  multifamily  housing 
provided  by  the  Federal  Housing  Administration  (FHA).  In  Fiscal  Year  1993,  the  FHA 
insured  $2.8  billion  in  mortgages  for  multifamily  housing,  bringing  the  total  potential 


*HUD,  Annual  Report  to  Congress  on  th«  rnmmunitv  Development  Block  Grant  Program.  1993,  p.  1- 
1. 

♦HUD,  Community  Development  Block  Grant  Program:  Directory  of  Allocations  for  Fiscal  Years 
1988-1994.  pp.  8.  25. 

'CBO,  Reducing  the  Deficit:  Spending  and  Revenue  Options.  March  1994,  p.  151. 

'HUD.  Community  Development  Block  Grant  Program:  Directory  of  Allocations  for  Fiscal  Years 
1988-1994. 

'1993  Statistical  Abstract  of  the  United  States,  p.  451. 

"Conference  Report  103-715.  Sept.  1,  1994. 

"CBO,  Reducing  the  Deficit:  Spending  and  Revenue  Options.  March  1994,  p.  150. 
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taxpayer  liability  for  such  housing  to  $36.2  billion,  although  the  FHA  has  projected  losses 
from  such  loans  of  "only"  9.4  billion.'^  Why  should  students  who  are  working  their  way 
through  college  subsidize  wealthier  Americans  who  want  to  buy  condominium  buildings? 

THE  CORPORATION  FOR  NATIONAL  AND  COMMUNITY  SERVICE 

Nearly  3  million  Americans  between  18  and  25  currently  donate  their  time  in  some 
capacity;  overall,  80  million  Americans- 1/3  of  the  population—serve  as  volunteers."  Not 
content  with  this  record  of  voluntary  service.  Congress  created  the  Corporation  for  National 
and  Community  Service  to  "engage  Americans  of  all  backgrounds  in  community-based 
service."" 

But  federally  run  national  service  programs  undermine  the  spirit  of  volunteerism. 
Consider  AmeriCorps,  the  newest  national  service  program.    AmeriCorps  will  cost  taxpayers 
$15  billion  over  the  next  three  years.   The  average  "volunteer"   will  receive  $7,400 
aimually,  plus  up  to  $9,450  to  pay  higher-education  debts— $7.27  hourly  per  "volunteer,"  not 
including  health  and  child  care  benefits."  According  to  Sen.  Charles  Grassley  (R-IA),  the 
total  cost  per  volunteer  exceeds  $30,000  annually.'*  Also  according  to  Grassley, 

Not  surprisingly,  politics  already  may  have  infected  AmeriCorps.   The  Los 
Angeles  Times  reported  that  a  "Summer  of  Safety"  program  in  San  Francisco 
"organized  40  groups  for  a  rally  against  the  crime  bill's  'three  strikes  and 
you're  out'  provision."   As  a  project  of  AmeriCorps,  Summer  of  Safety  gives 
new  meaning  to  community  service:  using  taxpayer  dollars  to  fund  a  political 
rally." 

The  Corporation  claims  that  its  activities  "foster  civic  responsibility,  strengthen  the 
ties  that  bind  us  together  as  a  people,  and  provide  educational  opportunities  for  those  who 
make  a  substantial  commitment  to  service.""  But  according  to  a  reporter,  "When  I  asked  a 


'¥HA  1993  Annual  Management  Report.  HUD,  pp.  37,  46,  47. 

"John  Walters,  "AmeriCorps'  Failed  View  of  Service,"  Washin^on  Times.  Sept.  13,  1994,  p.  A17. 

"Committee  on  Appropriations  Report,  Department  of  Veterans  Affairs  and  Housing  and  Urban 
Development,  and  Independent  Agencies  Appropriations,  June  22,  1994,  p.  43. 

"John  Walters,  "AmeriCorps'  Failed  View  of  Service,"  Washington  Times.  Sept.  13,  1994,  p.  A17. 

'*Sen.  Charles  Grassley,  "National  Service  at  a  Cost,"  Washington  Times.  Sept.  12,  1994.  p.  A19. 

"Sen.  Charles  Grassley,  "Introduction  to  the  $30,000  'Volunteer,'"  Washington  Times.  Nov.  2,  1994. 

"Report  of  the  Committee  on  Appropriations,  H.R.  103-555,  June  22,  1994,  p.  43. 
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Baltimore  participant  why  he  had  joined  AmeriCorps,  his  answer  was  brutally  concise: 
•Money.'"" 

More  than  1,200  of  the  first  20,000  AmeriCorps  volunteers  will  work  directly  for 
federal  agencies.^  This  brings  to  mind  the  warning  of  Sen.  Don  Nickles  (R-OK)  that  "I  am 
not  sure  that  government  work  or  government  service  is  the  best  incubator  for  teaching 
people  good  work  habits.  "^' 

THE  ENVIRONMENTAL  PROTECTION  AGENCY  (EPA) 

The  Appropriations  Comnuttees  in  the  House  and  Senate  have  criticized  the  EPA  for 
failing  to  adequately  prioritize  its  activities.  Last  year,  the  House  Appropriations  Committee 
noted: 

The  Committee  would  like  to  express  its  concern  about  the  prioritization  of 
activities  at  EPA.   Given  the  very  tight  fiscal  constraints,  it  is  important  that 
the  Agency  correctly  identify  those  items  that  are  of  the  highest  priority.    EPA 
has  chosen  to  fund  certain  activities  at  the  expense  of  statutory  and  court- 
ordered  mandates.   While  there  is  no  doubt  that  these  activities  are 
worthwhile,  it  is  a  question  of  how  the  Agency  has  chosen  to  prioritize  its 
many  funding  levels  and  priorities,  the  Agency  is  directed  to  report  to  the 
Committee  with  its  means  of  priority-setting,  including  statutory  and  non- 
statutory activities  by  February  1,  1995.^ 

In  addition  to  the  February  EPA  report,  in  March,  the  National  Academy  of  Public 
Administration  (NAPA)  is  scheduled  to  release  its  review  of  EPA  activities.   These  reports 
will  provide  information  that  will  be  valuable  in  assessing  the  relative  benefits  of  EPA 
activities. 

There  are  several  specific  actions  the  EPA  could  take  to  save  taxpayer  dollars. 
Eliminating  the  Everglades  Ecosystem  Task  Force  would  save  taxpayers  $1.5  million.^ 
Rather  than  spend  taxpayer  dollars  at  the  EPA,  Congress  could  more  effectively  help  the 
Everglades  by  reforming  federal  support  for  the  sugar  program.    For  instance,  according  to 
the  Ft.  Lauderdale  Sun-Sentinel: 


"Francis  Wilkinson,  "Pork  to  the  People."  Rolling  Stone.  Sept.  22,  1994. 

"Sen.  Charles  Grassley,  "Introduction  to  the  $30,000  'Volunteer,'"  Washington  Times.  Nov.  2,  1994. 

"Sen.  Don  Nickles,  Senate  Hearings  before  the  Committee  on  Appropriations,  S.  Hrg.  103-270,  pt.  2. 

^Report  of  the  Committee  on  Appropriations,  June  22,  1994,  p.  51. 

^Report  of  the  Committee  on  Appropriations,  June  22,  1994,  p.  55. 
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Two  plain  facts  should  shape  any  discussion  of  cleaning  up  the  Everglades:  [1] 
Sugar  growers  cause  most  of  the  water  pollution.    [2]  The  government  already 
aids  sugar  growers  extensively  by  providing  artificial  price  supports  for  their 
product.^ 

Congress  also  should  take  a  hard  look  at  the  Office  of  International  Activities,  which 
in  1994  consumed  about  $15  million  taxpayer  dollars.   If  there  are  pressing  environmental 
concerns  in  the  United  States,  why  should  the  government  send  valuable  taxpayer  dollars 
abroad? 

THE  OFFICE  OF  SCIENCE  AND  TECHNOLOGY  POLICY  (OSTP) 

The  OSTP  advises  the  President  and  coordinates  federal  science  and  technology 
projects.    Unfortunately,  the  OSTP's  current  mission  includes  promoting  the  type  of 
centralized  taxpayer-financed  industrial  policy  that  other  countries  are  scrambling  to 
dismantle.    According  to  the  OSTP, 

[W]e  are  trying  to  expand  our  partnerships  with  the  private  sector.   We  believe 
that  the  past  kind  of  standoff  and  all  too  frequently  adversarial  relationship 
between  the  government  of  the  people  and  the  private  sector  is  one  that  could 
be  improved  on  by  providing,  under  the  right  circumstances,  partnerships 
where  we  can  work  together  on  areas  of  common  cause  and  where  the  self- 
interest  of  the  stakeholders  is  very  clear.  ^ 

However,  industrial  planning  is  best  left  to  the  private  sector.    In  the  words  of  T.J. 
Rodgers,  head  of  Cypress  Semiconductor: 

For  $1  million  I  can  hire  10  Ph.D.' s  and  have  them  working  on  new  and 
wonderful  things  in  the  semiconductor  industry.    But  instead  of  having  those 
10  Ph.D.'s,  we'U  take  the  money  and  put  it  in  an  envelope  and  mail  it  to 
Washington,  and  they're  going  to  invest  it  better  and  create  more  jobs  with 
their  subsidies  than  I  would  here?   Right.  '^^ 

Taxpayer  dollars  should  not  be  used  to  promote  a  federal  industrial  policy  that  would 
only  make  our  country  poorer. 


^" Amend  Everglades  cleanup  plan  so  sugar  growers  pay  fairer  share,'  Ft.  Lauderdale  Sun-Sentinel. 
May  25.  1990. 

"Departments  of  Veterans  Affairs  and  Housing  and  Urban  Development,  and  Independent  Agencies 
Appropriations  for  1995,  Hearing  before  a  Subcommittee  of  the  Committee  on  Appropriations,  p.  387.. 

*Cited  in  Donald  Lambro,  "Shelling  Out  Chips  Off  the  Subsidy  Block,"  Washington  Times.  March  22, 
1994,  p.  A14. 


7 
THE  NEIGHBORHOOD  REINVESTMENT  CORPORATION 

The  Neighborhood  Reinvestment  Corporation  was  designed  to  promote  affordable 
housing  by  providing  federal  subsidies  to  encourage  reinvestment  in  older  neighborhoods. 
According  to  the  corporation: 

For  every  federal  dollar  invested  in  American  communities  through 
Neighborhood  Reinvestment,  there  has  been  a  return  on  that  investment  of 
seven  dollars." 

If,  in  fact,  the  corporation  has  earned  such  amazing  returns,  it  surely  can  operate 
without  federal  support.   The  government  could  save  taxpayers  about  $38  million  in  199S  by 
eliminating  appropriations  for  the  Neighborhood  Reinvestment  Corporation. 

OFTICE  OF  CONSUMER  AFFAIRS  (OCA)/CONSUMER 
INFORMATION  CENTER  (CIQ 

These  two  agencies  consumed  more  than  $4  million  in  taxpayer  dollars  in  1994  in 
order  to,  among  other  things,  advocate  partisan  causes  such  as  federal  health  care  reform. 
According  to  an  OCA  spokesman, 

I  had  a  conversation  with  the  chief  of  staff  at  HHS  and  he  explained  to  me  his 
strong  concern  and  his  request  for  our  assistance  in  explaining  health  care 
reform  to  the  average  citizen.    We  are  gearing  up  for  doing  that." 

A  CIC  spokesman  also  volunteered  to  help: 

The  Consumer  Information  Center  is  eager  to  offer  our  services  and  assistance 
to  whatever  Federal  agency  is  designated  to  be  responsible  for  implementing 
the  President's  health  care  plan.   CIC  works  on  an  ongoing  basis  with  a  wide 
variety  of  Federal  health  care  and  health  care  finance  offices,  and  we  hope  that 
the  lead  agency  will  take  fiiU  advantage  of  our  extensive  editorial,  marketing, 
media  promotion,  and  fulfillment  services.   We  will  continue  to  encourage  all 
of  the  appropriate  agencies  to  coordinate  the  development  and  distribution  of 
health  care  reform  information  through  our  distribution  facility  in  Pueblo.^ 


"rransforming  Lives,  Transformins  Neighborfaopds:  Neighborfaood  Reinvestment  Conwration  1983 
Annual  Report,  p.  4. 

"Senate  Hearings  before  the  Committee  on  Appropriations,  S.  Hrg.  103-270,  pt.  2. 
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The  CIC  was  praised  by  Sen.  Barbara  Mikulski  (D-MD)  for  doing  "some  of  the 
heavy  lifting  in  terms  of  paying  the  bill  for  the  [health  care  reform]  task  force. " 

There's  no  reason  taxpayer  dollars  should  be  used  to  fund  these  federal  agencies  if 
their  mission  includes  spreading  propaganda  designed  to  expand  government.   Unfortunately, 
the  CIC  and  OCA  appeared  all  to  willing  to  fill  this  role  last  year. 

THE  NATIONAL  AERONAUTICS  AND  SPACE  ADMINISTRATION  (NASA) 

Your  subcommittee  should  take  a  serious  look  at  NASA,  which  takes  $14  billion  from 
the  private  sector  and  diverts  13,110  scientists  and  engineers  from  American  companies  that 
are  hungry  for  skilled  researchers  and  technicians.'"  In  many  cases,  these  resources  could 
potentially  be  better  utilized  by  the  private  sector. 

THE  DEPARTMENT  OF  VETERANS  AFFAIRS  (VA): 

The  CBO  estimates  that  closing  inefficient  or  underused  facilities  in  Veterans' 
hospitals  would  save  taxpayers  more  than  $1  billion  over  the  next  five  years  by  allowing  for 
more  economical  care  for  veterans  in  non-VA  facilities.'' 

CONCLUSION 

As  I  mentioned  at  the  outset,  this  list  merely  scratches  the  surface  of  potential 
reforms.    Critics  will  no  doubt  argue  that  cutting  government  spending  in  any  specific 
program  will  have  a  negative  impact  on  a  particular  constituency.   But  in  the  past,  the 
government  has  focused  too  much  on  appeasing  narrow  constituencies  at  the  expense  of  the 
overall  economy.    As  a  result,  Americans  today  are  poorer  and  our  opportunities  are  more 
limited  than  they  could  have  been.    That's  why  CSE  Foundation  urges  you  to  reject  business 
as  usual,  and  to  look  for  every  opportunity  to  return  resources  to  taxpayers.   Thank  you 
again  for  this  opportunity.   I  would  be  glad  to  answer  any  questions. 


departments  of  Veterans  Affairs  and  Housing  and  Urban  Development,  and  Independent  Agencies 
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DISCUSSION  ON  CORPORATION  FOR  COMMUNITY  SERVICE 

Mr.  Lewis.  I  would  be  interested,  since  you  mentioned  the  Cor- 
poration for  Community  Service,  what  criteria  should  the  Federal 
Government  use  to  determine  whether  or  in  fact  we  should  con- 
tinue funding  for  that  program? 

Mr.  Riley.  I  think  the  main  criteria  we  already  support.  Many 
Americans  already  voluntarily  serve,  based  on  their  individual  pri- 
orities. And  we  question  when  we  have  huge  budget  deficits — we 
are  adding  billions  of  dollars  to  the  debt  every  month,  if  not  every 
day — whether  the  Federal  Gk)vemment  should  be  involved  in  this 
area  at  all. 

Certainly,  to  the  extent  that  we  are  going  to  have  to  try  and  pro- 
mote voluntary  service,  we  should  work  to  try  and  keep  the  cost 
down  and  make  sure  that  the  goals  don't  conflict  with  community 
service.  Realistically,  there  are  plenty  of  privately  run  programs, 
Boy  Scouts,  4— H,  that  have  encouraged  community  service  success- 
fully over  the  years. 

Mr.  Lewis.  So  if  Federal  dollars  were  to  be  applied  to  that  sub- 
ject area,  if  at  all,  you  might  suggest  that  the  money  might  be  de- 
livered to  those  that  have  been  successful  as  an  encouragement  or 
inducement  for  such  voluntary  activity. 

Mr.  Riley.  Well,  I  certainly  encourage  to  look  at  the  money  that 
has  been  spent  in  the  past  few  years  and  evaluate  which  programs 
with  any  have  been  successful  with  an  eye  toward  what  you  can 
cut  back.  Every  dollar  you  can  save  in  this  area  is  a  dollar  Ameri- 
cans will  have  to  spend  to  donate  to  other  organizations  or  to  use 
in  other  ways. 

COST  BENEFIT  ANALYSIS  OF  PROGRAMS 

Mr.  Lewis.  On  another  subject,  should  the  Federal  Government 
require  cost-benefit  analysis  of  regulations  promulgated  by  EPA? 

Mr.  Riley.  We  believe  not  just  by  EPA  but  across  the  board  it 
is  important  to  have  some  form  of  cost-benefit  analysis.  Obviously, 
it  leaves  room  for  wide  interpretation  depending  on  how  the  cost 
benefit  analysis  equations  are  set  up.  But  certainly  any  regula- 
tions, any  policies  there  that  are  promulgated  by  the  Federal  Gov- 
ernment— ^Americans  at  least  have  a  right  to  know  what  the  alter- 
natives would  be  and  what  the  actual  costs  of  those  regulations 
are.  So  we  do  support  cost-benefit  analysis. 

Mr.  Lewis.  Thank  you.  Mr.  Stokes. 

RECOMMENDATIONS  FOR  HOUSING  AND  URBAN  DEVELOPMENT 

Mr.  Stokes.  Thank  you,  Mr.  Chairman. 

Mr.  Riley,  you  make  the  statement  in  your  formal  statement  that 
you  agree  with  Senator  Faircloth's  statement  that  the  Department 
of  Housing  and  Urban  Development  should  be  eliminated.  Am  I 
correct? 

Mr.  Riley.  What  we  actually  said — his  statement  may  not  be  far 
from  the  truth.  What  we  are  sa3dng  is  we  encourage  Congress  to 
take  a  look  at  a  zero-based  budget  and  start  from  there  and  build 
up,  as  opposed  to  looking  at  the  current  budget  and  building  down. 
So  we  aren't  necessarily  saying  eliminate  HUD,  but  we  are  saying 
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considering  eliminating  HUD  is  something  that  is  going  to  be  im- 
portant insofar  as  making  the  proper  policy  determination. 

Mr.  Stokes.  Is  this  based  on  some  in-depth  research  or  study 
that  the  organization  has  undertaken? 

Mr.  Riley.  Well,  that  is  based  upon  the  general  perception  that 
the  best  way  to  promote  affordable  housing  again  is  by  reducing 
the  role  the  government  plays,  reducing  the  amount  of  tax  liability 
one  individual  has.  And  whether  it  is  HUD  or  whether  it  is  farm 
programs,  whatever  it  may  be,  we  think  you  have  got  to  take  a 
hard  look  at  ways  to  reduce  spending  and  put  money  back  in  tax- 
payers' pockets  and  let  them  make  the  decisions  instead  of  having 
a  Federal  agency  spend  their  money  for  them. 

Mr.  Stokes.  You  say  it  is  based  upon  some  general  perception. 

Mr.  Riley.  It  is  based,  essentially,  upon  this  chart  which  I  held 
up  briefly  earlier,  which  by  far  the  typical  family — the  biggest  bur- 
den of  is  Federal  taxes  and  looking  at  ways  both  to  shrink  that  in 
order  that  more  money  is  available  for  other  areas,  such  as  hous- 
ing, and  looking  at  ways  to  increase  the  size  of  the  economic  pie. 

Mr.  Stokes.  So  when  you  say  it  is  based  upon  this  charge,  gen- 
eral perception,  you  are  not  talking  about  any  in-depth  type  of  re- 
search or  study  that  has  been  made  relative  to  the  position  you 
have  taken. 

Mr.  Riley.  Well,  the  in-depth  research  we  have  done  is  looking 
at  things.  For  example,  if  HLFD  is,  in  fact,  spending  money  in  the 
richest  counties  in  the  United  States,  in  the  richest  States  in  the 
United  States,  then  that  suggests  to  me  that  there  are  probably 
areas  for  reform  which  could  save  taxpayer  dollars.  So  we  have 
looked  at  the  specific  areas  of  HUD,  yes.  Whether  we  have  a  spe- 
cific overall  book  that  goes  through  every  function  that  HUD  does 
and  trying  to  rank  each  function,  no,  we  haven't  done  that. 

Mr.  Stokes.  Does  HUD  have  a  special  role  in  terms  of  what  it 
does  in  terms  of  providing  housing  and  assisted  housing  for  the 
poorest  of  the  poor  in  our  society? 

Mr.  Riley.  I  think  whenever  you  spend  tens  of  billions  of  dollars 
you  are  bound  to  have  some  positive  results  that  you  can  point  to. 
But,  over  the  years,  I  think  also  that  if  many  of  those  functions  had 
been  left  to  the  States  and  had  been  left  in  the  like  amounts  or  left 
to  individuals,  you  would  also  find  that  poor  people  could  be 
helped. 

In  fact,  in  the  neighborhood  that  I  live  in  where,  in  my  opinion, 
people,  unfortunately,  live  in  government  housing  and  go  to  govern- 
ment-run schools.  Government  pays  for  their  school.  And  the  poor 
kids  that  grow  up  in  that  situation  it  is  hard  to  fathom  a  crueler 
program  as  far  as  destroying  their  future.  I  am  just  talking  about 
the  narrow  group  of  people  that  I  live  with. 

Mr.  Stokes.  But  I  am  talking  about  where  HUD  does  play  an 
enormous  role  in  terms  of  our  society  and  that  is  in  recognition  of 
the  fact  that  the  poorest  of  the  poor  in  our  society  need  to  have 
housing  in  our  society.  This  was  a  program  established  by  the  Con- 
gress many  years  ago  as  a  part  of  our  concern  for  the  society  in 
which  all  of  us  live.  And  my  question  to  you  is,  does  HUD  have  a 
special  role  in  that  respect? 

Mr.  Riley.  Well,  I  think  a  case  could  be  made  that  there  are 
things  that  government  can  do  to  help  the  poor — again,  our  percep- 
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tion  is  the  best  thing  we  can  do  is  take  whatever  steps  are  possible 
to  create  a  growing  economy  that  allows  people  to  help  the  poor. 

Mr.  Stokes.  In  other  words,  you  don't  want  to  answer  my  ques- 
tion. 

Mr.  Riley.  I  would.  Specifically,  with  regards  to  HUD,  there  may 
be  some  specifically  targeted  efforts  that  would  be  helpful.  But 
when  you  are  sending  taxpayer  dollars  to  15  of  the  20  wealthiest 
States,  that  to  me  can't  be  justified. 

Mr.  Stokes.  Maybe  I  am  phrasing  my  question  wrong.  Maybe  it 
is  me. 

My  question  to  you,  sir,  is  does  HUD  have  a  role,  as  Congress 
gave  it  a  role,  in  terms  of  providing  housing  for  the  poorest  of  the 
poor  in  our  society?  That  I  think  can  be  answered  yes  or  no. 

Mr.  Riley.  It  is  difficult  for  me  to  answer  yes  or  no  because  what 
you  describe  is  what  Congress  is  supposed  to  do.  I  am  looking  at 
what  it  actually  does.  What  it  actually  does  is  not  in  line  with  that. 

Mr.  Stokes.  You  came  in  to  testify  before  us  as  an  expert,  and 
I  am  asking  you  a  very  simple  question  about  an  area  where  you 
have  testified. 

Mr.  Riley.  Well 

Mr.  Stokes.  What  is  the  problem  about  a  little  simple  answer  to 
a  simple  question  like  that? 

Mr.  Riley.  A  simple  question  would  be  there  is  no  reason  the 
States  can't  handle  those  functions. 

Mr.  Stokes.  So  the  Federal  Grovernment  should  not  have  a  role 
in  that. 

Mr.  Riley.  That  is  right. 

Mr.  Stokes.  Okay.  That's  what  I  was  trying  to  get  from  you. 

You  say  that  our  subcommittee  ought  to  take  a  hard  look  at 
NASA.  Are  you  implying  that  we  have  not  taken  a  hard  look  at 
NASA? 

Mr.  Riley.  No,  sir,  not  at  all. 

Mr.  Stokes.  You  would  acknowledge  that  this  is  an  area  where 
we  do  look  very  closely  and  scrutinize  it  very  carefully.  That,  in  ad- 
dition to  that,  we  have  had  an  extraordinary  amount  of  time  in  de- 
bate on  the  Floor  relative  to  NASA.  Is  that  true? 

Mr.  Riley.  I  am  aware  of  that,  yes. 

Mr.  Stokes.  Let  me  ask  you  this.  What  is  your  position  regard- 
ing the  biggest  housing  subsidy  of  all,  that  is,  the  deductibility  of 
mortgage  interest  on  owner-occupied  residences?  Anything  you 
think  we  ought  to  do  about  that  or  the  government  ought  to  do 
about  that? 

Mr.  Riley.  To  the  best  of  my  knowledge  we  don't  have  a  position 
on  that.  We  think  it  is  something  that,  again,  as  with  NASA,  you 
should  probably  take  a  hard  look  at.  There  may  be  areas  for  reform 
in  terms  of  the  amount  of  subsidy  that  is  granted  for  a  home,  the 
number  of  homes  that  can  be  made.  We  don't  have  a  position  on 
that  at  this  point. 

Mr.  Stokes.  Thank  you,  sir.  Thank  you,  sir. 

Mr.  Lewis.  Thank  you,  Mr.  Stokes. 

Miss  Vucanovich. 

OFFICE  OF  consumer  AFFAIRS 

Mrs.  Vucanovich.  Thank  you,  Mr.  Chairman. 


693 

Mr.  Riley,  there  are  some  questions  that  I  may  submit  for  the 
record. 

But  one  of  the  offices  that  you  referred  to  was  the  Office  of 
Consumer  Affairs,  which  in  the  past  has  provided  advocacy  serv- 
ices, and  I  have  constituents  who  were  very  disturbed  about  the 
proposed  health  care  bill  that  the  President  suggested.  Do  you 
know  whether  this  office  had  anything  to  do  with  printing  and  dis- 
seminating pamphlets  and  booklets  on  the  President's  health  care 
plan? 

Mr.  Riley.  We  would  have  to  follow  up  on  that.  To  the  best  of 
my  knowledge,  one  of  their  functions  was  helping  to  develop  the 
plan  and  a  method  to  distribute  it.  But  as  far  as  whether  they  ac- 
tually printed  pamphlets,  we  haven't  had  a  chance  to  follow  up  on 
that  information,  but  we  would  be  glad  to  do  so. 

Mrs.  VUCANOVICH.  Well,  I  think,  you  know,  these  are  the  kinds 
of  questions  that,  when  you  are  making  proposals,  I  kind  of  would 
like  to  have  that  answer,  if  you  know;  and  we  certainly  would  ap- 
preciate that. 

Do  you  know  of  any  other  legislative  project  for  which  the  Office 
of  Consumer  Affairs  might  have  lobbied  and  how  much  those  ef- 
forts would  cost? 

The  health  care  is  the  one  area  that  I  am  familiar  with.  But  we 
would  certainly  be  glad  to  look  into  their  activities. 

Mrs.  VUCANOVICH.  Well,  I  think,  because  we  are  talking  about 
taking  a  fresh  look  at  all  of  these  agencies  and  offices 

[The  information  follows:] 

Question.  Please  expand  on  your  suggestion  to  transfer  HUD  funds  to  the  states. 
Are  you  advocating  the  use  of  block  grant  funding  for  housing? 

Answer.  As  Citizens  Against  Government  Waste  stated  before  the  subcommittee, 
"Why  should  government  play  the  role  of  slum  lord?"  Taxpayers  are  tired  of  paying 
for  public  housing  which  in  many  cases  are  boarded  up  and  abandoned.  Certainly, 
Washington  and  the  50  states  can  find  a  way  to  work  together  through  block  grants 
and  house  thousands  of  homeless  Americans  in  FY  96. 

Question.  "Many  Members  of  Congress  were  concerned  prior  to  passage  of  legisla- 
tion creating  the  Corporation  for  National  and  Community  Service  for  similar  rea- 
sons that  vou  mentioned.  Please  expand  on  the  cost  of  this  program  and  the  effec- 
tiveness of  this  program." 

Answer.  First  I  should  note  that  a  typographical  error  in  my  written  testimony 
indicated  that  the  AmeriCorps  program  will  cost  $15  billion  over  three  years.  As 
Chairman  Lewis  and  Rep.  Vucanovich  indicated,  the  figure  should  have  read  $1.5 
billion.  However,  this  does  not  affect  our  recommendation  that  community  and  na- 
tional service  programs  are  better  left  to  private  organizations  than  the  federal  gov- 
ernment. The  answers  to  the  problems  facing  our  country  are  not  to  be  found  by 
creating  new  federal  bureaucracies.  Instead,  the  most  appropriate  way  to  expand 
the  spirit  of  volunteerism  is  to  reduce  the  federal  government's  burden  on  American 
taxpayers,  so  that  they  have  more  time  and  money  to  contribute  to  community  and 
national  service  programs. 

Question.  "You  mentioned  the  EPA  Everglade  Ecosystem  program  as  a  suggestion 
for  elimination  of  funding.  In  your  estimation,  are  there  other  programs  within  the 
EPA  which  should  be  reformed  or  funding  reduced  or  eliminated  due  to  duplication 
of  services  or  inappropriate  funding?"    , 

Answer.  As  with  most  federal  agencies,  there  are  probably  significant  opportuni- 
ties to  return  resources  to  the  private  sector.  In  addition,  there  may  be  areas  where 
EPA  activities  could  be  handled  more  effectively  at  the  state  and  local  level.  The 
March  National  Academy  of  Public  Administration  report  should  help  in  identifying 
specific  areas  for  reform. 

Question.  "You  mentioned  the  Office  of  Consumer  Affairs  which  has  in  the  past 
provided  advocacy  services.  Did  this  office  have  anything  at  all  to  do  wdth  the  print- 
ing and  disseminating  pamphlets  and  booklets  on  the  President's  health  care  plan? 
If  so,  I  can  tell  you  that  my  constituents  are  furious.  Often,  I  was  asked  by  constitu- 
ents opposing  the  plan  whether  their  taxpayer  dollars  had  paid  for  the  material 


694 

they  had  received  in  the  mail!  Do  you  know  of  any  other  legislative  project  for  which 
the  Office  of  Consumer  Affairs  has  lobbied  and  the  cost  of  these  efforts?" 

Answer.  An  Office  of  Consumer  Affairs  representative  testified  last  year  that  this 
office  planned  to  assist  the  Department  of  Health  and  Human  Services  in  "explain- 
ing health  care  reform  to  the  average  citizen."  We  will  be  glad  to  forward  any  addi- 
tional information  that  we  are  able  to  uncover  on  this  topic  to  your  committee. 

In  response  to  my  statement  that  in  the  past  Congress  has  tended  to  hear  more 
from  advocates  of  increased  federal  spending  than  critics  of  such  spending,  Rep. 
Mollahan  asked  whether  a  CSE  Foundation  to  appear  before  your  committee  has 
ever  been  denied.  To  the  best  of  my  knowledge,  the  answer  is  no.  The  purpose  of 
my  statement  was  to  note  that  in  general,  Congress  has  been  bombarded  with  re- 
quests to  increase  spending,  and  we  appreciated  the  opportunity  to  provide  another 
view. 

Question.  Many  testifying  before  this  subcommittee  have  advocated  the  expanded 
use  of  housing  vouchers  and  many  local  housing  authorities  support  this  idea.  To 
what  extent  do  you  believe  the  voucher  system  should  be  used? 

Today  we  have  heard  many  suggestions  on  how  to  reorganize  HUD,  but  much  of 
this  will  require  authorizing  authority.  Short  of  that  authority,  what  programs  do 
you  believe  are  least  important  and  what  programs  do  you  believe  are  most  impor- 
tant to  the  operations  of  HUD  in  the  next  year? 

Answer.  The  voucher  program  should  be  the  method  of  providing  housing  assist- 
ance to  low-income  families,  instead  of  the  present  system  of  project  based  assist- 
ance through  public  housing  and  privately  owned  projects.  At  present  1.1  million 
low-income  families  and  individuals  receive  housing  vouchers  or  certificates.  More 
than  half  are  members  of  minority  groups,  mostly  African-American.  Vouchers  are 
being  used  successfully  in  all  kinds  of  housing  markets  across  the  country,  and  suc- 
cess rates  are  rising  from  year  to  year,  according  to  information  from  HUD.  If  every- 
one now  living  in  public  housing  were  given  a  voucher  or  certificate,  they  could 
move  into  the  private  market  and  find  housing  that  rents  for  less  than  the  Fair 
Market  Rent.  As  Secretary  Cisneros  and  the  Administration  have  proposed,  vouch- 
ers should  replace  project-based  subsidies  for  public  housing  and  privately-owned 
assisted  projects  as  quickly  as  possible.  I  believe  the  replacement  process  could  start 
now,  rather  than  three  years  from  now. 

Mrs.  VUCANOVICH.  Thank  you,  Mr.  Chairman.  I  have  no  further 
questions. 

Mr.  Lewis.  Thank  you,  Miss  Vucanovich. 

Mr.  Hobson. 

Mr.  HoBSON.  I  have  a  couple  questions. 

I  actually  remember  when  FHA  made  money  many  years  ago 
when  I  was  in  the  mortgage  banking  business.  Somehow  we 
changed  the  concept,  and  it  began  to  lose  money.  I  think  we  ought 
to  go  back,  and  you  would  probably  agree,  and  look  at  some  of  the 
things  to  change  that. 

But  I  do  have  some  problem — I  just  recently  visited — maybe  you 
could  tell  me  how  you  work  through  this — a  little  community  called 
North  Wilkesburg,  has  a  few  hundred  people  in  it.  They  just 
opened  a  senior  citizen  housing  facility  there  for  40  people.  It  is  a 
nice  project.  The  community  likes  it.  The  people  who  live  there  like 
it. 

They  don't  have  a  lot  of  money.  This  is  a  nice,  clean  place  for 
them  to  live  in  their  little  town.  This  is  a  rural  area  of  Ohio.  So 
it  is  not  affluent.  I  don't  think  North  Wilkesburg  would  consider 
themselves  a  wealthy  community. 

How  can  they  do  that  in  this  town?  The  State  doesn't  have  a  pro- 
gram today  to  do  that,  so  they  do  it  with  FHA. 

Is  that  something  we  should  continue  or  should  we  get  rid  of 
that?  Or  should  we  get  out  of  that  type  of  business  or— what  would 
your  proposal  be  for  that? 
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Mr.  Riley.  Well,  I  am  not  familiar  with  the  specifics  of  the  loca- 
tion. Obviously,  if  it  is  the  type  of  area  that  is  affluent  enough  that 
they  could  afford  to  build  a  center  without  an  FHA  guarantee 

Mr.  HOBSON.  This  is  housing.  They  live  in  the  housing.  It  is  in 
a  community  center. 

Mr.  Riley.  If  they  can  afford  to  build  the  housing  without  an 
FHA  guarantee,  that  would  be  one  thing  we  would  look  at. 

The  second  would  be  instead  of  just  looking  at  one  particular  pro- 
gram, is  to  look  at  Federal  agencies  across  the  board  and  what 
would  be  the  potential  impact  on  that  particular  community  if  per- 
haps there  were  no  FHA  loans  available  for  this  particular  complex 
but,  look  at  the  same  time,  if  the  people  had  more  money  in  their 
pockets  because  other  programs,  Federal  programs,  had  been  fund- 
ed— had  also  been  cut. 

Mr.  HOBSON.  I  would  tell  you  from  my  background  in  mortgage 
banking  you  can't  go  to  the  local  bank  and  look  for  money  in  build- 
ing. 

Mr.  Riley.  I  think  we 

CORPORATION  FOR  NATIONAL  AND  COMMUNITY  SERVICE 

Mr.  HOBSON.  Let  me  skip  to  another  project.  There  is  a  role 
someplace  for  the  Federal  Government  in  this.  I  think  we  ought  to 
figure  out  because  we  used  to  make  money  in  this  Department 
years  ago.  I  think  we  need  to  go  back  and  look  and  see  what  hap- 
pened. 

Under  the  Corporation  for  National  and  Community  Service,  I 
am  very  concerned  about  a  number  that  is  in  here.  It  is  $15  billion. 
Can  you  tell  me  where  that  number  came  from?  Because  I  see  it 
down  here  there  is  an  asterisk  after  it.  No,  there  isn't  after  that 
particular  part.  But  we  thought  we  funded  that.  I  thought  that  was 
funded  for  a  billion  dollars,  which  is  a  lot  of  money.  But  now  it  is 
$15  million. 

Mrs.  VUCANOVICH.  Billion. 

Mr.  HOBSON.  Billion,  sorry.  But  how,  you  know,  the  seed  was 
planted,  and  it  suddenly  bloomed. 

Mr.  Riley.  The  figure  is  from  the — is  from  the  editorial  or  op-ed 
that  I  cited.  I  would  have  to  go  back  to  the  op-ed  and  check  the 
particular  figure. 

Mr.  HoBSON.  Do  you  know  that?  I  don't  know  where  that  number 
came  from.  If  that  is  a  fact,  I  think  it  needs  to  be  checked,  and  I 
would  appreciate  somebody  telling  me  because  that  is  a  lot  bigger 
than  I  thought  it  was. 

Mr.  Riley.  We  will  have  to  double-check  that  figure,  and  I  apolo- 
gize if  there  is  an  inaccuracy. 

Mr.  HOBSON.  Too  big.  A  lot  bigger  than  we  thought. 

Mr.  Riley.  Perhaps  it  should  be  $1.5  billion. 

Mr.  Lewis.  Thank  you,  Mr.  Hobson.  I  overlooked  my  colleague, 
Mr.  Mollohan,  I  guess  in  part  because  we  didn't  get  to  Mr.  Hobson 
in  the  last  go-around.  I  appreciate  you  being  with  us  for  your  ques- 
tioning. 

Mr.  Mollohan.  We  want  to  give  Mr.  Hobson  all  the  time  he 
needs. 

Mr.  Lewis.  Thank  you. 

Mr.  Mollohan.  Mr.  Riley,  welcome  to  the  subcommittee. 
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Mr.  Riley.  Thank  you. 

Mr.  MOLLOHAN.  One  of  your  first  comments  which  was  kind  of 
laid  out  there  was,  as  I  understood  it,  your  point  was  that  you  ap- 
preciate your  opportunity  to  testify  before  the  committee  and  you 
distinguished  your  organization  from  those  that  you  thought  had 
been  the  predominant  testifiers  in  the  past.  Is  that  to  suggest  that 
you  have  requested  to  testify  before  this  subcommittee  in  the  past 
and  were  turned  down? 

Mr.  Riley.  I  am  not  sure  if  we  requested  in  the  past  and  were 
turned  down  or  if  we  have  not  requested.  I  would  have  to  double- 
check  the  information.  I  am  referring  to  the  studies  that  have  been 
done  that  in  general  looked  at  the  people  who  testified  not  specifi- 
cally before  this  committee  but  before  Congress. 

Mr.  MOLLOHAN.  I  think  that  is  a  fair  point  to  make  and  kind  of 
balance  it.  If  the  implication  is  there  at  all  that  perhaps  you  re- 
quested in  the  past  and  were  turned  down  and  that  isn't  the  case, 
I  think  the  record  ought  to  be  clear  on  that. 

Mr.  Riley.  That  is  correct.  I  wasn't  attempting  to  clarify. 

Mr.  MOLLOHAN.  You  might  have  requested  to  testify  before  this 
committee  in  previous  years. 

Mr.  Riley.  I  don't  have  knowledge  of  that. 

Mr.  Lewis.  Maybe  you  could  clarify  that  for  the  record. 

Mr.  MOLLOHAN.  I  think  to  the  extent  that  might  have  created  a 
misunderstanding. 

Mr.  Riley.  Sure. 

tenets  of  center  for  a  sound  ECONOMIC  FOUNDATION 

Mr.  MOLLOHAN.  Let  me  understand  because  I  honestly  am  not  fa- 
miliar with  the  Center  for  a  Sound  Economic  Foundation.  Can  I  as- 
sume that  one  of  the  basic  tenets  of  the  organization  is  that — and 
driving  tenets  which  is  this  tax  bite  that  is  reflected  in  this  chart 
should  be  minimized  so  you  said  in  your  testimony,  paraphrasing, 
that  folks  would  have  more  money  to  spend  in  these  other  areas. 

Mr.  Riley.  That  is  right. 

Mr.  MOLLOHAN.  That  is  one  of  the  tenets.  And  that  statement 
would  be  applicable  to  whether  you  are  talking  about  HUD  or 
whether  you  are  talking  about  perhaps  even  the  Defense  Depart- 
ment or  any  other  government  agency.  You  just  think  people  ought 
to  be  paying  less  taxes,  is  that  correct? 

Mr.  Riley.  That  is  right. 

Mr.  MOLLOHAN.  As  that  statement  commented,  and  as  I  under- 
stood, you  juxtaposed  that  with  the  idea  that  we  can  help  poor 
folks  if  we  reduce  this  tax  bite  and  allow  them  to  spend  money  in 
other  areas.  I  got  to  tell  you,  I  am  not  the  economist  and  you  are, 
so  you  are  certainly  the  expert  here.  But  in  my  experience,  lots  of 
those  poor  folks  don't  even  pay  taxes.  So  your  reducing  this  tax 
burden  isn't  going  to  help  them  at  all. 

So  it  really  doesn't  quite  follow  that  reducing  this  tax  burden  is 
going  to  help  poor  folks  have  more  money  to  spend  on  housing  and 
health  and  medical  care  because  they  don't  even  have  enough 
money  to  pay  taxes  now. 

Mr.  Riley.  Right. 

Mr.  MOLLOHAN.  Can  you  comment  on  that  and  how  that  state- 
ment is  relevant  to  that  point? 
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Mr.  Riley.  Sir,  that  is  a  good  question.  Our  position  is,  of  course, 
there  are  people  who  don't  pay  taxes  but  in  general,  as  more  re- 
sources are  left  in  the  private  sector,  as  opposed  to  taken  by  the 
public  sector,  you  have  more  efficient  use  of  those  resources  and 
the  economy  will  grow  more,  you  will  create  more  opportunity, 
more  jobs,  better  jobs  as  a  result.  And  through  that,  the  middle 
class  and  wealthy  people  would  be  better  off.  I  would  add  in  gen- 
eral, a  lot  of  what  the  government  spends  money  on  is  not  nec- 
essarily to  help  poor  people  but  it  is  to  help  middle  class. 

Mr.  MOLLOHAN.  That  is  a  different  issue.  When  we  get  to  the 
issue  of  when  the  Federal  Government  starts  spending  the  money, 
that  gets  down  to  wise  decisions.  But  your  premise  is  that  the 
lower  the  tax,  the  more  money  these  folks  are  going  to  have  to 
spend. 

My  point  is  many  of  these  people  that  this  is  directed  toward,  by 
statutory  definition,  are  not  going  to  be  the  beneficiary  of  reducing 
taxes.  And  even  if  they  are,  it  is  a — it  is  a  rising  tide  in  the  salt 
boats  kind  of  theory,  which  kind  of  projects  the  benefits  to  these 
kind  of  people  that  these  programs  are  targeted  to  help;  projects 
any  benefit  way  far  out  into  the  future  and  it  is  a  bit  theoretical. 
Would  you  not  agree? 

Mr,  Riley.  I  would  not  necessarily  agree  that  the  benefits  don't 
come  into  work  in  the  future.  I  would  agree  it  is  the  rising  tide  in 
the  salt  boats  theory. 

Mr.  MOLLOHAN.  I  am  wondering  here,  and  I  hear  your  testimony 
and  if  you  would  make  clear  to  me:  what  is  your  fundamental 
premise  with  regard  to  Federal  programs?  I  understand  this  point 
and  that  is  kind  of  the  underlying  tenets  of  your  organization.  But 
I  am  sitting  here  thinking  about  maybe  there  are  three  possibili- 
ties. The  fundamental  premise  of  your  testimony  here,  number  one 
that  all  these  government  programs  should  be  eliminated.  Let  me 
test  that.  Do  you  think  that  HUD  as  an  organization,  as  an  agency, 
should  be  eliminated? 

Mr.  Riley.  As  I  tried  to  indicate  to  Mr.  Stokes,  I  think  a  good 
case  can  be  made  that  it  can  be  eliminated  and  that  those  func- 
tions can  be  transferred  to  individual  State  and  local  governments. 

Mr.  MOLLOHAN.  And  I  want  to  get  to  that  in  just  a  second.  EPA, 
do  you  think  the  Environmental  Protection  Agency  should  be  elimi- 
nated? 

Mr.  Riley.  I  think  EPA  serves  an  important  function.  It  is  clear- 
ly one  of  the  roles  many  economists  see  as  important  for  govern- 
ment as  taking  care  of  public  good  and  we  think  EPA  should  not 
necessarily  be  eliminated  but  should  be  run  as  efficiently  as  pos- 
sible. 

Mr.  MOLLOHAN.  So  there  are  some  agencies  you  think  should  be 
eliminated,  HUD  might  be  one  of  those.  There  are  some  agencies 
you  think  perhaps  should  be  curtailed,  their  function  should  be  cur- 
tailed, EPA  might  fall  into  that  category.  With  regard  to  this  indus- 
trial policy — well,  you  said  the  States  could  better  take  over  the 
functions  of  HUD,  is  that  correct? 

Mr.  Riley.  In  many  cases,  yes. 

Mr.  MOLLOHAN.  Just  philosophically,  what  is  the  difference  be- 
tween in  terms  of  a  government  entity  providing  social  services, 
just  as  a  matter  of  mission,  an  acceptable  mission?  Is  there  a  dif- 
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and  the  States  performing  that  mission? 

Mr.  Riley.  That  is  a  very  good  question.  We  believe  in  generally 
the  closer  government 

Mr.  MOLLOHAN.  Thanks,  by  the  way.  I  got  one  good  question. 
Just  kidding. 

Mr.  Riley.  I  was  being  very  serious. 

Mr.  MoLLOHAN.  I  know.  I  am  lightening  it  up  a  little  bit. 

Mr.  Riley.  In  our  perception,  the  closer  government  is  to  the  peo- 
ple, the  more  responsive  it  will  be  to  people's  concerns,  and  the  far- 
ther it  is  away  to  people,  the  less  responsive  it  would  be  to  their 
concerns  and  the  less  control  people  feel  they  have  over  the  re- 
sources they  are  sending  to  the  governments. 

Mr.  MOLLOHAN.  And  you  know,  I  like  that.  Theoretically  I  really 
like  that.  People  ought  to  be  closer  to  our  government  and  the 
greater  control  they  have  over  their  lives,  the  better.  What  about 
situations  where  local  and  perhaps  even  State  governments  do  not 
have  the  adequate  resources  to  address  the  sometimes  excruciat- 
ing, very  difficult  real-life  problems  that  people  are  having  in  their 
area. 

For  example,  you  know,  I  am  from  West  Virginia.  My  part  of 
West  Virginia  isn't  really  Appalachia.  We  have  a  pretty  high  stand- 
ard of  living.  We  have  coal  and  steel  and  chemicals  and  extraction, 
but  during  the  1980s,  we  were  experiencing  22  percent  unemploy- 
ment in  my  district.  In  the  southern  part  of  the  State,  Appalachia, 
there  is  a  real  boot  strap  problem.  What  about  West  Virginia?  Do 
you  think  a  State  that  perhaps  has  gone  through  those  periods  and 
maybe  is  experiencing  that  difficulty  or  perhaps  even,  for  example, 
California,  the  Chairman's  State,  that  are  having  economic  disloca- 
tions and  short-term,  I  hope,  associated  with  the  defense  industry 
downsize — and  I  don't  know  if  the  chairman,  but  I  know  a  lot  of 
folk  in  those  areas  are  very  supportive  of  what  are  they  calling  it, 
military  transition 

Mr.  Lewis.  Military  conversion. 

Mr.  MOLLOHAN.  Military  conversion,  defense  conversion  dollars. 
Let  me  get  back  to  my  first  one. 

In  those  States  that  don't  have  resources,  do  you  think  the  Fed- 
eral Government  has  a  role  to  share  resources  to  help  perform 
those  functions  that  maybe  the  States  cannot  perform  because  they 
don't  have  those  resources,  although  philosophically  we  might 
agree  it  would  be  better  if  they  could? 

Mr.  Riley.  I  think  a  case  could  be  made  that  there  are  instances 
when  a  particular  region  does  not  have  the  resources  that  other 
people  may  want  to  help  those.  But  in  our  opinion,  the  burden  is 
going  to  be  on  the  government  to  justify  those  programs  and  to  jus- 
tify it,  the  fact  that  those  programs  are  the  most  efficient  way  of 
helping  people. 

Mr.  MOLLOHAN.  What  about  defense  conversion?  I  am  curious. 
Do  you  support  the  defense  conversion  program?  Broadly  speaking. 

Mr.  Riley.  I  have  not  taken  a  close  look  at  defense  conversion. 
Again,  in  theory,  in  general,  any  government  program,  whether  it 
is  HUD,  or  whether  it  is  ag,  whether  it  is  defense,  if  you  cut  some- 
thing off  overnight,  there  are  going  to  be  radical  shifts  and  you  c£in 
make  a  case  m  theory  that  perhaps  the  government  needs  to  be  in- 
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volved.  But  whether  in  fact  that  is  a  good  idea,  again,  I  am  not  pre- 
pared to  answer. 

Mr.  MOLLOHAN.  One  more,  Mr.  Chairman.  You  have  been  very 
kind  to  me. 

Mr.  Lewis.  Sure. 

ROLE  OF  GOVERNMENT  SPONSORED  RESEARCH  AND  DEVELOPMENT 

Mr.  MOLLOHAN.  Industrial  policy,  I  hear  this  industrial  policy 
used  as  an  opposition  to  industrial  policy  used  to  oppose  what  I 
might  consider  to  be  investments  in  research  and  development.  I 
would  just  like  to  explore  what  you  mean  by  industrial  policy. 

For  example,  the  money  that  this  Appropriations  Committee  has 
supported  for  the  National  Science  Foundation  in  the  past,  which 
is  a  pristine,  real  proud,  they  do  peer  review  and  all  that  stuff.  But 
would  you  consider  that  to  be  industrial  policy  supporting  the  Na- 
tional Science  Foundation's  efforts? 

Mr.  RiLEY.  You  may  have  noticed  the  National  Science  Founda- 
tion is  not  something  that  we  touched  on  in  our  testimony. 

Mr.  MOLLOHAN.  I  really  didn't.  That's  why  I  am  asking. 

Mr.  Riley.  Okay.  It  is  not  an  area  that  I  have  focused  on  at  all, 
that  I  am  familiar  with  at  all. 

Mr.  MOLLOHAN.  Just  as  a  matter  of  opinion,  not  focusing  on  it, 
as  a  matter  of  philosophy  can  you  respond?  You  may  not  be  able 
to  respond,  no,  sir,  I  cannot,  or  no,  I  cannot.  But  as  a  matter  of 
philosophy  if  you  can,  do  you  believe  that  the  Federal  Government 
ought  to  be  supporting — and  I  would  define  that  as  basic  research, 
peer  review.  Do  you  think  the  Federal  Government  has  any  busi- 
ness supporting  that? 

Mr.  Riley.  I  would  be  very  uncomfortable  answering  that  with- 
out knowing  more  specifically  how  that  agency  works. 

Mr.  MOLLOHAN.  And  I  haven't  probably  given  you  the  correct  in- 
formation. Going  to  another  maybe  example  that  might  be  better, 
what  about  NASA?  We  support  NASA  in  many  regards,  much  of 
which  I  would  consider  to  be  basic  research.  Some  of  which  I  would 
consider  to  be  prototyping  and  some  of  which  I  would  consider  to 
be  in  the  aeronautical  side  would  be  going  beyond  prototyping.  Do 
you  think  the  Federal  Government  should  be  supporting  those  ac- 
tivities, interfacing  with  the  aerospace  industry  and  aeronautics  de- 
veloping technologies  to  make  us  more  successful  in  the  future  in 
aerospace? 

Mr.  Riley.  Well,  again,  we  are  not  coming  in  and  saying  elimi- 
nate NASA  overnight. 

Mr.  MOLLOHAN.  I  didn't  ask  that.  That  is  not  my  question. 

Mr.  Riley.  We  believe  the  burden  of  proof  ought  to  be  under  the 
government  to  say  that  the  engineers  that  are  going  to  be  working 
for  NASA  are  going  to  be  more  productively  employed  than  if  they 
working  for  General  Motors  or  Boeing  or  somebody  else.  If  they  can 
make  that  case  sufficiently  then  clearly  there  may  be  areas 

Mr.  MOLLOHAN.  You  may  not  be  able  to  understand  my  question. 
I  like  hearing  from  you.  I  want  to  fully  understand  where  you  were 
coming  from. 

Mr.  Riley.  I  am  sorry.  Could  you  rephrase  it  for  me? 

Mr.  MOLLOHAN.  Do  you  think  that  NASA,  that  this  subcommittee 
and  its  counterparts  throughout  the  Congress  should  be  supporting 


700 

the  interface  activities  of  the  government,  NASA,  as  it  develops 
aerospace  technologies  and  works  with  Boeing — and  I  don't  know 
all  the  other  folks  that  do,  but  most  of  them  aren't  in  West  Vir- 
ginia— ^but  do  you  think  they  ought  to  be  supporting  that  kind  of 
effort  by  NASA? 

Mr.  Riley.  I  am  not  trying  to  evade  your  question. 

Mr.  MOLLOHAN.  As  a  matter  of  philosophy.  Just  assume  that  I 
am  right,  we  are  doing  that. 

Mr.  Riley.  Again,  let  me  just  say  the  burden  of  proof  is  on  the 
government. 

Mr.  MoLLOHAN.  That  is  fair.  Thank  you  for  your  answer. 

Mr.  Chairman,  thank  you  very  much,  and  thank  you,  Mr.  Riley. 

Mr.  Lewis.  Thank  you.  My  friend  from  Michigan,  Mr. 
Knollenberg. 

Mr.  Knollenberg.  Mr.  Chairman.  Picking  up  on  what  the  gen- 
tleman was  talking  about  in  West  Virginia,  I  kind  of  gather  that 
maybe  you  might  be  in  favor  of  privatizing  certain  functions  of 
NASA.  For  example,  I  asked  a  question  of  the  previous  witness 
would  you  recommend  that  we  consider  privatizing,  say  the  space 
shuttle  as  a  component,  a  very  large  component  of  that.  You 
would? 

Mr.  Riley.  That  is  the  kind  of  area  that  we  certainly  encourage 
your  committee  and  Congress  to  consider  as  a  possibility.  I  am  not 
an  expert  on  the  space  shuttle  and  whether  that  is  feasible  or  not. 
But  in  general  if  it  is  something  the  private  sector  can  do  and  the 
burden  could  be  lifted  from  taxpayers,  then  of  course  we  hope  you 
would  take  a  serious  look  at  those  possibilities. 

Mr.  Knollenberg.  Within  your  body,  do  you  have  research  that 
is  ongoing  in  regard  to  this  particular  area? 

Mr.  Riley.  We  have  done  a  lot  of  work  on  privatization  generally. 
We  have  not  specifically  looked  at  privatizing  particular  entities 
within  NASA;  no,  sir. 

Mr.  Knollenberg.  I  might  submit  a  question  in  writing  if  that 
would  be  permissible,  Mr.  Chairman. 

Mr.  Lewis.  Certainly. 

Mr.  Knollenberg.  The  other  question  I  had  for  you  is  looking 
at  your  committee  about  the  Department  of  Veterans  Affairs — and 
this  question  is  made  not  in  reference  to  dismantling  or  reducing 
it  to  rubble,  zeroing  it  out,  but  rather,  there  are  critics — I  know 
that  it  said  one  of  the  major  flaws  of  the  VA  is  that  they  should 
never  have  gotten  into  the  hospital  business.  Some  of  the  functions 
they  do  are  in  line. 

Incidentally,  there  is  a  state-of-the-art  facility  that  in  kind  of,  to 
challenge  Ms.  Kaptur's  comment,  that  is  being  built  and  should  be 
ready  in  the  city  of  Detroit.  It's  considered  to  be,  I  understand,  a 
monument.  But  my  question  is,  do  you  think  the  government  made 
an  error  in  allowing  the  VA  to  get  into  the  hospital  business?  Be- 
cause in  so  many  cases,  as  CBO  has  pointed  out,  they  are  ineffi- 
cient. Surgeons  are  not  performing  surgery.  And  a  variety  of  things 
take  place  that  show  that  there  are  at  least  some  obvious  glaring 
signs  that  we  can  do  better.  What  do  you  think? 

Mr.  Riley.  Well,  I  have  to  rely  on  what  I  have  read  from  the 
Congressional  Budget  Office  that  you  referred  to,  and  they  have 
identiffed  many  areas  where  in  fact  they  believe  that  private  hos- 
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pitals  could  provide  this  service  more  efficiently  than  building  gov- 
ernment hospitals.  So  there  probably  are  areas  where  I  would 
agree  with  your  statement. 

But  again,  not  necessarily  taking  a  look  at  it  firsthand.  I  am  re- 
lying on  what  I  have  read  from  the  Congressional  Budget  Office 
who  certainly  has  recommended  that  perhaps  getting  into  the  hos- 
pital business  was  not  the  best  way  to  spend  the  money. 

Mr.  Knollenberg.  I  have  concluded  my  questions,  Mr.  Chair- 
man. 

Mr.  Lewis.  Thank  you,  Mr.  Knollenberg. 

Mr.  Knollenberg.  Thank  you. 

Mr.  Lewis.  Ms.  Kaptur,  do  you  have  any  questions? 

Ms.  Kaptur.  No  questions. 

Mr.  Frelinghuysen.  I  know  we  are  pressed  for  time,  Mr.  Chair- 
man. I  will  pass. 

Mr.  Lewis.  Mr.  Neumann. 

RECOMMENDATIONS  OF  HUD  PROGRAMS 

Mr.  Neumann.  I  would  ask  the  question  and  encourage  your  or- 
ganization, as  I  did  the  last  organization  that  was  here,  to  remem- 
ber that  in  the  face  of  the  deficit  that  is  in  the  amount  of  $700  for 
every  man,  woman  and  child  in  the  country,  for  a  family  of  four 
we  have  to  either  raise  taxes  by  $2,800  or  reduce  the  goods  and 
services  being  provided  by  the  government  in  the  amount  equiva- 
lent to  $2,800  for  every  family  of  four. 

With  that  in  mind,  have  you  taken  a  good,  hard  look  at  the  pro- 
grams that  are  in  HUD  and  which  programs  you  think  we  can't 
eliminate  lock,  stock  and  barrel  and  if  we  are  going  to  eliminate 
this  program  altogether,  if  that  is  up  for  consideration,  where  those 
absolutely  essential  programs  might  be  transferred.  In  other  words, 
have  you  done  this  bottom-up  kind  of  review  where  you  start  as- 
suming that  we  have  to  justify  every  program  that  is  here  and  do 
you  have  information  available  on  that? 

Mr.  Riley.  We  have  taken  an  initial  look  at  it  to  try  and  identify 
if  there  are  areas  where  the  Federal  Government  should  be  in- 
volved, how  could  those  services  be  provided,  if  they  are  agencies 
other  than  HUD  that  can  provide  those  services,  and  initially  we 
did  start  from  the  other  end  of  the  spectrum,  which  is  looking  at 
areas  where  perhaps  HUD  is  sending  money  to  the  richest  counties 
and  the  richest  States  in  the  country  and  we  have  sort  of  tried  to 
look  at  areas  for  savings.  I  am  sure  you  will  have  no  shortage  of 
people  who  will  be  willing  to  point  out  areas  that  they  think  cannot 
be  cut,  but  we  would  be  glad  to  provide  our  analysis  of  that. 

Mr.  Neumann.  I  think  it  would  be  essential  that  organizations 
like  your  own  would  provide  us  that  information  so  we  could  rely 
on  some  of  your  expertise  in  those  areas. 

The  other  question  I  would  have  for  you  in  the  HUD  program: 
would  you  be  in  favor  of  maintaining  HUD  loans  if  we  could  charge 
an  up-front  mortgage  insurance  that  would  allow  these  programs 
to  break  even?  I  come  from  the  housing  business.  I  am  familiar 
with  private  mortgage  insurance  and  so  on.  It  would  seem  reason- 
able to  me  that  if  we  are  going  to  continue  the  HUD  loan  program 
that  we  probably  should  be  doing  something  comparable  to  the  PMI 
that  is  customary  in  the  housing  industry  to  allow  this  program  to 
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break  even  as  opposed  to  costing  the  taxpayer  money  to  provide 
these  loans  to  investors.  Would  that  be  a  reasonable  approach  in 
your  mind? 

Mr.  Riley.  Moving  in  that  direction  would  certainly  make  a  lot 
of  sense,  yes.  We  would  tend  to  support  that  kind  of  approach. 

Mr.  Lewis.  Thank  you. 

Mr.  Neumann.  I  must  say  Mr.  Neumann's  comment  as  well  as 
question  parallels  the  Chairman's  question  of  you  in  which  you  fi- 
nally said  I  think  maybe  the  States  could  do  it  better.  At  the  same 
time,  you  shook  your  head  and  suggested  that  maybe  we  would 
continue  an  FHA  programming  as  you  discussed  the  question  with 
Mr.  Hobson.  The  point  that  needs  to  be  made  is  that  there  are  162 
active  programs  within  HUD.  In  1990  and  1992,  we  added  27  addi- 
tional programs  by  way  of  authorization  which  we  have  not  yet 
provided  any  new  appropriations  for.  That  process  of  expanding 
more  and  more  programs  on  top  of  programs  is  pretty  fundamental 
here  and  may  be  more  productive  effort;  helping  us  analyze  that 
pattern  would  be  more  helpful  to  the  committee. 

Mr.  Riley.  We  would  be  glad  to  do  that  and  we  appreciate  the 
opportunity  to  do  so. 

Mr.  Lewis.  I  thank  you  very  much  for  being  here,  Mr.  Riley. 

Ladies  and  gentlemen  of  the  committee,  we  have  one  more  wit- 
ness who  is  scheduled  for  the  morning,  the  Secretary  is  scheduled 
to  be  here  at  2:00.  We  think  we  should  go  forward  with  the  Hudson 
Institute  and  maybe  get  them  through  quickly  and  have  an  hour- 
and-a-half  break  for  the  lunch  hour.  Is  that  agreeable? 

Mr.  Stokes.  All  right  with  me. 

Mr.  John  Weigher's  Summary  Statement 

Mr.  Lewis.  I  would  hate  to  have  to  let  the  Hudson  Institute  wait 
till  after  the  Secretary  and  everybody  else.  Mr.  John  Weicher  of  the 
Hudson  Institute.  Mr.  Weicher. 

Mr.  Weicher,  we  appreciate  your  presence. 

Mr.  Weigher.  Thank  you,  Mr.  Chairman. 

Thank  you  for  inviting  me  to  testify  before  the  subcommittee 
today.  I  am  glad  to  be  here  because  this  year  could  be  an  historic 
year  for  housing  policy.  And  I  should  begin  by  saying  that  although 
I  am  the  senior  fellow  for  the  Hudson  Institute,  I  am  not  here  to 
speak  for  the  Hudson  Institute  or  for  anyone  else  except  myself  on 
the  basis  of  my  own  knowledge  and  own  experience  at  HUD. 

I  am  going  to  use  the  administration's  reinventing  blueprint  for 
HUD  as  a  starting  point  for  my  remarks.  The  blueprint  offers  the 
opportunity  to  make  major  changes  in  policy.  I  do  not  think  it  goes 
far  enough  in  some  areas  and  I  think  it  contains  some  bad  ideas 
but  it  certainly  is  a  change.  The  most  dramatic  and  the  most  posi- 
tive proposal  in  the  blueprint  is  to  convert  public  housing  to  ten- 
ant-based assistance  by  phasing  out  operating  subsidies  and  mod- 
ernization funding  and  giving  the  money  to  the  tenants  for  vouch- 
ers and  certificates. 

PHAs  would  no  longer  be  dealing  with  captive  tenants  and  low 
income  families  could  make  their  on  decisions  on  where  they  want 
to  live.  Equally  important,  the  same  policy  would  apply  to  pri- 
vately-owned projects,  such  as  Section  8  new  construction  as  the 
current  contracts  with  HUD  expire  and  all  future  incremental  as- 
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sistance  would  be  tenant-based.  I  strongly  support  this  proposal  for 
reasons  that  are  explained  in  detail  in  my  statement. 

It  makes  sense  in  budget  terms  and  it  makes  sense  in  policy 
terms.  My  main  suggestion  is  to  start  moving  toward  that  policy 
now  by  zeroing  out  public  housing  development  funds  in  this  year's 
budget  and  for  the  privately-owned  projects  as  well,  I  think 
vouchering  out  should  start  as  soon  as  possible.  That  will  be  a 
gradual  process  as  contracts  expire  but  it  should  start  now  and  not 
three  years  from  now. 

I  am  also  concerned  that  the  transition  proposals  for  the  pri- 
vately-owned insured  projects  are  likely  to  be  counterproductive 
and  costly.  I  don't  think  mark-to-market  is  a  good  idea.  I  think  it 
should  be  rejected.  I  want  to  reiterate  that  the  basic  policy  of 
vouchering  out  is  the  right  policy. 

Having  said  that,  I  want  to  devote  the  rest  of  my  time  to  the 
other  parts  of  the  blueprint,  particularly  those  which  may  appear 
to  be  desirable  changes  but  which  I  don't  think  will  improve  hous- 
ing policy  for  HUD  operations. 

I  will  start  with  the  proposals  to  consolidate  existing  programs 
under  CDBG  and  HOME.  In  general,  I  think  consolidation  is  a 
good  idea.  Many  of  the  smaller  programs  certainly  serve  worthy 
purposes,  the  housing  for  the  homeless,  housing  for  people  with 
AIDS.  Consolidation  will  let  State  and  local  officials  who  try  to  deal 
with  the  problems  of  American  cities  on  a  day-to-day  basis  decide 
which  of  these  worthy  purposes  are  the  most  pressing  in  their  own 
communities. 

The  blueprints  for  HOME,  which  is  renamed  the  Affordable 
Housing  Fund,  are  fundamentally  inconsistent  with  the  proposals 
for  vouchering  out  public-based  programs.  The  blueprint  talks 
about  using  the  available  housing  funds  to  build  more  subsidized 
projects  at  the  same  time  they  want  to  stop  subsidizing  the  ones 
that  have  already  been  built. 

Moreover,  it  offers  FHA  insurance  on  new  subsidized  projects 
just  as  HUD  did  with  Section  8  and  with  Section  236  before  that 
and  with  section  221(d)3  BMIR  before  that,  all  programs  you  have 
terminated  after  a  few  years'  experience  with  them. 

The  next  step  after  HUD  insurance  on  these  projects  will  be  sub- 
sidies to  keep  them  afloat  so  HUD  doesn't  have  to  foreclose  and 
take  over  the  property.  In  a  few  years,  this  subcommittee  would  be 
considering  new  versions  of  flexible  subsidy  and  the  other  pro- 
grams it  has  funded  to  try  to  bail  out  low  income  projects  in  the 
past. 

The  next  step  after  that  will  be  scandals.  At  HUD  scandals  are 
most  likely  to  occur  where  subsidies  are  piled  on  top  of  each  other 
in  an  effort  to  avoid  an  insurance  claim.  It  is  hard  to  limit  the  sub- 
sidy to  exactly  the  amount  needed  to  keep  the  project  operating 
and  not  give  the  owners  a  windfall  profit.  This  is  where  well-con- 
nected consultants  have  been  especially  active  as  they  were  in  the 
Section  8  rehab  project. 

For  these  good  reasons  there  has  been  no  program  to  fund  pri- 
vately-owned projects  since  Section  8  new  construction  was  termi- 
nated in  1983.  The  simple  solution  is  to  eliminate  HOME  and  to 
fold  the  homeless  and  other  special  needs  programs  into  CBDG.  In 
this  area  the  blueprint  isn't  reinventing  HUD.  It  is  reinventing  the 
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wheel  and  it  is  reinventing  an  expensive  wheel  that  keeps  break- 
ing. 

With  respect  to  FHA,  the  reinvention  blueprint  is  just  back- 
wards. FHA  insures  single-family  homes  and  multifamily  projects. 
The  single-family  program  works  reasonably  well.  It  helps  young 
middle  income  families  buy  homes  and  the  insurance  premiums 
cover  the  losses  on  claims.  The  multifamily  programs  don't  work 
very  well. 

FHA  has  had  to  establish  a  $10  billion  loss  reserve  against  a  $44 
billion  portfolio.  And  the  1995  budget  had  a  6  percent  subsidy  rate 
for  multifamily  insurance  on  average  across  all  the  programs  be- 
sides the  4  percent  premium.  Mortgages  on  multifamily  projects 
are  difficult  to  underwrite. 

Every  project  is  unique  and  it  has  to  be  analyzed  carefully  and 
that  is  very  staff  intensive.  FHA  has  about  eight  times  as  much 
single  family  insurance  as  it  has  multifamily  insurance.  But  the 
staff  is  split  52-48  between  single  family  and  multifamily  family. 

Multifamily  insurance  takes  a  vastly  disproportionately  share  of 
the  time  of  the  top  management  of  the  Department  and  even  the 
FHA  loses  money  on  it.  You  might  reinvent  HUD  by  getting  FHA 
out  of  the  multifamily  mortgage  insurance  business  and  leave  the 
basic  structure  of  the  home  mortgage  insurance  alone.  The 
reinvention  blueprint  does  just  the  reverse.  The  multifamily  pro- 
gram would  continue  unabated  but  FHA  would  get  out  of  the  busi- 
ness of  insurance  home  mortgages  which  it  knows  how  to  do,  and 
instead  would  set  up  co-insurance  schemes  with  private  firms  and 
State  housing  agencies. 

The  basic  problem  with  coinsurance  is  how  to  share  the  risk.  At 
HUD  between  1989  and  1993,  we  had  the  pleasure  of  winding  up 
a  multifamily  co-insurance  program  on  which  HUD  lost  huge  sums 
precisely  because  HUD  was  taking  all  the  risk  but  getting  a  very 
small  share  of  the  premium.  State  agencies  have  always  wanted 
the  Federal  Government  to  take  all  the  risk  in  any  partnership. 

HUD  made  a  similar  proposal  last  year  and  this  house  voted  to 
eliminate  FHA's  risk  exposure  in  that  program  to  35  percent  of  the 
mortgage  amount  which  is  close  to  its  average  loss  on  a  defaulted 
mortgage.  State  agencies  said  that  would  destroy  the  program. 
They  wanted  100  percent  insurance. 

Fortunately,  Congress  didn't  buy  that  program.  I  believe  the 
homebuyer  and  the  taxpayer  would  be  well  served  if  Congress  were 
to  disregard  this  section  of  the  reinvention  blueprint  entirely.  In 
my  judgment  to  sum  up,  HUD  should  continue  to  do  the  things  it 
can  do  and  that  serve  a  public  policy  purpose.  It  should  ensure  sin- 
gle family  mortgages  and  continue  to  secure  ties  with  Ginnie  Mae. 

It  should  give  vouchers  to  low  income  families  that  they  can  af- 
ford decent  housing  that  they  want  to  live  in.  It  should  give  State 
and  local  governments  whatever  funds  the  Federal  government  can 
afford  for  community  development  in  a  block  grant  with  few  or  no 
strings. 

At  the  same  time,  HUD  should  not  do  the  things  which  it  has 
never  done  well  which  is  insuring  multifamily  mortgages,  pay  for 
the  construction  of  low  income  housing  projects,  either  directly  or 
through  a  block  grant  and  above  all  doing  them  on  the  same 
project.  If  Congress  directs  HUD  to  concentrate  on  what  it  does 
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know  how  to  do,  you  will  achieve  a  fundamental  redirection  of 
American  housing  policy  and  you  will  really  reinvent  HUD  in  the 
process. 

If  on  the  other  hand  you  adopt  the  blueprint,  you  will  accomplish 
something  very  desirable  in  the  area  of  subsidized  housing,  but  you 
will  also  lay  the  groundwork  for  future  problems  just  like  those  you 
have  already  had  to  wrestle  with,  literally  for  decades  in  this  sub- 
committee. And  in  FHA,  you  will  tear  down  the  best  part  of  the 
house. 

That  concludes  my  statement,  Mr.  Chairman.  I  thank  you  again 
for  the  chance  to  appear  before  you  today. 

[The  information  follows:] 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

Thank  you  for  inviting  me  to  testify  before  the  Subcommittee 
today.  This  year  may  prove  to  be  a  historic  occasion  in  housing  as 
well  as  perhaps  in  other  important  areas  of  public  policy,  and  your 
deliberations  on  the  budget  of  the  Department  of  Housing  and  Urban 
Development  this  year  may  be  an  important  milestone  on  the  path  to 
a  major  restructuring  of  HUD's  activities.  I  am  therefore 
especially  grateful  to  be  invited  to  appear  before  you. 

I  should  begin  by  stating  that,  although  I  am  a  Senior  Fellow 
at  the  Hudson  Institute,  a  nonprofit  policy  research  institution, 
I  do  not  speak  for  the  Hudson  Institute  or  any  other  group.  I  euD 
here  to  speaik  only  for  myself,  based  on  my  experience  at  HUD  and  my 
professional  activities.  I  have  served  at  HUD  in  three  different 
administrations  over  the  last  20  years,  most  recently  as  Assistant 
Secretary  for  Policy  Development  and  Research  under  President  Bush 
and  Secretary  Kemp  during  1989-1993.  I  have  also  served  on  the 
staff  of  three  Presidential  commissions  and  studies  of  housing 
policy,  two  of  which  recommended  major  changes  in  policy  which  were 
subsequently  enacted  by  Congress.  I  am  an  economist  by  profession 
and  my  field  of  specialization  within  the  discipline  is  urban 
economics.  I  have  devoted  my  professional  career  to  the  study  of 
housing  and  other  urban  issues,  going  back  to  graduate  school;  I 
have  written  nine  books  and  numerous  articles  in  both  academic 
journals  and  the  general  press,  and  I'm  working  on  the  tenth  book 
now. 

In  speaking  to  you  this  morning,  I  am  going  to  use  the 
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Administration's  "Reinvention  Blueprint"  for  HUD,  dated  December 
19,  1994,  as  the  basis  for  my  remarks.  The  blueprint  indicates  the 
Administration's  support  for  housing  policies  that  were  developed 
in  the  Reagan  and  Bush  Administrations,  and  indeed  in  the  Nixon  and 
Ford  Administrations  before  them.  I  don't  think  it  goes  far  enough 
in  many  areas  -  some  of  the  proposed  changes  are  more  cosmetic  than 
real  -  and  I  think  it  contains  some  bad  ideas.  But  it  certainly 
changes  the  political  landscape,  and  offers  the  opportunity  to  make 
major  changes  in  housing  policy,  particularly  in  the  area  of 
subsidized  housing  for  low- income  families. 

Subsidized  Housing 
The  most  dramatic  and  most  positive  proposal  in  the 
Reinvention  Blueprint  is  a  fundamental  change  in  the  structure  of 
housing  assistance  for  low-income  families.  There  would  be  a 
dramatic  shift  from  project-based  assistance  to  tenant-based 
assistance  -  away  from  public  housing  and  similar  projects  that  are 
privately-owned,  and  to  a  system  of  relying  on  the  free  choices  of 
low-income  fzunilies  in  the  private  housing  market.  By  phasing  out 
operating  subsidies  and  modernization  funding  for  public  housing 
and  converting  the  money  to  housing  vouchers  for  the  residents,  the 
blueprint  would  force  PHAs  to  compete  with  private  landlords  for 
tenants.  It  would  take  away  their  guaranteed,  captive,  tenants, 
and  subject  them  to  the  discipline  of  the  housing  market.  The  same 
policy  would  apply  to  private  projects  -  Section  8  New  Construction 
and  its  predecessors  -  as  their  current  contracts  with  HUD  expire. 
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And  apparently  all  future  incremental  assistance  would  take  the 
form  of  vouchers  or  certificates. 

This  could  prove  to  be  the  final  stage  in  a  policy  evolution 
that  began  in  1970,  after  a  recommendation  by  the  Kaiser  Commission 
to  give  housing  allowances  directly  to  poor  families.  Over  1.1 
million  faunilies  now  receive  housing  vouchers  or  certificates,  and 
most  incremental  assistance  has  taken  the  form  of  vouchers  or 
certificates  over  the  last  15  years.  Successive  Congresses  and 
Administrations  have  chosen  to  fund  few  new  public  housing 
projects,  for  good  reasons:  public  housing  is  twice  as  expensive, 
per  f2unily  per  year,  as  a  voucher  or  certificate,  and  in  too  many 
cases  it  provides  much  worse  housing.  There  has  been  no  program  to 
fund  privately-owned  projects  since  Section  8  New  Construction  was 
terminated  in  1983,  for  the  same  reasons,  especially  its  high  cost. 

Public  Housing 

The  costs  of  operating  and  modernizing  public  housing  have 
grown  greatly  over  the  years.  In  1994  HUD  spent  $2.8  billion  in 
operating  subsidies,  $2.8  billion  in  modernization,  and  $0.8 
billion  for  "severely  distressed"  public  housing.  Per  household, 
that  is  about  $4,500.  In  1980,  operating  subsidies  were  $0.9 
billion  and  $0.5  billion  worth  of  modernization  was  finzmced.  Even 
allowing  for  inflation,  outlays  in  1994  were  more  than  double 
outlays  in  1980.  Modernization  especially  sometimes  seems  to  be  a 
bottomless  pit.  Every  few  years  there  is  a  new  study  of 
modernization  needs,  and  Congress  raises  the  annual  appropriation 
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in  response;  then  a  few  years  later  there  is  another  study,  and  it 
turns  out  that  total  modernization  needs  are  higher  than  they  were 
in  the  previous  study,  even  after  spending  several  billion  dollars. 
In  1989,  which  is  the  most  recent  published  data,  the 
typical  family  living  in  public  housing  had  an  income  of  about 
$6,500.  It  is  expected  to  pay  30  percent  of  its  income  -  about 
$2,000  -  as  the  tenant  share  of  operating  costs.  The  $4,500  in 
operating  and  modernization  subsidies  and  the  $2,000  in  tenant 
contribution  add  up  to  about  as  much  as  HUD  now  budgets  for  an 
incremental  housing  certificate  each  year.  That  is,  if  each  family 
living  in  public  housing  received  the  $4,500  HXJD  is  now  spending  on 
operating  subsidies  and  modernization,  and  continued  to  spend  30 
percent  of  its  own  income  -  $2,000  -  on  rent,  it  could  afford 
anything  renting  at  or  below  the  Fair  Market  Rent  on  the  private 
market . 

A  dozen  years  ago,  it  was  cheaper  to  maintain  and  operate 
public  housing  -  once  it  was  built  -  than  to  give  out  housing 
certificates.  Today,  that's  no  longer  true  -  they  cost  about  the 
same  to  operate,  on  an  annual  basis.  And  this  leaves  out  the 
$70,000  per  unit  that  it  costs  to  build  public  housing.  The  only 
good  news  in  these  figures  is  that  the  Administration's  proposal  to 
"voucher  out"  public  housing  can  "work,"  in  budgetary  terms. 

We  now  have  20  years  of  experience  with  housing  vouchers  and 
certificates,  first  as  an  experiment  and  then  as  a  full-fledged 
program,  so  we  know  a  great  deal  about  how  they  work,  and  how 
"vouchering  out"  will  work.   There  is  no  reason  to  expect  that 
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rents  will  rise  in  the  private  market,  for  one  thing.  Vouchers  and 
certificates  have  never  driven  up  rents,  not  even  when  they  were 
available  as  entitlements  during  the  Experimental  Housing  Allowance 
Program  in  Green  Bay  and  South  Bend. 

Voucher  and  certificate  recipients  can  now  use  them  to  move  to 
other  jurisdictions,  if  they  choose.  Not  many  do.  About  half  of 
all  recipients  use  their  voucher  or  certificate  to  pay  part  of  the 
rent  in  their  present  house  or  apartment,  bringing  down  the  rent 
burden  and  enabling  the  landlord  to  make  some  repairs  in  some 
cases.  The  American  Housing  Survey  reports  that  two-thirds  of 
those  who  move  stay  in  the  same  jurisdiction.  The  remainder  are 
split  equally  among  those  who  move  from  cities  to  suburbs,  those 
who  move  from  suburbs  back  to  cities,  and  those  who  move  to  a 
different  metropolitan  area.  Public  housing  residents  who  choose 
to  move  are  likely  to  follow  a  similar  pattern. 

At  the  same  time,  there  is  no  reason  to  expect  that  most 
public  housing  residents  will  choose  to  move.  The  American  Housing 
Survey  reports  that  most  residents  like  their  housing:  on  a  scale 
of  1  to  10,  two-thirds  rate  the  structure  they  live  in  at  8  or 
more.  Most  PHAs  do  a  reasonably  good  job  of  providing  housing. 
But  most  of  the  large  PHAs  don't  do  as  well;  many  have  been 
officially  and  deservedly  designated  as  "troubled"  by  HUD.  (The 
proportion  of  satisfied  residents  is  lower  in  the  cities.)  In  many 
cities  there  are  one  or  two  projects  that  are  notorious  locally  as 
centers  of  urban  decay  and  terrible  places  to  live.  All  of  the 
residents,  satisfied  or  not,  will  benefit  if  PHAs  and  project 
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owners  have  to  earn  the  tenant's  dollars. 

We  also  know  that  public  housing  residents  will  be  able  to 
find  decent  housing  that  they  can  afford  in  the  private  market,  if 
they  want  to.  The  supply  of  available  decent  housing  renting  for 
the  FMR  or  less  is  large  enough  to  acconunodate  current  residents  of 
public  housing  and  privately-owned  projects  even  if  all  of  them 
choose  to  move. 

"Vouchering  out"  public  housing  offers  an  opportunity  for 
mixed-income  occupancy  in  public  housing  projects.  This  has  been 
an  issue  for  many  years,  one  with  no  easy  solution.  Given  the 
limited  number  of  eligible  families  that  receive  assistance,  it  is 
not  equitable  to  provide  housing  for  families  with  incomes  higher 
than  the  program  income  limits,  while  many  families  who  are  much 
poorer  are  on  long  waiting  lists.  But  at  the  same  time,  it  is 
clear  that  housing  developments  where  all  the  residents  are  poor 
aren't  good  places  to  bring  up  children,  and  aren't  easy  to  manage. 
If  public  housing  has  to  compete  for  tenants  with  private 
landlords,  and  if  all  current  tenants  are  to  have  the  option  and 
the  wherewithal  to  move  out  of  public  housing,  then  income  limits 
should  be  relaxed  so  that  public  housing  can  compete  on  the  private 
market.  The  opportunity  to  attract  moderate-income  tenants  should 
be  a  further  spur  to  better  management. 

In  the  Reinvention  Blueprint,  these  desirable  changes  are  not 
scheduled  to  happen  until  1997.  The  Congress  may  want  to  expedite 
that  schedule;  it  can  be  done  sooner.  Meanwhile,  public  policy 
should  begin  to  move  in  that  direction.   Several  things  can  be  done 
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in  this  year's  appropriation  bill  and  any  housing  bill.  The  most 
important  is  that  public  housing  project  development  could  be 
zeroed  out  in  this  year's  budget.  There  is  no  reason  to  build  more 
subsidized  projects  now,  if  it  is  the  policy  decision  to  stop 
subsidizing  them  as  projects  two  years  from  now. 

Privately-owned  projects  and  the  insured  assisted  inventory 

The  Reinvention  Blueprint  proposes  to  apply  the  same 
"vouchering  out"  concept  to  privately-owned  projects,  though  on  a 
slower  timetable  and  with  transition  practices  that  are  likely  to 
be  counterproductive  and  costly. 

The  blueprint  proposes  to  "mark  to  market"  the  insured 
assisted  housing  inventory,  project  by  project.  This  should  be 
rejected.  It  would  involve  paying  part  of  the  mortgage  principal 
now,  based  on  some  attempt  to  estimate  what  the  projects  are  really 
worth.  This  will  be  immensely  staff-intensive  and  immensely 
difficult  to  do  well. 

The  way  to  find  out  what  they  are  really  worth  is  to  stop 
subsidizing  them.  Financial  incentives  to  preserve  private 
projects  should  be  discontinued,  instead  of  being  extended  to 
additional  projects  during  a  three-year  transition  period.  If  the 
projects  are  going  to  have  to  compete  with  other  privately-owned 
housing  for  tenants,  that  competition  should  start  as  soon  as 
possible.  This  will  be  a  gradual  process  as  contracts  and 
commitments  expire  or  come  up  for  renewal;  most  projects  now  have 
ongoing  commitments  from  the  federal  government.   If  financial 
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incentives  are  discontinued,  a  corollary  is  that  the  Low-Income 
Housing  Preservation  and  Resident  Homeownership  Act  (LIHPRHA)  of 
1990  could  be  to  revisited  to  see  if  recent  commitments  can  be 
scaled  down  to  market  rents,  where  they  are  out  of  line. 

I  recognize  that  some  privately-owned  projects  may  go  into 
default  without  the  project-based  commitment.  Where  the  projects 
carry  FHA  insurance,  that  will  cost  the  government  money.  It  will 
still  be  cheaper  to  let  that  happen  than  to  go  on  providing 
project-based  subsidies,  one  on  top  of  the  other,  in  an  effort  to 
stave  off  default  and  avoid  paying  an  insurance  claim.  The  sorry 
history  of  these  efforts  can  be  traced  in  HUD  budgets  and 
appropriations  bills  over  the  past  two  decades  and  more. 

Moreover,  these  programs  invite  abuse.  Scandals  are  more 
likely  to  occur  where  subsidies  are  piled  on  top  of  each  other.  It 
is  hard  to  limit  the  subsidies  to  exactly  the  eunount  that  is  needed 
to  keep  the  project  operating  and  not  give  the  owners  a  windfall 
profit.  This  is  where  consultants  and  influence  peddlers  have  been 
especially  active;  the  Section  8  Hod  Rehab  program  is  a  recent 
example. 

Allowing  projects  to  go  into  default,  if  tenants  don't  want  to 
live  in  them,  also  shows  that  HUD  is  serious  about  tenant-based 
assistance.  Other  project  owners  will  take  notice,  and  perhaps 
teJce  action  to  avoid  default.  I  don't  want  to  overemphasize  this 
point,  but  it  is  a  good  idea  not  to  leave  project  owners  with  the 
idea  that  they  will  always  be  bailed  out  by  the  federal  government, 
no  matter  how  badly  they  run  their  projects. 
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Detailed  information  about  the  costs  of  operating  the 
privately-owned  projects  is  not  regularly  published  in  the  HXJD 
budget,  but  iinder  LIHPRHA  costs  can  be  above  the  FMR  when  contracts 
are  renegotiated,  and  also  tenants  have  incomes  about  15  percent 
higher  on  average  than  public  housing  tenants,  so  it  is  certainly 
possible  that  these  projects  too  can  be  "vouchered  out"  at  no  cost 
to  the  taxpayer,  and  perhaps  some  saving.  The  blueprint  proposal 
probably  will  work  for  these  projects. 

structural  changes  in  assistance  programs 

Other  changes  should  be  made  in  authorization  legislation. 
These  do  not  directly  involve  appropriations,  but  they  do  maOce  a 
difference  in  the  cost  of  the  programs,  and  should  be  mentioned  at 
least  in  passing  for  the  record.  Private  landlords  should  be 
relieved  of  the  1992  legislative  restriction  that  if  they  take  one 
voucher  or  certificate  recipient,  they  have  to  take  any  who  apply; 
they  should  be  allowed  to  choose  how  many  and  which  voucher 
recipients  they  want  to  have  as  tenants  -  subject  to  the  Fair 
Housing  Act  and  other  laws  governing  discrimination. 

Congress  should  also  repeal  the  restrictions  on  the  HUD-owned 
multifamily  inventory  which  require  that  certain  numbers  of  units 
must  be  set  aside  for  low-income  occupancy  as  part  of  the  sales 
contract.  This  is  a  special  form  of  project-based  assistance;  it 
appears  to  be  "costless"  to  the  government,  but  in  fact  it  adds  to 
the  losses  in  FHA  insurance  because  buyers  are  not  willing  to  pay 
as  much  for  the  project  when  it  is  resold,  and  it  keeps  the  project 
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in  the  hands  of  the  government,  incurring  costs  of  management  and 
maintenance,  for  a  longer  time.  These  are  both  proposals  that  HUD 
made  last  year. 

There  have  been  some  suggestions  that  low- income  housing 
assistance  should  be  turned  into  a  block  grant,  as  part  of  welfare 
reform,  and  the  Reinvention  Blueprint  refers  to  consolidating 
housing  assistance  programs  into  a  "performance-based  fund," 
alongside  the  HOME  and  CDBG  block  grants.  The  welfare  system 
certainly  needs  reform,  as  soon  as  possible.  Turning  the  voucher 
and  certificate  programs  into  a  block  grant,  however,  is  not 
necessary  to  that  effort,  and  may  not  be  helpful.  The  programs  are 
basically  efficient  and  effective  as  they  are  now  operated,  in  all 
kinds  of  housing  markets  across  the  country.  Incremental 
assistance  is  now  allocated  to  the  smallest  geographic  areas  that 
are  practicable,  on  the  basis  of  a  legislative  formula  representing 
the  need  for  assistance  among  the  residents  of  different 
jurisdictions.  That  is  close  to  a  block  grant  as  an  allocating 
mechanism.  In  addition,  as  the  Committee  is  well  aware,  the 
government  now  makes  commitments  for  assistance  to  recipients  for 
a  term  of  years,  typically  five  years  at  present.  Outlays  under 
those  commitments  would  continue  under  the  present  system,  while 
new  commitments  would  be  made  under  the  block  grant,  which  is 
likely  to  be  administratively  cumbersome  for  both  HUD  and  the  state 
and  local  government  agencies  that  operate  the  program. 

The  Administration's  proposal  to  convert  project-based 
assistance  into  vouchers  may  seem  radical,  but  in  fact  it  is  the 
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logical  outcome  of  the  history  of  housing  policy.  Since  at  least 
the  1950s,  we  as  a  society  have  not  been  happy  with  public  housing, 
and  have  recognized  that  the  living  environment  in  many  projects  is 
"worse  than  the  slums  they  replaced,"  as  the  urban  critic  Jane 
Jacobs  wrote  in  1961.  In  reaction,  successive  Congresses  and 
Administrations  have  enacted  a  series  of  programs  to  build 
subsidized  private  low-income  projects,  and  then  to  repeal  them  a 
few  years  later:  Section  221  (d)  (3)  (BMIR)  ,  created  in  1961, 
repealed  in  1968;  Section  236,  created  in  1968,  repealed  in  1974; 
Section  8  New  Construction,  created  in  1974,  repealed  in  1983.  We 
have  never  been  satisfied  either  with  the  cost  or  the  quality  of 
the  housing  produced  in  these  programs,  and  so  they  are  terminated 
and  replaced.   This  is  very  rare  for  any  government  agency. 

CDBG  and  HOME 

The  proposals  to  consolidate  existing  programs  into  the  two 
major  block  grants,  CDBG  and  HOME,  are  also  welcome,  although  they 
are  certainly  less  important  than  the  changes  in  low-income  housing 
assistance.  Consolidation  began  when  the  CDBG  program  was  created 
at  the  recommendation  of  President  Nixon  in  1974,  and  continued 
under  President  Reagan  in  the  early  1980s.  Further  consolidation 
will  save  staff  on  the  federal  level,  since  small  programs  require 
relatively  more  staff  per  dollar  of  program  outlays.  It  will  also 
simplify  the  lives  of  state  and  local  officials  who  are  trying  to 
deal  with  the  problems  of  American  cities  and  communities  on  a  day 
to  day  basis.    CDBG  and  HOME  amount  to  about  85  percent  of  the 
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funds  appropriated  for  the  programs  of  the  Office  of  Community 
Planning  and  Development  at  HUD,  but  only  about  75  percent  of  the 
field  office  program  staff,  and  probably  about  half  of  the  central 
office  program  staff. 

There  are  several  problems  with  the  proposal,  however. 

The  ability  to  reduce  staff  through  consolidation  depends  on 
the  extent  to  which  block  grants  provide  funds  without  constraints 
from  the  federal  government.  The  Reinvention  Blueprint  is  not 
encouraging  in  this  respect.  It  proposes  to  establish  "a  strong 
freunework  for  results-oriented  accountability."  It  lists  "a  number 
of  "federal  conditions  which  would  government  administration  of  the 
consolidated  programs,"  some  of  them  taken  from  the  progreuns  that 
would  be  consolidated  into  the  block  grants.  HUD  would  therefore 
monitor  the  performance  of  grantees  along  many  different 
dimensions,  such  as  environmental  cleanup  and  mobility-to-work 
efforts.  The  blueprint  also  threatens  sanctions  and  loss  of  funds 
for  failure  to  perform.  All  this  language  suggests  that  the 
programs  that  are  eliminated  may  be  reappearing  as  set-asides; 
indeed,  one  or  two  are  identified  in  the  blueprint.  There  might  be 
less  to  the  proposed  consolidation  than  meets  the  eye.  It  would 
depend  on  how  vigorously  HUD  tried  to  enforce  the  conditions  and 
the  accountability  rules  that  it  wants  to  establish. 

This  is  not  to  suggest  that  the  various  categorical  progreuos 
that  would  be  folded  into  the  block  grants  are  not  intended  to 
serve  worthy  purposes.  The  blueprint  proposes  to  terminate 
separate  programs  for  the  homeless,  the  elderly  and  disabled,  and 
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individuals  with  AIDS,  into  HOME,  for  example.  The  point  of  a 
block  grant  is  to  allow  state  and  local  officials  to  decide  which 
of  the  various  worthy  objectives  are  most  important  and  which  needs 
are  most  pressing  in  their  own  communities. 

But  HOME  itself  -  renamed  the  "Affordable  Housing  Fund"  -  is 
fundamentally  inconsistent  with  the  point  of  the  reforms  in  low- 
income  housing  assistance.  The  Affordable  Housing  Fund  is  intended 
to  be  a  production  vehicle  for  lower-income  housing.  Cities  and 
states  are  given  money  to  build  the  same  kinds  of  projects  which 
have  proven  to  be  expensive  and  too  often  unsuccessful  ways  of 
providing  housing  assistance  for  the  poor.  There  is  no  reason  to 
believe  that  they  will  be  able  to  build  new  projects  that  work  any 
better  than  the  ones  now  in  operation  -  either  new  publicly-owned 
projects  or  new  privately-owned  projects.  Moreover,  the  blueprint 
is  silent  as  to  how  the  prospective  tenants  are  expected  to  afford 
to  rent  apartments  in  these  new  projects.  It  is  not  clear  why 
there  is  a  need  for  a  new  program  of  building  low-income  projects, 
when  we  appear  to  have  bipartisan  consensus  that  the  concept  of 
building  low-income  projects  itself  is  flawed  and  certainly  is 
inferior  to  the  voucher  program. 

Worst  of  all,  the  reinvention  blueprint  also  envisions 
combining  Affordable  Housing  Fund  money  with  FHA  insurance  on  the 
projects  that  cities  or  states  finance  with  that  money. 

This  is  a  proven  recipe  for  disaster.  The  worst  HUD  scandals 
and  management  problems  have  occurred  in  subsidized  projects  that 
HUD  insures.    There  is  always  pressure  to  underwrite  them 
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generously,  "in  a  good  cause."  Once  they  are  insured,  there  is  an 
effort  to  avoid  foreclosure  on  the  projects,  if  the  project-based 
subsidies  aren't  enough  to  support  the  project,  or  if  the  landlord 
isn't  able  to  manage  the  project  efficient.  Foreclosing  on  the 
project  would  be  admitting  failure,  being  unable  to  underwrite 
properly.  The  alternative  is  to  provide  additional  subsidies. 
HUD'S  role  as  insurer  therefore  forces  it  into  a  role  as  continuing 
provider  of  subsidies.  The  insurance  also  mjikes  it  hard  for  HUD  to 
enforce  the  contractual  responsibilities  of  the  landlords,  because 
the  landlords  always  have  the  option  of  defaulting  and  forcing  HUD 
to  tedce  over  the  project,  which  HtJD  is  loath  to  do.  Ultimately 
HUD'S  role  as  insurer  makes  it  the  slumlord  of  last  resort  for  the 
worst  projects. 

If  the  Reinvention  Blueprint  is  adopted,  this  process  will 
continue.  There  will  be  pressure  to  create  new  project-based 
subsidy  programs  to  bail  out  the  projects.  In  a  few  years,  this 
Committee  would  be  considering  new  versions  of  Flexible  Subsidy  and 
its  predecessors  going  back  to  the  "troubled  projects"  prograun  of 
the  late  1970s  -  all  the  programs  it  has  been  forced  to  fund  in 
order  to  bail  out  low-income  projects.  The  opportunity  to  reform 
fundamentally  housing  programs  and  housing  policy  would  be  lost. 

FHA: 

With  respect  to  FHA,  which  is  the  largest  part  of  HUD  in  terms 
of  staff  and  commitment  of  federal  resources  to  housing,  the 
Reinvention  Blueprint  is  just  backwards.   FHA  consists  of  single- 
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family  home  insurance  -  Section  203  -  and  a  variety  of  multifamily 
insurance  programs.  The  single-family  insurance  program  works 
reasonably  well:  it  helps  young,  middle-income  families  buy  homes, 
and  the  insurance  premiums  cover  the  costs  of  foreclosure  and 
claims;  the  Mutual  Mortgage  Insurance  Fund  has  a  positive  net 
worth . 

The  multifamily  programs  don't  work  very  well;  the  insurance 
premiums  do  not  cover  the  costs,  and  they  require  annual 
appropriations  to  cover  losses.  FHA  has  had  to  establish  a  $10 
billion  loss  reserve  against  a  portfolio  of  $44  billion.  The 
losses  are  continuing:  the  1995  budget  included  a  6  percent  subsidy 
rate  for  multifeimily  insurance  on  average,  meaning  that  losses  will 
be  6  cents  on  every  dollar  of  multifamily  insurance  -  in  addition 
to  the  4  cent  insurance  premium.  Losses  are  projected  to  range 
from  2  cents  to  30  cents,  in  various  multifamily  programs.  (A  few 
programs  are  expected  to  cover  their  losses  out  of  premiums.) 

Mortgages  on  multifzunily  projects  are  difficult  to  underwrite 
and  insure,  and  not  just  for  FHA.  Freddie  Mac  lost  money  on  its 
multifamily  mortgage  purchases  in  the  late  1980s  and  early  1990s 
and  discontinued  its  multifamily  programs  for  several  years.  Every 
project  is  unique,  and  has  to  be  analyzed  carefully,  which  is  very 
staff-intensive.  Even  then  the  insurance  premiums  don't  begin  to 
cover  the  costs.  Also,  because  multifamily  insurance  is  difficult 
to  do  well,  it's  prone  to  abuse.  There  have  been  scandals  in  FHA 
multifamily  insurance  going  back  to  the  Section  608  program  in  the 
1940s. 
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HUD  has  about  eight  times  as  much  single-family  mortgage 
insurance  in  force  as  multifamily  insurance.  However,  HUD's  staff 
is  split  about  52-48  between  single-family  and  multifamily. 
Multifamily  insurance  takes  a  vastly  disproportionate  share  of  the 
staff  time  and  resources,  including  the  central  management  of  the 
department,  and  it  still  costs  the  taxpayers  substantial  amounts. 

One  might  "reinvent  HUD"  by  getting  FHA  out  of  the  multifeunily 
mortgage  insurance  business,  leaving  the  basic  structure  of  the 
home  mortgage  insurance  program  alone.  The  Reinvention  Blueprint 
does  just  the  reverse.  The  multifamily  mortgage  program  would 
continue  unabated.  But  FHA  would  get  out  of  the  business  of 
insuring  home  mortgages,  which  it  knows  how  to  do,  and  instead  put 
it  into  joint  insurance  schemes  with  private  firms  and  state 
housing  agencies. 

This  is  a  fine  way  to  lose  money,  as  HUD  has  demonstrated  in 
the  past.  In  the  1980s  it  created  a  similar  program  for  mortgages 
on  rental  properties.  HUD  shared  insurance  premiums  and  risks  with 
private  lenders,  letting  the  lenders  do  the  underwriting.  When 
defaults  occurred,  it  turned  out  that  the  lenders  had  no  capital  to 
meet  their  share  of  the  losses,  and  HUD  wound  up  teUcing  the  full 
loss.   This  has  been  one  of  its  costliest  failures  ever. 

State  housing  agencies  have  more  capital  than  the  private 
lenders  did,  but  splitting  the  risk  is  still  an  issue.  The 
agencies  have  always  wanted  the  federal  government  to  take  the  risk 
in  any  partnership  with  HUD.  When  HUD  made  a  similar  proposal  in 
last  year's  housing  bill,  the  House  of  Representatives  wanted  to 
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limit  FHA's  risk  exposure  on  each  mortgage  to  3  5  percent  of  the 
original  amount  borrowed,  which  is  close  to  FHA's  average  loss  on 
a  defaulted  mortgage,  but  the  state  agencies  said  the  35  percent 
limitation  would  "destroy  the  program,"  Fortunately,  Congress 
didn't  pass  it. 

Whatever  the  legislated  degree  of  risk  sharing,  even  large 
units  of  government  can  go  bankrupt,  as  Orange  County  is  now 
demonstrating,  and  nobody's  pockets  are  as  deep  as  the  federal 
government's.  Moreover,  virtually  all  FHA  mortgages  are  sold  to 
investors  in  the  form  of  securities  issued  by  the  Government 
National  Mortgage  Association,  which  because  it  guarantees  the 
timely  payment  of  principal  and  interest  even  if  the  homeowner 
defaults,  has  to  make  up  for  any  delay  on  the  part  of  the 
nonfederal  participant  in  meeting  its  obligations.  GNMA  and  FHA 
had  to  meike  good  the  losses  in  the  multifeunily  coinsurance  progreun. 

The  likely  outcome  of  these  joint  insurance  schemes  is  that 
HUD  would  continue  to  bear  all  the  cost  of  the  program,  but  with 
less  premium  income. 

FHA  insurance  could  and  should  be  better  targeted  to  lower- 
income  fcimilies,  say  those  in  the  bottom  half  of  the  income 
distribution;  as  things  now  stand,  fatmilies  with  incomes  of  $80,000 
a  year  are  eligible  for  government-supported  mortgage  insurance  in 
some  parts  of  the  country.  That  is  a  long  way  from  the  original 
clientele  of  young  moderate- income  families  buying  their  first 
home.  But  for  those  young  moderate- income  families,  FHA  insurance 
serves  a  market  that  private  insurers  have  so  far  not  reached,  and 
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FHA  serves  it  without  losing  money. 

I  believe  the  public  would  be  well  served  if  Congress  were  to 
disregard  the  section  of  the  Reinvention  Blueprint  entirely. 

Reorganization; 

Although  the  subject  of  reorganizing  HUD  is  not  central  to  the 
imioediate  jurisdiction  of  this  Committee,  it  may  be  useful  to  offer 
some  comments  on  the  Reinvention  Blueprint  proposals  in  this 
regard,  and  other  options  as  well. 

The  blueprint  proposes  to  turn  FHA  into  a  "government-owned, 
streamlined,  market-driven"  corporation  within  HUD.  That  doesn't 
mean  it  will  run  any  better,  if  it  is  doing  the  same  things  in  the 
future  that  it  has  done  badly  in  the  past.  The  Postal  Service  is 
a  government-owned  corporation.  It  is  neither  streamlined  nor 
market -driven . 

For  that  matter,  FHA  was  an  independent  government  agency  for 
three  decades.  There  were  scandals  in  the  multifamily  mortgage 
insurance  programs  of  FHA  before  it  was  part  of  HUD,  and  there's  no 
magic  in  this  proposed  reorganization  to  prevent  scandals  in  the 
future . 

Another  suggestion  is  to  privatize  FHA.  This  is  tempting, 
but  not  finally  desirable  on  policy  or  administrative  grounds.  If 
the  government  still  intends  to  promote  homeownership ,  FHA  has  a 
unique  role.  It  serves  families  with  lower  incomes  and  less 
ability  to  make  a  downpayment  than  the  private  mortgage  insurance 
industry  has  so  far  been  able  to  serve.    FHA  should  not  be 
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protected  from  the  PMIs;  it  should  have  to  compete  with  them.  It 
has  been  losing  market  share  to  the  PMIs  most  of  the  time  since  the 
19  50s,  and  ultimately  the  PMIs  may  be  able  to  serve  the  entire 
market,  but  that  time  does  not  yet  seem  to  have  arrived. 

FHA's  main  asset  is  the  government  guarantee.  That  should  not 
be  privatized.  The  right  to  commit  the  full  credit  of  the  federal 
government  should  remain  a  responsibility  of  the  federal 
government,  and  not  be  given  to  private  entities  or  other  levels  of 
government  which  will  not  have  to  bear  the  costs  if  they  make 
mistakes.  There  is  in  addition  the  GNMA  guarantee  of  timely 
payment  of  principal  and  interest  on  mortgage-backed  securities, 
also  a  commitment  of  the  government's  credit  which  should  not  be 
privatized.  Otherwise,  FHA  has  a  portfolio  of  single-family 
mortgage  insurance  commitments  with  a  positive  net  worth  of  $4.5 
billion,  according  to  the  latest  actuarial  report  from  Price 
Waterhouse,  and  a  portfolio  of  multifamily  mortgage  insurance 
commitments  with  a  negative  net  worth  of  $10  billion. 

This  leads  into  the  question  of  abolishing  HUD,  which  has  also 
received  some  mention  recently.  My  view  is  that  this  is  a 
secondary  issue.  It  is  most  important  to  decide  what  should  be 
done  in  housing  and  urban  policy  -  and  what  should  not  be  done. 
After  that,  the  next  question  is  to  decide  what  agency  should  do 
those  things.  It  is  also  important  to  keep  in  mind  that  there  are 
some  things  that  have  to  be  done  -  fulfilling  past  commitments  and 
contracts  to  insure  and  subsidize  homes  and  apartments. 
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What  should  be  done? 

In  my  judgment,  HUD  should  continue  to  do  the  things  it  can 
do,  and  that  serve  a  public  policy  purpose:  it  should  insure 
single-family  mortgages  (and  securitize  them  through  GNMA) ,  it 
should  give  vouchers  to  low-income  families  so  they  can  afford 
decent  housing  that  they  want  to  live  in,  and  it  should  give  state 
and  local  government  whatever  funds  it  can  afford  for  community 
development  in  a  block  grant  with  few  or  no  strings.  These  things 
can  be  done  reasonably  well  at  HUD. 

At  the  same  time,  HUD  should  stop  doing  the  things  it  has  not 
done  well  for  several  decades.  It  should  stop  insuring  multifamily 
mortgages,  stop  subsidizing  the  construction  of  low-income  housing 
projects  (either  directly  or  through  a  block  grant) ,  and  above  all 
should  stay  out  of  the  business  of  combining  multifamily  insurance 
with  project-based  subsidies. 

If  Congress  directs  HUD  to  concentrate  on  what  it  does  know 
how  to  do,  you  will  achieve  a  fundamental  redirection  of  American 
housing  policy  and  really  "reinvent"  HUD  in  the  process.  If  on  the 
other  hand  you  adopt  the  Reinvention  Blueprint,  you  will  accomplish 
something  very  desirable  in  the  area  of  subsidized  housing,  but  you 
will  lay  the  groundwork  for  future  problems  just  like  those  that 
you  have  had  to  wrestle  with  literally  for  decades;  and  in  FHA  you 
will  tear  down  the  best  part  of  the  house. 
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Mr.  Lewis.  Thank  you,  Dr.  Weicher,  and  thank  you  for  your  very 
thoughtful,  provocative  statement.  It  concentrated  on  housing, 
which  significantly  is  under  our  jurisdiction,  of  course,  but  also  one 
that  has  long  been  of  prime  interest  to  my  own  Chairman,  Lou 
Stokes.  And  so  I  yield  to  Mr.  Stokes  for  questions. 

HUD  MULTIFAMILY  HOUSING 

Mr.  Stokes.  Thank  you  very  much,  Mr.  Chairman. 

Dr.  Weicher,  I  appreciate  your  testimony.  Let  me  firstly  ask  you 
about  your  approach  to  multifamily  business.  If  I  understand  your 
testimony,  you  are  proposing  FHA  get  out  of  the  multifamily  busi- 
ness, is  that  correct? 

Mr.  Weicher.  That  is  correct. 

Mr.  Stokes.  And  that  is  based  upon  the  cost  primarily? 

Mr.  Weicher.  It  is  based  on  cost  and  in  the  fact  in  50  years 
HUD,  and  FHA  before  it,  was  an  independent  agency,  have  never 
figured  out  how  to  do  it  without  substantial  cost  to  the  taxpayer 
and  without  recurring  scandals.  After  half  a  century  it  might  be 
time  to  try  something  else. 

Mr.  Stokes.  Let  me  ask  you  in  terms  of  the  cost  factor,  isn't  it 
a  fact  that  the  way  that  HUD  does  do  it,  the  cost  is  not  very  dif- 
ferent from  the  cost  in  the  private  sector?  That  is,  it  runs  some- 
where between  four  to  six  cents  on  every  dollar? 

Mr.  Weicher.  Are  you  talking  about  the  insurance  premium  or 
the  subsidy?  The  cost  to  the  taxpayer  is  budgeted  at  6  cents  of 
every  dollar  of  the  premium  on  the  four  cent  mortgage  premium  so 
that  essentially  the  losses,  the  total  losses,  are  10  cents  on  the  dol- 
lar for  every  multifamily  mortgage  that  HUD  insures.  I  don't  think 
private  firms  are  losing  10  cents  on  the  dollar  of  every  multifamily 
mortgage  they  make.  Freddie  Mac  lost  a  lot  of  money  in  its  multi- 
family  programs  and  stopped  doing  those  programs. 

Mr.  Stokes.  You  were  at  HUD  several  times.  Can  you  tell  us 
when  you  were  there? 

Mr.  Weicher.  I  was  there  most  recently  from  1989  to  1993  as 
the  Assistant  Secretary  for  Policy  Development  and  Research,  in 
which  position  I  had  the  opportunity  to  appear  before  you  several 
times.  I  was  there  earlier  as  the  Chief  Economist  from  1975  to 
1977,  and  I  served  as  a  career  civil  servant  before  that  in  1973, 
1974.  So  I  spent  seven  years  at  HUD  in  various  periods  of  my  life, 
and  sometimes  it  seems  like  25. 

Mr.  Stokes.  I  am  sure  of  that.  Would  you  say  the  current  admin- 
istration is  the  first  administration  that  has  taken  some  meaning- 
ful action  in  terms  of  property  disposition? 

Mr.  Weicher.  No.  Property  disposition  has  been  a  recurring 
issue  at  HUD  since  I  first  went  there  in  1973,  and  it  was  an  issue 
before  that.  I  think  if  you  go  back.through  the  records  you  will  find 
that  every  administration  of  both  parties  has  devoted  a  lot  of  effort 
to  property  disposition  and  has  worked  very  hard  to  whittle  down 
the  inventory. 

My  recollection  when  we  were  at  HUD  on  the  single  family  in- 
ventory is  that  we  took  in  80,000  single  family  defaults  a  year,  and 
we  sold  80,000  single  family  defaults  back  a  year,  back  to  the  pri- 
vate sector,  and  we  ran  an  inventory  between  30  to  40,000  at  any 
one  time.  We  turned  them  over  in  six  months. 
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Multifamily — it  is  harder  because  of  restrictions  that  have  been 
put  in  on  the  insisting  that  low-income  tenants  be  included  within 
the  multifamily  project.  When  they  were  sold,  that  reduces  their 
attractiveness  to  private  investors  and  slows  up  the  process  of  sell- 
ing them.  And  this  administration  and  the  last  administration  and 
I  believe  the  administration  before  that  have  all  wanted  to  get  rid 
of  that  restriction. 

Mr.  Stokes.  Are  any  of  the  reforms  that  you  are  suggesting  in 
this  area  reforms  that  HUD  was  able  to  put  into  effect  when  you 
were  there? 

Mr.  Weigher.  I  think  we  put  in  substantial  reforms  when  we 
were  there.  We  devoted  a  lot  of  our  attention  to  trying  to  get  on 
top  of  the  cost  in  the  multifamily  mortgage  insurance  business.  We 
terminated  the  amount  of  rehab  program,  coinsurance  program, 
both  of  which  were  costing  the  taxpayer  substantial  sums  of  money 
and  were,  in  fact,  the  breeding  grounds  for  scandals,  and  we  put 
in  a  lot  of  effort. 

We  didn't  finish  the  job.  But  in  the  last  hearing  that  Mr.  Lantos 
had  in  his  Oversight  Subcommittee,  he  said  to  Secretary  Kemp 
that  he  gave  the  Secretary  and  the  Department  A-plus  for  their  ef- 
forts. 

Mr.  Stokes.  Would  you  agree  that  the  current  administration  in- 
herited a  lot  of  significant  problems,  particularly  as  a  result  of 
some  of  the  corruption  and  other  things  that  occurred  over  at  HUD 
back  during  the  1980s? 

Mr.  Weigher.  Well,  I  was  the  head  of  the  transition  team  for 
HUD  as  we  were  going  out  in  1992,  and  I  was  responsible  for  pre- 
paring a  report  to  the  incoming  administration  listing  the  problems 
that  we  felt  remained  for  them  to  deal  with.  So  I  certainly  agree 
that  there  were  plenty  of  problems  there. 

Although  I  would  also  say  that  if  you  go  back  and  look  at  the 
record  we  did  a  very  good  job  of  taking  care  of  the  material  weak- 
nesses identified  by  the  IG.  We  tracked  those  closely,  and  there 
were  fewer  material  weaknesses  at  the  end  of  our  term  than  there 
were  when  we  came  in,  and  we  had  made  substantial  progress  on 
all.  But  there  have  been  scandals  in  HUD  in  both  parties,  and 
there  were  scandals  in  FHA  before  it  was  HUD  in  administrations 
of  both  parties.  It  is  not  a  partisan  problem. 

Mr.  Stokes.  Oh,  and  I  agree  with  you.  The  problem  with  scan- 
dals and  corruption  is  that  the  people  for  whom  these  programs  are 
developed  and  the  purpose  for  which  HUD  exists  are  the  people 
who  suffer  while  the  politicians  engage  in  the  type  of  scandals  and 
corruption  that  have  occurred  there  regardless  of  who  was  in  office. 

Mr.  Weigher.  I  certainly  agree  with  that. 

Mr.  Stokes.  Do  you  agree  with  the  previous  witness  that  HUD 
ought  to  get  out  of  business  of  housing? 

Mr.  Weigher.  No.  I  would  put  it  this  way.  I  think  we  should 
start  by  asking  what  are  the  things  you  want  done  in  housing,  and 
I  have  listed  three.  I  think  FHA-type  mortgage  insurance,  vouch- 
ers, assistance  for  low-income  people  who  can't  afford  decent  hous- 
ing out  of  their  own  resources  and  community  development  block 
grant  funds  with  as  few  strings  attached  as  possible. 

I  think  those  are  the  things  that  the  government  should  be  doing 
in  this  area.  I  think  HUD  has  done  all  of  them  reasonably  well,  not 
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perfectly,  but  has  done  all  of  them  reasonably  well.  And  I  think 
that  there  is  no  reason,  given  that,  to  take  them  away  from  HUD 
and  put  them  somewhere  else.  But  I  think  the  question  of  how  you 
organize  it  is  secondary  to  the  question  of  what  you  want  done,  and 
those  are  the  things  I  think  can  be  done  and  should  be  done. 

Mr.  Stokes.  Thank  you.  Dr.  Weicher. 

Thank  you,  Mr.  Chairman. 

Mr.  Lewis.  Thank  you,  Mr.  Stokes.  Mr.  Knollenberg? 

Mr.  Knollenberg.  Mr.  Chairman,  thank  you. 

Dr.  Weicher,  you  made  it  pretty  clear  that  you  are  not  in  favor 
of  HUD  continuing  in  the  multifamily  program.  I  think  that  is  your 
account. 

Mr.  Weigher.  I  did  my  best. 

Mr.  Knollenberg.  Usually,  when  you  try  to  dismantle  or  change 
something  of  that  cost,  there  are  costs — hidden  costs — built  in.  How 
would  you  arrange  this  pullout  and  what  attendant  costs  do  you 
think  there  would  be  that  we  would  have  to  look  at? 

Mr.  Weigher.  I  think  you  can  stop  issuing  insurance  commit- 
ments on  multifamily  housing  very  quickly.  There  may  be  projects 
in  the  pipeline.  There  is  always  a  question  of  whether  you  have 
made  a  commitment  which  you,  the  government — you,  FHA — have 
made  a  commitment  which  you  should  honor  or  whether  you  have 
not. 

But  you  can  stop  making  commitments  from  now  going  forward. 
That  will,  in  the  first  place,  as  I  read  the  budget,  save  you  $175 
million  in  subsidy  that  you  have  to  appropriate  up  front  under  the 
1990  Credit  Reform  Act.  That  still  leaves  HUD  with  the  $44  billion 
portfolio  of  mortgages  that  it  already  ensures,  and  the  insurance 
contracts  on  those  are  going  to  run  for  up  to  30  years.  I  don't  know 
what  the  distribution  is. 

But  if  you  were  to  stop  HUD  from  insuring  multifamily  mort- 
gages tomorrow;  in  the  year  2024,  if  I  am  doing  the  arithmetic 
right,  there  would  be  some  body  of  multifamily  mortgage  insurance 
commitments  by  the  Federal  Government  that  would  still  be  in 
place.  In  housing,  that  always  happens.  You  are  always  winding 
down  programs  which  you  have  gotten  rid  of  because  you  found  out 
they  didn't  work — ^you  as  an  institution,  the  government  as  an  in- 
stitution, the  society. 

And  there  are  people  in  HUD  who  have  devoted  their  careers 
and  devoted  them  working  hard  to  cleaning  up  and  winding  down 
the  messes  that  have  been  left  by  programs  that  were  not  well 
thought  out  and  not  well  executed  in  the  past. 

I  think,  in  terms  of  the  market  impact,  if  I  read  the  budget  right, 
HUD  was  expecting  to  insure  something  like  75,000  multifamily 
mortgage  units  this  last  year,  1995.  The  total  stock  of  multifamily 
housing  in  the  United  States  is  about  30  million  units.  Not  all  of 
them  are  sold  every  year. 

That  is  not  the  exact  comparison,  but  it  is  a  small  factor  in  the 
multifamily  housing  market.  And  I  think  if  insurance  were  to  be 
discontinued  going  forward,  that  would  be  unpleasant  for  the  peo- 
ple who  have  projects  that  they  would  like  to  insure.  But  the  good 
ones  would  go  forward  in  the  private  sector  and  the  bad  ones,  the 
ones  that  are  contributing  to  these  subsidy  costs,  I  think  this  soci- 
ety can  do  without. 


730 

Mr.  Knollenberg.  I  am  satisfied.  Thank  you. 

Mr.  Lewis.  Thank  you.  Miss  Kaptur. 

Ms.  Kaptur.  Yes.  Thank  you,  Mr.  Chairman.  And  is  it  Dr. 
Weicher? 

Mr.  Weigher.  Yes. 

Ms.  Kaptur.  Author  of  almost  10  books.  That  is  pretty  good. 

Mr.  Weigher.  Nine  and  working. 

Ms.  Kaptur.  I  want  to  thank  for  your  very  insightful  testimony 
from  spending  a  lifetime,  it  sounds  like,  in  this  important  area. 

The  city  and  regional  planners — before  I  got  here  I  was  a  city 
planner.  I  spent  a  lot  of  time  dealing  with  the  things  that  you 
spend  a  lot  of  time  worrying  about.  I  consider  your  testimony  very 
forward  looking,  and  I  will  read  it  many  times. 

I  was  very  interested  in  what  you  said  on  page  two  when  you 
talk  about  we  should  have  a  dramatic  shift  in  mind-set  from 
project-based  assistance  to  tenant-based  assistance.  I  think  over 
the  years  I  know  I  struggled  with  this  myself  in  the  housing  field. 
Sometime  people  see  the  housing  and  some  people  see  the  people 
in  the  housing. 

And  I  am  very  interested  in  sharing  a  story  with  you.  Because 
if  I  view  current  project  housing  in  any  way  I  look  upon  them  in 
my  own  mind  now  almost  as  resident  halls  and  universities  in  the 
sense  that  these  are  places  that  people  live  to  move  up.  And  one 
of  our  failures,  in  my  opinion,  regardless  whether  it  is  Democrats 
or  Republicans  or  for  whatever  reason  over  the  years,  we  haven't 
been  able  to  devise  a  system  that  easily  helps  people  move  up. 

Now  I  had  a  wonderful  experience  when  we  had  a  Member  here, 
Charlie  Hayes  of  Illinois,  who  is  no  longer  here.  But  I  went  through 
several  major  housing  developments  in  his  housing  district  like 
Robert  Taylor  homes  for  example.  And  Charlie  told  me  this  per- 
sonal story  and  I  just  relate  it  for  the  record  especially  for  our  new 
Members  because  it  had  an  influence  on  my  own  thinking. 

He  said  after  World  War  II  when  he  was  a  young  man  he  had 
gone  to  apply  for  a  job  at  the  electrical  workers'  hall  in  Chicago 
and  was  refused  on  the  basis  of  race.  And  he  eventually  went  into 
another  t3rpe  of  union  organizing  and  ended  up  in  food  and  com- 
mercial workers,  but  he  never  forgot  that  experience. 

But  through  the  relating  of  his  life  history,  what  he  taught  me 
about  was  the  traditional  discrimination  in  the  building  trades.  In 
my  own  home — in  which  to  me  is  one  of  the  reasons  that  our  inner 
cities  are  having  problems  restoring  themselves,  because  we  have 
had  an  historical  lack  of  opportunity  in  terms  of  building  skills 
being  transferred  to  all  segments  of  our  society. 

In  my  own  community  of  Toledo,  Ohio,  we  literally  have  the  first 
class  of  Afro-American  tradesmen  and  women  that  have  graduated 
and  are  now  out  in  the  field. 

And  one  of  the  thoughts  I  wanted  to  put  in  your  mind,  because 
I  know  Secretary  Kemp  and  I  talked  about  other  issues  when  he 
was  up  here,  I  really  think  we  have  to  look  at  a  portion  of  what 
we  do  in  this  housing  area  as  creating  building  academies  or  build- 
ing opportunities  so  people  gain  skills  to  do  themselves.  I  think  it 
is  very  important  that  whatever  we  do  in  housing  create  the  kind 
of — ^you  talked  about  tenants'  opportunity  or  tenant-based  assist- 
ance— that  we  think  about  this  a  little,  have  a  cap  for  humanity. 


731 

I  had  an  experience  with  Jimmy  Carter  when  he  came  to  Wash- 
ington. Pepco  donated  properties  for  rehab.  All  the  people  inside 
doing  rehab,  including  myself  and  some  of  the  other  people  in  Con- 
gress, didn't  live  in  the  neighborhood.  The  very  people  in  the  neigh- 
borhood that  needed  to  be  skilled  up  weren't  helping  in  the  repair 
of  this  housing. 

Here  is  the  problem — I  am  a  member  of  Habitat  in  my  home  dis- 
trict. We  have  to  figure  out  how  to  do  the  skills  transfer.  And  so 
in  our  own  community  we  are  struggling  with  how  to  do  this  to 
provide  GED  training. 

I  went  through  one  project  in  Chicago,  there  were  19,000  people 
living  in  about  a  two,  three-block  area.  There  was  absolutely  no 
place  on  site  for  people  to  learn.  There  was  one  woman  with  one 
sewing  machine  in  the  basement  in  a  room  half  this  size.  I  said, 
how  many  GED's  did  you  have  among  these  19,000  people  in  the 
last  two  years?  She  said  four.  We  are  so  proud.  It  used  to  be  one. 
Now  we  are  up  to  four. 

We  have  to  start  looking  at  transitions,  in  my  opinion,  the  fami- 
lies, and  finding  way  to  move  skills  in.  It  isn't  just  housing.  It  is 
the  way  in  which  the  society  transfers  skills  to  a  new  generation 
of  people. 

And  I  know  that  is  not  the  purpose  of  your  testimony  directly, 
but  I  am  certainly  open-minded  on  how  to  do  this.  I  am  not  wed 
to  the  mistakes  of  the  past.  I  have  spent  a  lifetime  in  this  area, 
and  I  don't  think  we  are  using  the  resources  of  our  government  and 
of  our  private  sector  as  wisely  as  we  could  to  help  people  move  up. 

And  I  just  wanted  to  place  that  on  the  record,  Mr.  Chairman, 
and  say  I  am  very  open-minded  on  some  of  these  recommendations 
and  hope  we  can  talk  further. 

Mr.  Lewis.  Thank  you.  Miss  Kaptur.  Comment? 

Mr.  Weigher.  I  want  to  say  I  grew  up  in  the  district  next  to  that, 
the  district  south  and  east  of  that,  the  Second  District  of  Illinois 
instead  of  the  First  District.  And  I  know  that  area  well,  and  I  know 
the  problems  that  you  are  speaking  about  and  that  Mr.  Hayes  was 
concerned  about. 

And  I  think  that  the  best  thing  that  we  can  do  for  the  people  liv- 
ing in  those  housing  projects  is  to  give  them  the  opportunity  to  live 
elsewhere  if  they  want  to.  I  think  that  concentrating  very  poor, 
very  uneducated  people  in  an  area  where  they  are  surrounded  only 
by  themselves  and  living  in  a  really  urban  kind  of  environment 
isn't  a  good  idea.  This  is  what  city  planners  and  urban  economists 
thought  should  be  done  back  in  the  1930s  and  back  in  the  1940s, 
and  I  think  that  we  as  professionals  were  wrong  on  that,  and  we 
as  a  society  are  paying  the  price  of  that  now. 

Ms.  Kaptur.  I  think — I  remember  going  down  one  walkway  and 
a  woman  saying  to  me,  "see  that  hole  in  my  screen'?  I  said,  "yes". 
She  said,  "it  has  been  that  way  for  five  years".  And  I  thought,  gosh, 
there  should  be  a  place  within  this  vast  region  where  people  could 
learn  to  do  home  repair,  where  people  could  do  fundamental  fix-up. 

I  know  they  want  to  own  a  house.  When  you  become  a  home- 
owner, you  have  to  learn  what  a  water  heater  is,  you  have  to  repair 
plumbing,  you  have  to  repair  electrical.  If  you  are  not  wealthy  you 
can't  call  somebody  in  at  $60  an  hour.  Some  of  those  skills  have 
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to  be  available  to  people.  And  we  don't  make  it  very  easy  in  this 
society  to  do  that. 

Mr.  Lewis.  Miss  Kaptur,  you  make  a  very  good  point,  and  I  think 
Mr.  Stokes  wants  to  follow  up  on  that  point. 

Mr.  Stokes.  I  would  most  certainly  appreciate  if  you  just  yield 
to  me  for  a  moment. 

Ms.  Kaptur.  I  would.  This  gentleman  knows  more  about  this. 

Mr.  Stokes.  I  am  not  sure  that  that  is  a  fact.  But  you  elicited 
from  Dr.  Weicher  a  response  that  I  just  want  to  pose  an  additional 
question  to  him  on. 

I  don't  disagree  at  all  with  you  in  terms  of  the  fact  that  when 
you  have  high  concentrations  of  people  who  fall  into  a  particular 
category,  let's  say  the  extremely  poor,  that  we  ought  as  a  society 
to  be  trying  to  have  mixed  populations  in  there  to  at  least  not  have 
a  high  concentration  of  people  who  fall  just  in  that  category.  And, 
of  course,  what  you  suggest  as  a  way  to  eliminate  that  is  to  give 
people  an  out  by  giving  them  the  vouchers  that  permit  them  to  go 
into  other  parts  of  our  society. 

But  we  cannot  ignore  the  fact  that  we  live  in  a  society  where,  in 
terms  of  housing,  that  we  still  are  confronted  with  an  enormous 
amount  of  segregation  and  discrimination  and  that  many  people, 
particularly  the  poor,  seeking  to  better  themselves  and  going  into 
a  different  or  better  neighborhood,  are  denied  housing  every  day. 
And  I  know  that,  notwithstanding  our  fair  housing  laws,  we  have 
not  been  able  to  alleviate  that  problem  in  our  society.  I  would  hope 
that  you  would  understand  and  agree  with  me  that  that  is  still  a 
very  substantial  problem.  It  is  not  just  a  simple  matter  of  here  is 
a  voucher  and  go  where  you  would  like  to  live. 

Mr.  Weigher.  I  do  know  something  about  the  problem  of  dis- 
crimination and  segregation  in  the  housing  market.  My  predecessor 
and  I  funded  a  three-year  study  of  discrimination  in  the  housing 
market  which  was  published  I  believe  in  the  fall  of  1991  and  which 
became  the  basis  for  efforts  by  the  Fair  Housing,  Equal  Oppor- 
tunity Office  of  HUD  and  by  the  Justice  Department  to  deal  seri- 
ously, deal  more  seriously  with  the  problem  of  discrimination  in  the 
housing  market. 

I  think  the  solution  is,  fundamentally,  to  effectively  administer 
the  fair  housing  laws,  not  to  build  housing  for  people  who  are  dis- 
criminated against  in  any  way  and  put  those  people  into  that  hous- 
ing. 

I  think,  in  addition,  we  have  a  lot  of  evidence  from  20  years  of 
experience  with  voucher  and  certificate  programs,  including  experi- 
ence where  it  was  an  entitlement  program  in  Green  Bay  and  in 
South  Bend  in  Indiana  where  there  is  a  substantial  minority  popu- 
lation and  it  is  a  blue  collar  city  and  not  a  well-off  blue  collar  city — 
we  have  substantial  evidence  from  that  that  members  of  all  groups 
in  a  society  are  able  to  use  the  voucher,  use  the  certificate,  find  de- 
cent housing  in  the  private  market  that  meets  the  quality  stand- 
ards and  the  landlord  is  willing  to  rent  to  them. 

Not  everybody  who  gets  a  voucher  or  certificate  does,  in  fact,  use 
it  successfully.  But  the  program  works,  and  there  are — there  are 
many  people  across  the  spectrum,  from  the  very  poor  to  those  just 
at  the  eligibility  limit,  and  all  groups  in  the  society  who  have  suc- 
cessfully used  it  in  all  markets  in  this  society. 
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Mr.  Stokes.  Well,  I  am  just  pleased  to  know  it  works  in  those 
areas. 

Since  you  know  the  Chicago  area  very  well,  I  am  sure  you  are 
also  familiar  with  the  fact  that  Chicago,  Illinois,  and  Cleveland, 
Ohio,  have  in  a  study  within  the  last  couple  of  years  been  found 
to  be  two  of  the  most  segregated  cities  in  America.  And  so  while 
there  are  some  successes  in  that  area,  I  don't  think  the  problem  to 
any  degree  is  removed. 

Mr.  Weigher.  Chicago  is  less  segregated  now  than  to  when  I  was 
growing  up  there.  It  is  to  the  good.  More  effort  should  be  made  by 
the  Federal  Government  and  State  and  local  governments  to  re- 
move all  discrimination  in  the  housing  market  that  can  be  identi- 
fied. I  think  that  is  a  separate  issue  from  the  vouchering  out  ques- 
tion. 

Mr.  Lewis.  Miss  Kaptur,  you  have  additional  questions? 

Ms.  Kaptur.  If  I  could  regain  my  time  and  impose  on  the  com- 
mittee. 

Just  think  of  the  endowment  development  of  our  society  over  the 
last  50  years,  that  still  remains,  and  think  of  these  developments 
as  residence  halls  in  a  sense  where  people  will  not  be  there  forever 
but  where  we,  as  a  society,  can  find  ways  to  help  people  grow  and 
to  help  people  develop  so  that  they  can  in  fact  move  out  and  be 
self-sustaining  families. 

One  of  the  most  exciting  endeavors  we  have  going  on  in  our  com- 
munity now  because  so  many  of  the  residents  are  single  mothers 
with  children,  we  have  a  homemakers  program  established  where 
we  have  women  learning  the  trades.  And  the  goal  is  to  form  them 
into  construction  companies  to  rehabilitate  housing  in  the  neigh- 
borhoods that  they  feel  comfortable  in,  where  they  have  family, 
where  they  have  support  systems. 

They  think  women  can't  do  these  things.  Women  can  do.  We 
have  always  been  discriminated  against  in  the  building  trades.  It 
looks  real  complicated  when  it  is  all  finished,  but  there  are  these 
little  parts  you  put  together,  just  like  puzzles,  and  one  can  learn 
this.  And  I  have  done  it.  I  know.  So  this  is  possible. 

But  we  have  never  looked  upon  this  opportunity,  and  we  have 
kept  a  population  deskilled  in  our  society. 

And  we  always  want  to  voucher  somebody  out  or — ^you  know,  I 
am  not  against  that.  I  voted  for  section  8  and  these  various  pro- 
grams. But  we  do  not  provide  the  means  for  education  and  ad- 
vancement of  adults  in  these  residential  areas.  And  the  GED  pro- 
grams operate  halfheartedly.  The  building  trades  aren't  in  there. 
People  don't  have  cars. 

There  are  ways  to  do  this.  I  just  want  to  impress  this  upon  you 
after  having  worked  in  it  for  28  years  myself.  I  think  we  have 
found  part  of  the  answer. 

And  I  just  thank  you,  Mr.  Chairman. 

Mr.  Lewis.  Thank  you.  Miss  Kaptur. 

Mr.  Frelinghuysen. 

Mr.  Frelinghuysen.  An  excellent  presentation,  Mr.  Chairman. 
It  is  nice  to  get  some  actual,  specific  recommendations  on  one  page. 
It  has  been  most  enlightening.  And  I  think  this  is  a  basis  on  which 
we  can  move  ahead. 

Thank  you  very  much. 
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Mr.  Lewis.  Thank  you  very  much. 

Dr.  Weicher,  Mark  Neumann  is  a  Member  who  has  come  from 
the  housing  industry.  I  frankly  think  that  the  two  of  you  spending 
some  time  together  might  be  very  helpful  to  the  committee. 

Mr.  Neumann.  That  is  one  of  my  notes  I  have  written  down,  Mr. 
Chairman. 

I  want  to  add  I  concur  with  your  thinking  that  one  of  the  most 
important  things  we  can  do  is  provide  the  skills.  The  opportunities 
are  there  in  the  building  trades. 

I  come  to  this  with  firsthand  experience.  I  can  tell  you  the  job 
opportunities  are  there,  but  they  must  have  the  skills  necessary. 
And  once  we  give  them  those  skills,  the  next  thing  that  happens 
is  they  come  back  to  the  building  companies  like  myself  and  we  try 
and  figure  out  how  to  afford  them,  how  to  allow  them  the  oppor- 
tunity to  then  have  their  own  home. 

And  this  has  happened  over  and  over  and  over  again  in  our 
building  company  in  the  years  that  I  was  in  the  business.  We  went 
from  a  company  of  nine  homes  a  year  to  250  homes  a  year  which 
basically  means  18  jobs — I  am  sorry,  18  jobs  to  250  jobs  a  year  over 
a  five-year  period  of  time. 

And  the  biggest  problem  we  had  in  growth  was  capital  problems 
and  all  the  other  things  that  go  with  it.  But  the  biggest  single 
problem  we  had  was  a  labor  force  capable  of  keeping  up  with  the 
growth  over  that  period  of  time.  So  I  absolutely  concur  that  it  is 
essential  that  we  provide  the  skills,  and  I  believe  the  building  op- 
portunities are  out  there  in  the  trades.  But  they  have  to  have  the 
skills  in  order  to  be  successful. 

Mr.  Lewis.  What  do  you  think  about  this  subversive  idea  of  hav- 
ing women  get  the  skills  that  was  suggested? 

Mr.  Neumann.  I  was  going  to  comment  on  that.  We  actually — 
in  the  company  I  come  from,  we  had  women  quite  regularly  on  the 
job  sites  in  Wisconsin.  So  this  is  not  a  new  idea  in  the  world  that 
I  come  from.  I  think  it  is  a  very  fine  idea.  And,  frankly,  they  were 
very,  very  successful,  and  we  hired  those  people  back  quite  regular 
which 

Ms.  Kaptur.  They  are  very  neat  and  detailed.  They  don't  leave 
ragged  edges. 

Mr.  Neumann.  Well,  I  am  not  going  to  criticize  the  other  side  of 
my  work  force,  either.  I  am  out  of  that  business  right  now,  by  the 
way. 

I  have  just  one  very  quick  question.  Do  you  believe  the  single 
family  portion  of  the  loan  guarantee  program  under  HUD  would  be 
a  break-even  situation  based  on  your  situation? 

Mr.  Weigher.  It  is  a  break-even  situation  now.  Price  Waterhouse 
does  an  annual  actuarial  report.  The  last  one,  which  I  think  is 
through  December  of  1993,  estimates  the  net  worth  of  the  portfolio 
at  four  and  a  half  billion,  if  I  remember  the  numbers  right.  So  the 
premium  is  about  six  and  a  half  cents  on  the  dollar,  and  it  is  build- 
ing the  reserves.  It  isn't  there  yet.  But  it  is  building  the  reserves 
that  it  needs  in  the  judgment  of  both  Price  Waterhouse  and  the 
Congress  four  years  ago  that  it  needs  to  be  solvent  and  sound  to 
be  as  it  is  supposed  to  be. 

Mr.  Neumann.  It  is  safe  to  say  then  as  we  talk  about  budget  cuts 
here  on  the  Hill  that,  in  fact,  elimination  of  HUD  or  this  portion 
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of  HUD  is  not  really  a  budget  cut  because  it  is  actually  effectively 
revenue  neutral. 

Mr.  Weigher.  It  is  revenue  positive  because  the  program  has 
been  building  reserves.  I  believe  at  the  end  of  1989  the  reserves 
were  about  one  billion  or  so.  I  am  not  sure  I  have  that  number  ex- 
actly right.  At  the  end  of  1993,  they  were  4.5  billion.  And  that — 
and  that  includes  the  recession  of  1990-1991,  which  wasn't  very 
positive  for  housing  or  for  FHA. 

Mr.  Neumann.  Thank  you. 

Mr.  Lewis.  Dr.  Weicher,  we  appreciate  you  being  here  with  us. 
I  didn't  ignore  questioning  of  you,  but  I  wanted  to  give  the  commit- 
tee time,  and  I  will  have  questions  for  the  record  if  you  would. 

[The  information  follows:] 
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Questions  for  Dr.  John  Weicher,  Senior  Fellow 
Hudson  Institute 

January  24, 1995 

Public  Housing 

1 .  You  state  that  vouchering  out  public  housing  is  a  viable  option  now  that 
Congress  is  providing  nearly  $4,500  per  unit  annually  in  subsidies.  How 
quickly  should  HUD  pursue  this  option?  How  should  we  deal  with  the 
elderly  and  handicapped  population  of  public  housing,  which  make  up 
roughly  40  percent  of  all  households? 

Vouchers 

2.  One  argument  against  vouchers  is  that  the  housing  stock  could  not  absorb 
everyone  who  might  receive  a  voucher.  Is  this  argument  valid? 

Privately-owned  Projects  and  the  Insured  Assisted  Inventory 

3.  You  state  that  the  worst  recipe  for  disaster  at  HUD  is  for  the  Department  to 
guarantee  the  mortgage  of  a  project  receiving  federal  subsidies.  What  has 
happened  in  the  past  under  this  arrangement?  Can  the  federal 
government  leave  the  multifamily  insurance  buskiess  without  a 
significant  reduction  in  the  production  of  multifamily  units? 

Mega-Block  Grants 

4.  How  might  we  create  block  grants  at  HUD  that  would  not  require 
substantial  departmental  oversight?  Should  we  allow  setasides  within 
these  block  grant  funds? 

Federal  Housing  Administration  (FHA) 

5         In  your  testimony,  you  state  that  HUD  ought  to  keep  single  family  insurance 
and  get  out  of  the  multifamily  insurance  business  ~  exactly  the  opposite  of 
what  they  say  they  plan  to  do.  Please  elaborate  on  what  changes  ought  to 
be  made  affecting  FHA. 
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RESP01ISE8   TO   CHXIRMAK'S   QUESTXOMfl 

John  C.  Walcher 
Senior  ralLow,  Hudson  Znstltuto 

January  24,   199S 

1.  HUD  Should  begin  to  voucher  out  public  housing  in  FY1996, 
instftad  of  waiting  three  years.  The  longer  HUD  waits,  the  more 
annual  operating  eubsidieB  and  modernization  are  likely  to  rise. 
Elderly  and  handicapped  individuals  are  likely  to  use  their 
vouchers  to  choose  to  stay  in  public  housing.  They  express  more 
satisfaction  with  their  housing  than  non-elderly  families.  Those 
who  do  wish  to  move  should  have  the  opportunity  to  do  so. 

since  my  testimony,  the  FY  1996  HUD  budget  reports  that  annual 
subsidies  for  public  housing  are  $5,000  per  unit  this  year, 

2.  The  private  housing  stock  could  absorb  everyone  who  would 
receive  a  voucher.  The  available  stock  of  vacant  privately-owned 
rental  housing,  renting  for  less  than  the  FMR,  is  larger  than  the 
total  number  of  occupied  public  housing  units.  Even  if  everyone 
chose  to  move,  they  could  be  housed.  It's  not  likely  that  everyone 
would  choose  to  move,  or  that  most  public  housing  residents  would, 
since  most  are  satisfied  with  their  housing,  but  those  who  want  to 
should  certainly  be  able  to  find  private  housing. 

3.  The  worst  HUD  scandals  and  management  problems  have  always 
occurred  in  mult  1  family  programs  that  combine  FHA  and  project-based 
subsidies,  for  several  reasons. 

Mortgages  on  multifamily  projects  are  difficult  to  underwrite 
and  insure.  Every  project  is  unique,  and  has  to  be  analyzed 
carefully,  which  is  very  staff -intensive.  Because  multifamily 
Insurance  is  difficult  to  do  well.  It's  prone  to  abuse.  Scandals 
typically  involve  fraudulent  underwriting:  Inflating  the  estimated 
project  costs  so  that  developers  are  able  to  obtain  insurance  for 
more  than  the  value  of  the  project  and  avoid  committing  any  money 
of  their  own.  This  happened  in  the  Section  608  program  in  the 
1940s  and  again  in  the  Section  236  program  in  the  1960s  and  1970s. 

The  problems  are  compounded  when  the  projects  are  designed  for 
low-income  tenants  and  HUD  is  subsidizing  the  construction  and  the 
mortgage.  There  is  always  pressure  to  underwrite  these  projects 
generously.  Once  a  low-income  project  Is  insured,  HUD  makes  strong 
efforts  to  avoid  foreclosing  on  it,  if  It  turns  out  that  the 
project-based  subsidies  aren't  enough  to  support  the  project,  or  if 
the  landlord  isn't  able  to  manage  the  project  efficiently. 
Foreclosing  would  be  admitting  failure,  and  HUD  would  have  to  take 
over  the  project  and  manage  it,  which  is  something  It  doesn't  do 
vary  well.   The  alternative  Is  to  provide  additional  subsidies. 
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HUD'S  role  as  insurer  therafore  forces  it  into  a  role  as  continuing 
provider  of  subsidiee,  in  programs  such  as  "Flexible  subsidy"  and 
the  old  "Troubled  Projects  Program."  This  creates  new 
difficulties.  It  is  hard  to  limit  the  subsidies  to  exactly  the 
amount  that  is  needed  to  keep  the  project  operating  and  not  give 
the  owners  a  windfall  profit.  Scandals  are  especially  likely  to 
occur  where  subsidies  are  piled  on  top  of  each  other.  Section  B 
Mod  Rehab  is  the  most  recent  example.  Because  the  subsidies  are  so 
generous,  developers  make  every  effort  to  get  then,  including 
hiring  consultants  who  may  be  able  to  influence  HUD's  decisions. 

The  insurance  also  makes  it  hard  for  HUD  to  enforce  the 
contractual  responsibilities  of  the  landlords,  because  the 
landlords  always  have  the  option  of  defaulting  and  forcing  HUD  to 
take  over  the  project. 

PHA  multifamily  insurance  does  not  account  for  a  large  share 
of  the  aultifamily  market  or  FHA's  business.  In  1993,  the  last 
full  year  for  which  data  is  available,  FHA  Insured  about  5  percent 
of  all  multifamily  mortgage  originations,  and  about  7  percent  of 
all  new  multifamily  units. 

4.  The  fewer  the  limitations  on  the  block  grant,  the  lass 
oversight  is  needed.  This  applies  to  eetasides  as  well  as  other 
requirements.  If  a  block  grant  carries  the  seiine  requirements  that 
were  originally  in  the  categorical  programs,  eesentially  the  same 
staff  is  going  to  be  needed  to  monitor  the  requirements.  My 
recommendation  is  for  a  single  community  development  block  grant, 
with  a  targeting  requirement  for  low-  and  moderate- income 
individuals  and  neighborhoods,  and  certainly  subject  to  the  fair 
housing  laws.  As  I  stated  in  my  testimony,  I  favor  eliminating  the 
HOME  block  grant,  and  continuing  to  operate  the  voucher  program  as 
a  categorical  program  rather  than  a  block  grant. 

5.  FHA  multifamily  insurance  should  be  eliminated;  as  stated  in 
the  answer  to  Question  #3,  this  would  not  have  much  effect  on  the 
multifamily  market. 

FHA  single-family  insurance  should  be  targeted  to  first-time 
home  buyers.  Eligibility  should  be  based  on  income  instead  of 
mortgage  amount.  I  favor  limiting  it  to  families  and  individuals 
in  the  lower  half  of  the  income  distribution.  This  could  be 
defined  either  on  the  basis  of  national  data  or  for  each  local 
market,  as  with  FMRs.  Only  principal  residences  should  be  insured. 

FHA  should  be  run  on  an  actuariallly  sound  basis,  as  required 
by  law.  The  recent  underwriting  changes  announced  by  HUD  are 
likely  to  increase  the  risk  of  default  and  result  in  higher  claims. 
Underwriting  standards  should  not  be  relaxed  until  HUD  is  clearly 
meeting  the  standards  for  actuarial  soundness  eatabllehed  by 
Congress  in  1990. 
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Mr.  Lewis.  We  appreciate  you  being  here.  We  will  be  recessed 
until  2:00  when  the  Secretary  is  here. 
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Tuesday,  January  24,  1995. 
RESTRUCTURING  GOVERNMENT 

WITNESSES 

HON.  HENRY  G.  CISNEROS,  SECRETARY,  U.S.  DEPARTMENT  OF  HOUS- 
ING AND  URBAN  DEVELOPMENT 

SUSAN  GAFFNEY,  INSPECTOR  GENERAL,  U.S.  DEPARTMENT  OF  HOUS- 
ING AND  URBAN  DEVELOPMENT 

JUDY  ENGLAND-JOSEPH,  U.S.  GENERAL  ACOLTNTING  OFFICE 

R.  SCOTT  FOSLER,  PRESIDENT,  NATIONAL  ACADEMY  OF  PUBLIC  AD- 
MINISTRATION 

DR.  JACQUELIN  ROGERS 

Mr.  Lewis.  If  the  committee  would  come  to  order.  Our  first  wit- 
ness this  afternoon  is  Secretary  Henry  Cisneros  of  the  Housing  De- 
partment. 

SECRETARY  CISNEROS'S  SUMMARY  REMARKS 

Mr.  Secretary,  our  hearings  this  morning  reflect  the  desire  on  the 
part  of  the  committee  to  begin  the  process  of  hearings  for  both  the 
1995  rescission  package,  which  we  will  be  moving  from  our  commit- 
tee as  a  part  of  our  contribution  to  the  total  rescission  package  in 
the  near  term,  and,  above  and  beyond  that,  set  a  foundation  for  the 
glide  path  we  would  hope  to  be  on  as  we  address  the  1996  appro- 
priations process. 

With  no  further  ado,  then,  Mr.  Secretary,  we  would  be  pleased 
to  hear  from  you.  You  are  welcome  to  present  your  entire  testimony 
or  you  can  summarize  it,  highlight  it.  It  will  be  in  the  record,  if 
you  wish. 

Secretary  CiSNEROS.  Mr.  Chairman,  I  think  I  will  do  that,  submit 
my  testimony  for  the  record.  Because  it  is  somewhat  unnatural  to 
sit  three  feet  across  the  table  from  you  and  read  a  document.  So, 
with  your  permission,  I  will  submit  the  document  and  then  share 
with  you  some  thoughts  about  it  as  briefly  as  possible. 

Let  me  begin  by  thanking  you  for  the  opportunity  to  be  here.  I 
know  that  you  had  scheduled  some  hearings,  and  we  requested  in- 
clusion, and  I  appreciate  your  allowing  that.  Because  it  does  give 
us  a  chance  to  tell  you  how  what  you  will  be  hearing  from  others — 
and  I  looked  at  the  witness  list  from  earlier  this  morning — I  think 
comports  with  what  we  are  trying  to  do  and  how  we  have  tried  to 
be  just  as  open  as  we  possibly  can  to  every  idea  that  can  advance 
the  state  of  housing  and  communities  in  the  country  today. 

I  also  want  to  thank  Congressman  Stokes  for  his  work  over  the 
years.  I  am  immensely  respectful  of  his  work  and  what  he  has  ac- 
complished in  his  community,  and  it  is  always  a  treat  to  be  with 
him  as  well. 

What  we  have  undertaken  at  HUD  is,  some  have  argued,  is  the 
most  dramatic  restructuring  of  housing  programs  since  the  creation 
of  HUD.  I  don't  like  to  use  that  kind  of  language  myself,  but  I  do 
believe  this  is  a  dramatic  jumping  of  several  evolutionary  steps 
that  we  might  otherwise  have  considered. 

But  the  combination  of  the  President  and  the  administration 
wanting  dramatic  evidence  of  change  on  the  part  of  the  Federal  de- 
partments, a  clear  sense  that  this  is  not  business  as  usual  any 
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longer,  combined  with  what  we  know  to  be  the  concerns  of  the  new 
Congress  and  its  leadership  for  new  values  in  the  public  bureauc- 
racy, has  led  us  to  this  point. 

Let  me  say  that  I  sincerely  believe  that  what  we  are  attempting 
to  do  is  to  change  some  of  the  methods  that  we  have  utilized,  while 
at  the  same  time  remaining  true  to  motives,  goals  and  ideals.  We 
believe  that  the  cities  are  important  in  American  society  and  that 
where  we  can  we  ought  to  try  to  devolve  responsibility  to  those  who 
manage  our  Nation's  cities  and  communities. 

We  believe  that  housing  as  a  sector  of  the  American  economy  is 
an  important  part  of  the  Gross  Domestic  Product  and  that  it  is  im- 
portant to  the  financial  system  and  therefore  ought  to  have  a  place 
where  housing  programs  in  the  government  are  concentrated.  And 
we  believe  that  this  Department  has  been  the  place  where  we  focus 
on  vulnerable  populations — housing  for  the  disabled,  housing  for 
the  elderly,  housing  for  the  very  poor,  housing  for  the  homeless — 
and  that  those  are  legitimate  objectives. 

And  that  spinning  off  those  responsibilities  to  other  departments 
does  not  end  those  responsibilities.  It  simply  moves  bureaucracy  to 
other  bureaucracies  but  doesn't  deal  with  the  fundamental  change 
in  how  those  functions  can  be  carried  out. 

So  what  we  have  attempted  to  do  is  to  offer  a  three-part  plan, 
a  plan,  frankly,  of  which  we  are  very  proud,  in  part  because  of  the 
way  it  was  done.  The  HUD  team  really  moved  itself  out  of  a  box, 
thought  outside  of  the  normal  parameters,  broke  the  mold,  if  you 
will,  changed  the  paradigm,  all  of  those  cliches  to  describe  some 
different  kind  of  thinking  about  our  business. 

But  also  because,  substantively,  I  think  it  is  very  sound.  It  fol- 
lows on  the  track  of  other  analysis  that  other  people  whom  I  re- 
spect have  done,  people  like  the  National  Academy  for  Public  Ad- 
ministration that  did  a  report  this  year.  We  think  we  have  em- 
bodied and  borrowed  and  built  on  some  of  the  values  that  they  ar- 
ticulate. Work  of  the  GAO,  which  has  consistently  identified  weak- 
nesses in  operations  that  need  to  be  strengthened,  and  our  own  In- 
spector General,  who  has  published  a  report  from  which  we  drew 
in  arriving  at  this  point. 

The  three  parts  of  our  proposed  reorganization  are  the  following: 
First,  we  consolidate  some  60  odd  categorical  programs  into  essen- 
tially three.  We  move  through  a  transition  period  in  which  those 
60  go  to  eight,  but  eventually  they  go  to  three. 

And  the  three  are  distinct.  First,  a  housing  opportunity  fund 
which  builds  on  the  success  of  the  HOME  program  and  others  like 
it.  It  is  a  supply  side  production  program,  but  the  result  is  to  create 
affordable  housing  stock.  We  know  there  is  a  shortage  of  affordable 
housing  units  in  the  country. 

Secondly,  a  demand  side  certificate  fund  which  allows  people  to 
function  in  the  marketplace  in  search  of  housing,  which  it  is  built 
on  the  immensely  successful  108  program. 

And,  thirdly,  a  community  opportunity  fund  which  really  is  the 
Community  Development  Block  Grant  Program  expanded.  It  gives 
maximum  latitude  to  communities  to  make  decisions  about  eco- 
nomic projects  and  infrastructure  initiatives  in  their  communities. 

So  the  first  piece  of  this  then  is  that  dramatic  statement  of  con- 
solidation. It  is  driven  by  particular  values:  devolution,  increased 
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responsibility  at  the  local  level,  the  fact  of  maximum  flexibility  and 
authority,  less  Federal  micromanagement  and  a  sense  of  trust  in 
the  decisions  made  of  the  local  level. 

Now,  I  might  say  to  you  that  this  is  not  sort  of  without  risk. 
There  are  things  to  think  about  on  the  part  of  the  Federal  Govern- 
ment, both  executive  and  congressional  leadership,  as  we  think 
through  this.  One  of  them  is  that  the  categorical  programs,  the  60 
that  we  are  combining,  are  in  part  a  product  of  long-standing  con- 
gressional interest  in  particular  populations  and  needs. 

For  example,  within  those  60  are  programs  for  housing  the  elder- 
ly, are  programs  for  housing  the  disabled,  are  programs  for  persons 
with  AIDS,  are  programs  for  the  homeless.  The  homeless  are  a 
classic  example  of  a  congressional  response,  five  McKinney  pro- 
grams named  for  the  sponsor,  one  of  your  colleagues,  a  former  col- 
league. 

So  one  thing  we  have  to  think  about  is  unless  we  want  to  com- 
pletely abandon  that  tradition  of  focusing  on  these  explicit  needs 
then  we  have  to  think  about  how  we — what  systems  we  use  to  en- 
courage localities  once  these  monies  come  in  block  grants  to  ad- 
dress themselves  to  those  needs. 

There  is  ways  to  do  that:  Requirements  that  they  do  a  plan,  that 
they  stipulate  what  percentage  of  the  community  is,  let  us  say,  el- 
derly or  disabled,  and  what  percentage  of  the  money  that  they  will 
use  that  way.  But  I  think  it  is  a  little  bit  more  complex  than  just 
simply  saying  we  are  going  to  block  up  the  money  and  you  take 
care  of  the  problem.  Because  we  are  just  giving  up  too  much  tradi- 
tion of  national  concern  for  these  vulnerable  populations. 

The  other  is,  in  this  same  vein,  the  issue  of  national  objectives. 
For  many  Americans,  the  Federal  Government  has  been  the  level 
of  government  in  which  their  interests  are  safeguarded.  Specifi- 
cally, African-Americans  and  other  minority  populations  who 
looked,  as  a  legacy  of  the  1960s,  States'  rights  issues.  Federal 
troops  in  Little  Rock,  Federal  troops  in  the  door  in  Mississippi,  Ala- 
bama, looked  to  protections  from  the  Federal  Government. 

Some  would  argue  that  consolidation  is  a  reason  for  abandoning 
this  whole  tradition  of  Federal  national  objectives  and  simply  turn- 
ing over  checks  of  money.  We  would  argue  that  there  needs  to  be 
a  continuation  of  the  concern  about  key  national  objectives,  and 
civil  rights  is  one  of  those.  There  may  be  others. 

It  is  important,  I  think,  to  limit  the  amount  of  intrusiveness  and 
limit  the  number  of  what  those  objectives  might  be,  but  I  believe 
the  great  tension  here,  the  great  test  of  federalism  in  all  of  this, 
is  going  to  be  whether  or  not  the  Federal  Government  walks  away 
from  some  of  those  objectives  or  finds  a  way  to  assure  their  con- 
tinuance, the  continuance  of  strategies  of  racial  integration,  for  ex- 
ample, even  as  we  move  to  a  consolidated  system.  So  it  is  not  sim- 
ple at  all,  but  rather — ^but,  in  fact,  very,  very  complex. 

I  would  argue  in  some  cases — and  I  speak  now  as  a  former 
mayor — that  local  officials  use  the  fact  that  the  Federal  Govern- 
ment insists  on  something,  even  as  they  complain  about  it,  use  it 
locally  as  the  rationale  for  doing  the  right  thing.  I  can  tell  you  from 
instances  in  my  own  city  where  we  had  a  tremendously  hard  time 
with  scattered  site  public  housing,  that  we  could  have  never  accom- 
plished it  but  for  the  fact  that  the  Federal  Government  stood  in  the 
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background  saying  your  future  Federal  money  depends  on  your 
willingness  to  do  this. 

I  used  that  fact  to  get  communities  to  do  the  right  thing.  It  was 
a  pressure  on  us  to  do  the  right  thing.  Absent  that,  we  would  not 
have  even  attempted  it.  It  was  just  too  hot  politically,  locally,  even 
though  we  all  knew  that  it  was  in  the  city's  best  interest  to  move 
down  this  course. 

Those  are  delicate  and  difficult  subjects,  but  I  think  we  are  going 
to  encounter  those  in  the  weeks  and  months  ahead  as  we  move 
through  this. 

Second  big  change  is  the  change  in  public  housing.  Some  have 
argued  it  is  the  most  dramatic,  the  most  profound  of  the  changes 
that  we  are  making.  What  we  are  saying  is  that,  in  the  short  run, 
we  transform  public  housing  by  creating,  out  of  the  several  dozen 
public  housing  programs  that  we  operate,  two;  one  for  capital  funds 
and  one  for  operating  funds.  That  we  overlay  that  with  a  deregula- 
tory  framework  that  allows  the  housing  authorities  to  use  the 
money  as  they  must,  as  they  should,  at  the  local  level.  We  believe 
we  will  see  some  dramatic  improvements  when  they  are  freed  from 
the  micromanagement  of  the  Federal  Government  in  the  public 
housing  industry. 

The  long-term  objective  is  to  move  to  a  certificate  system,  a  mix- 
ture of  project  based  and  tenant  based;  project  based  in  the  earlier 
stages,  probably,  but  eventually  as  close  to  a  tenant  based  system 
as  we  can  get,  where  individuals  make  the  decision  either  to  stay 
in  developments  because  the  housing  authorities  have  gotten  them 
up  to  speed,  they  are  competitive,  they  are  quality,  or  the  individ- 
uals have  the  right  to  move. 

In  effect,  we  are  transitioning  from  a  system  where  the  Federal 
Government,  a  Federal  agency,  is  the  only  pressure  on  the  housing 
authorities  to  perform.  But  they  knew  always  that  we  would  never 
employ  the  ultimate  sanction,  which  is  to  take  the  money  away  if 
they  didn't  perform,  because  we  wouldn't  be  hurting  them,  we 
would  be  hurting  the  people,  so  we  never  did  it.  Therefore,  the 
money  would  be  coming  whether  they  performed  or  not.  Too  often, 
we  got  nonperformance. 

In  the  new  system,  the  ultimate  pressure  on  the  housing  authori- 
ties to  perform  would  be  the  people,  the  market,  the  decisions  of 
individuals  to  stay  or  to  go. 

Now,  this  initiative  also  is  not  as  simple  as  it  appears.  There  is 
a  lot  of  thorny  questions  in  here.  What  do  we  do  about  the  stock 
that  people  choose  to  leave,  the  vacant  stock?  What  do  we  do  about 
the  fact  that  the  housing  authorities  in  many  cases  are  well  func- 
tioning, important  institutions  in  the  community,  and  we  ought  not 
throw  the  baby  out  with  the  bath  water  and  create  total  chaos  in 
communities  as  we  move  to  this  system?  So  a  period  of  transition 
will  be  very  important. 

And  what  about  the  issue  of  people  with  vouchers  or  certificates 
in  the  larger  marketplace  where  there  are  no  opportunities  today, 
where  the  market  is  tight,  or  where  distortions  exist  that  limit 
their  real  choices? 

So  these  are  all  difficult  questions,  but  clearly  we  believe  we 
need  to  be  moving  in  the  direction  of  a  system  of,  you  know,  less 
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monopolistic  system  at  the  local  level  and  a  less  command  and  con- 
trol system  at  the  Federal  level. 

The  third  and  final  piece  of  what  we  propose  is  the  trans- 
formation of  FHA  from  a  government  bureaucracy  to  a  government- 
owned  corporation.  The  idea  is  to  change  the  culture  of  FHA,  even 
while  maintaining  its  place  in  American  housing  policy. 

Some  would  argue  that  we  should  have  gone  all  the  way  to  pri- 
vatization. I  would  argue  that  if  we  do  that  we  lose  FHA's  place 
in  the  spectrum  of  income,  operating  at  the  middle  to  lower  ranges 
of  potential  home  ownership,  and  we  don't  need  to  create  a  new 
major  bureaucracy  that  competes  with  private  mortgage  insurance 
companies  that  are  doing  just  fine  at  the  upper  ranges  of  the  in- 
come ladder.  But  we  do  feel  it  is  important  to  create  a  government- 
sponsored  entity  that  can  create  the  higher  levels  of  home  owner- 
ship that  we  think  are  important  long  run  in  American  housing 
policy. 

Let  me  close  my  comments  by  acknowledging  that  buried  in 
these  three  changes  are  massive  policy  questions  and  budget  ques- 
tions. And  among  the  earliest  budget  issues  we  will  face,  before 
this  committee,  are  those  related  to  long-term  projections  of  what 
HUD's  expenditures  will  be. 

The  new  HUD  will  require  fewer  people  to  operate  it.  When  you 
go  from  60  programs  to  eight  to  three,  you  need  less  people  writing 
notices  for  applications,  receiving  applications,  reviewing  applica- 
tions. So  we  expect  to  be  an  agency  that  goes  from  roughly  13,500 
people,  when  we  arrived  at  HUD  two  years  ago,  to  about  7,500  over 
the  course  of  the  next  five  years. 

That  is  a  savings  of  800  million,  but  it  is  only  a  small  part  of 
the  savings  we  will  exact.  The  real  savings  come  from  policy 
changes  attendant  to  the  things  that  we  are  doing.  For  example, 
policy  changes  such  as  the  FELA  mark-to-market  effort,  which  will 
lower  the  price  of— the  stated  price  of  FHA  assets  and  therefore  the 
amount  of  exposure  that  the  government  has,  save  money;  changes 
in  the  rent  rules  and  changes  in  the  preference  rules  so  that  we 
are  encouraging  working  families  with  some  income;  change  the  fi- 
nancing for  public  housing  as  people  with  higher  incomes  require 
less  government  subsidy. 

The  result,  we  think,  of  these  and  other  changes  which  we  will 
spell  out  in  the  weeks  and  months  ahead  is  something  on  the  order 
of  $13  billion  in  budget  authority,  in  outlays,  and  $51  biUion  in 
budget  authority.  And  again  I  will  spell  those  out  as  you  require, 
but  some  of  this  is  spelled  out  in  the  testimony. 

We  are  submitting  for  the  record,  first  of  all,  this  document  enti- 
tled A  Place  to  Live,  which  is  an  attempt  to  show  our  continued 
adherence  to  our  goals  of  reducing  homelessness,  transforming  pub- 
lic housing,  et  cetera,  in  the  new  HUD,  and  any  other  support  doc- 
uments that  you  may  require  as  we  go  forward. 

Let  me  just  once  again  thank  you  for  giving  me  the  chance  to 
come  over  relatively  early  in  your  process.  I  have  enjoyed  the  work- 
ing relationship  that  we  have  had  with  this  subcommittee,  with 
former  Chairman  Stokes  and  you,  Mr.  Chairman,  and  I  look  for- 
ward to  working  with  you  in  a  spirit  of  trying  to  do  the  people's 
business.  I  said  to  our  staff  as  recently  as  this  morning,  we  are 
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flexible,  and  we  will  work  with  you  in  whatever  manner  is  nec- 
essary to  try  to  get  to  solutions. 

The  three  criteria  that  I  think  we  have  to  address  ourselves  to 
are:  One,  are  we  doing  the  right  thing  by  the  people  who  we  are 
charged  with  serving?  Secondly,  is  it  possible  to  do  this  in  a  way 
that  is  not  so  chaotic  that  we  confuse  people  but  that  the  transition 
is  an  orderly  and  systematic  one,  we  don't  throw  the  baby  out  with 
the  bath  water?  And,  thirdly,  is  there  a  way  to  do  this  in  a  way 
that  meets  the  objectives  of  the  administration,  as  well  as  the  new 
Congress? 

Because  it  is  my  sincere  feeling,  and  I  will  close  with  this  point, 
that  this  cannot  be  done  in  a  two-year  time  frame  or  a  four-year 
time  frame.  This  is  a  six,  seven,  eight,  ten-year  proposition,  chang- 
ing public  housing,  changing  housing  policy  this  dramatically.  It 
needs  to  be  a  bipartisan  effort.  Because  whomever  is  the  next 
President  of  the  United  States  or  the  President  of  the  United 
States  after  that,  whomever  are  the  leaders  of  the  next  Congress 
or  the  Congress  after  that,  hopefully  will  be  able  to  stay  the  course 
of  a  strategy  that  we  have  set  out  on  and  not  feel  compelled  to 
change  it.  The  worst  thing  we  can  do  for  Americans  who  rely  on 
these  programs  is  to  change  them  every  two  years,  change  direction 
every  two  years. 

We  think  what  we  have  set  out  here  is  a  kind  of  a  consensus  of 
a  lot  of  ideas.  People  who  you  might  imagine  would  be  opposed  to 
it,  public  housing  directors,  low-income  advocates,  are  seeing  how 
they  can  function  with  this  the  more  and  more  we  talk  about  it. 

Obviously,  it  depends  a  lot  on  the  work  of  this  committee  as  to 
what  funding  levels  are.  We  do  not  want  to  be  in  the  business  of 
blocking  up  and  consolidating  solely  to  cut  but  maintaining  pro- 
gram levels  to  the  maximum  extent  possible. 

And,  with  that,  I  submit  myself  to  your  questions. 

Mr.  Lewis.  Thank  you,  Mr.  Secretary,  very  much  for  being  here. 
And  your  entire  statement  will  be  included  in  the  record. 

Secretary  CiSNEROS.  I  think  my  verbatim  statement  was  prob- 
ably longer — my  extemporaneous  statement  was  longer  than  my 
formal  statement  would  have  been. 

[The  information  follows:] 
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Mr.  Chairman  and  members  of  the  Committee,  I  would  like  to 
thank  you  for  this  opportunity  to  appear  before  you  today.   I 
congratulate  you,  Representative  Lewis,  on  assuming  the  Chair  of 
this  important  Subcommittee;  and  I  thank  you.  Representative 
Stokes  and  other  Members  returning  to  the  Subcommittee  for  your 
assistance  and  your  fairness.   I  look  forward  to  working  with  you 
and  the  new  Members  of  the  Subcommittee  in  this  Congress. 

Mr.  Chairman,  I  welcome  today's  hearing  on  the  Department  of 
Housing  and  Urban  Development.   It  comes  at  a  critical  moment  in 
HUD'S  history  —  a  moment  when  a  confluence  of  events  is  driving 
what  promises  to  be  the  most  far-reaching  reform  of  federal 
housing  and  urban  policy  in  60  years. 

A  number  of  factors  have  converged  to  compel  a  top- to-bottom 
review  and  restructuring  of  HUD. 

First,  there  is  a  growing  consensus  —  among  conservatives 
and  liberals  alike  —  that  federal  programs  must  devolve  maximum 
flexibility  to  decisionmakers  at  the  state,  local  and 
neighborhood  levels. 

Second,  there  is  a  growing  consensus  that  federal  programs 
should  give  low  and  moderate-income  families,  to  the  greatest 
extent  feasible,  maximum  choice  to  make  decisions  about  their 
lives. 

Third,  innovations  in  capital  markets  have  revolutionized 
the  financing  of  affordable  housing  and  mandate  a  change  in  the 
way  the  Federal  Housing  Administration  operates. 

Fourth,  the  budget  imperative  --  the  need  to  control  federal 
spending  to  reduce  the  deficit  and  free  federal  resources  for 
middle-class  tax  relief  —  dictates  that  we  must  find  ways  of 
serving  HUD's  mission  at  less  cost. 

And,  fifth,  we  understand  that  the  President  and  the  new 
Congress  —  both  ends  of  Pennsylvania  Avenue  —  want  change. 

These  converging  factors  have  forced  the  issue  about  how  HUD 
should  operate,  and  frankly,  whether  HUD  should  exist  at  all. 

Mr.  Chairman  and  members  of  the  Committee,  I  am  absolutely 
convinced  —  not  only  as  HUD  secretary,  but  as  a  former  mayor  and 
longtime  student  of  urban  issues  —  that  people  and  communities 
throughout  the  country  need  HUD.   HUD  undertakes  tasks  which  no 
other  federal  department  assumes  --  strengthening  the  economies 
of  cities  and  smaller  communities;  forging  national  housing 
policy;  and  meeting  the  housing  needs  of  the  most  vulnerable 
among  us,  including  the  homeless,  people  with  disabilities  and 
the  frail  elderly. 
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Let  me  emphasize  that  final  point  —  HUD  is  the  primary 
federal  agency  that  speaks  directly  to  the  needs  of  the  very 
poor.   And  those  needs,  particularly  in  the  inner  cities,  are  on 
the  rise.   The  number  of  very  low  income  renters  paying  more  than 
50  percent  of  their  income  for  shelter  jumped  700,000  between 
1989  and  1993.   Their  numbers  now  total  an  astonishing  5.6 
million  —  more  than  the  total  number  of  families  now  receiving 
HUD  assistance. 

The  dismantling  of  HUD  would  risk  federal  abandonment  of 
low-income  housing  needs  and  other  important  national  concerns. 
Spinning  off  these  responsibilities  to  other  Departments  would 
not  only  lose  the  necessary  coordination  and  synergy  between 
programs  but  simply  assign  them  to  other  bureaucracies  without 
the  attendant  benefits  of  reinvention. 

We  still  need  HUD,  Mr.  Chairman  —  in  fact  now  more  than 
ever.  But  we  need  a  radically  different  HUD.  And  that  is  why  we 
have  proposed  changes  in  the  way  the  department  is  structured  and 
the  way  it  operates.  I  would  like  to  take  a  few  moments  of  the 
Committee's  time  to  outline  these  changes. 

Our  proposed  restructuring  of  HUD  —  our  reinvention 
blueprint  —  has  three  basic  components:  first,  consolidation  of 
all  of  HUD'S  existing  programs  into  three  performance-based 
funds;  second,  a  complete  transformation  of  public  housing;  and 
third,  the  transformation  of  FHA  into  a  government-owned 
corporation. 

First,  our  program  consolidation  proposals  have  drawn 
heavily  on  the  Senate  Appropriation  Subcommittee's  FY  1994 
report,  which  identified  the  problem  of  proliferating  programs  at 
HUD.   We  have  also  drawn  on  the  National  Academy  of  Public 
Administration's  (NAPA)  report  which  corroborated  the  need  to 
reduce  and  better  focus  our  programs.   And  finally,  we  have 
relied  on  a  HUD  Inspector  General's  report  on  program 
consolidation  which  I  personally  asked  Susan  Gaffney  to  produce. 
Copies  of  that  report  will  be  made  available  to  the  Committee 
today. 

We  propose,  by  fiscal  year  1998,  to  consolidate  60  major  HUD 
programs  into  3  performance  based  funds  —  Housing  Certificates 
for  Families  and  Individuals,  an  Affordable  Housing  Fund  and  a 
Community  Opportunity  Fund.   [See  attached  chart] 
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SUMMARY  OF  HUD'S  PROGRAM  CONSOLIDATION 

Current  Major  Programs  (60)  FY  1996  FY  1998 

nH^H  '^^''°'"'"'  PH/IH  Capital  Fund  Housing  Certificates  for 

p"Lt:"L,o„  P=-»i«^  '-d  Individuals 

PH  Severely  Distressed  Housing 
PH/IH  Modemizaiion 
PH  V«ancy  Reduction 
Tenant  Oppoinuiiiy  Program 
Family  Investment  Ccnien 
Youth  Apprenticeship 

PH/IH  Operating  SulMidies 

Community  Pannership  Against  Crime  PH/IH  Operating  Subsidies 

Family  Self  Sufficiency  Coonlinaiors 

PH  Service  Coordinaton 

PH/IH  Early  Childhood  Development 

Section  8  Certificates 

Section  8  Vouchen  Housing  Certificates  for  Families 

Section  8  Certificates  for  Penons  w/  DisabiUiies  ^^  Individuals 

Seaion  8  Certificates  for  AIDS 

Seaion  8  Certificates  for  Homeless 

Section  8  Comrsa  Renewals 

Seaion  8  Family  Unification 

Seaion  8  Opt -Outs 

Choice  in  Residency 

Reiible  Subs.dv 

Title  VI  Preservation  Program  Assisicd  Housing  Quality  Fund 

Seaion  8  Properly  Disposition 
Seaion  8  Loan  Managetr.eni  Sei-Asidc 
Eldcriy  Housing  Service  Coordinaion 
ProjeaBased  Service  Ccordinaion 
Congregate  Housing  Services 

CDBG 

Empowemient  Zones  Community  Opponunity  Fund  Communitv  Opponuniiv 

economic  DcvelopmenI  Initioiive  '  i-       .  ' 

LIFT  P""<^ 

Communit\-  Viability  FurJ 
Special  Purpose  Grants 

Historically  BlacV.  Colleges 

Work  Snidy  Program 

Joint  Community  Developneni 

Community  Outreach  Partnenhip  Centers 

HOME  Affordable  Housing  Fund 

National  Homeouilcnhip  Fund  Affordable  HousinC 

Housuig  Counsebng  P      H 

Elderly  Housing  (S.  202)  *"""" 

Housing  for  the  Disabled  (S.  81 1) 

Pension  Fund  Certificates 

IH  Loan  Guarantees 

Native  American  Finance  5fr\ice  Organization 

HOPE  II 

HOPE  III 


Lead  Based  PainI  llazat\l  K.-duaion 

Shelter  Hu.  Carr  Homeless  Block  Grant 

Seaion  8  SRO 

Seaion  8  Veterans  Affairs  Supportive  Housing 

Emergency-  Sheher  Grants 

Supportive  iiousuic  Hoiising  Opponunitics  for  Persons 

Innovative  Homeless  Iniliar.v:  w/  AIDS 

Housing  i\t 
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The  3  performance-based  funds  would  have  the  following 
characteristics: 

Housing  Certificates  for  Families  and  Individuals  would 
provide  direct  assistance  to  low-income  households  for  affordable 
rental  housing  and  for  homeownership.   All  current  public 
housing,  assisted  housing,  and  Section  8  rental  assistance 
programs  would  be  combined  into  this  certificate  fund,  which 
would  be  administered  by  local  and  state  governments. 

The  Affordable  Housing  Fund  would  support  production  and 
rehabilitation  of  affordable  housing.   All  current  HUD  grant 
programs  for  production  and  preservation  of  housing  for  low-  and 
moderate-income  households  would  be  rolled  into  this  fund,  which 
would  also  be  administered  by  localities  and  states. 

The  Community  Opportunity  Fund  would  stimulate  community 
revitalization.  All  current  HUD  grant  programs  for  community 
economic  development  —  including  Community  Development  Block 
Grants  and  Economic  Development  Initiative  grants  —  would  be 
consolidated  into  this  fund.  Again,  localities  and  states  would 
have  broad  flexibility  to  use  resources  to  stimulate  business 
growth  and  expand  job  opportunities  in  distressed  communities. 

All  these  funds  will  be  performance-based.   In  other  words, 
success  or  failure  will  have  real  consequences  for  fund 
recipients.   Localities  and  states  who  do  well  —  who  help  people 
find  housing,  who  produce  more  affordable  housing  and  more 
business  growth  and  job  opportunity  —  will  earn  bonuses  and 
increased  flexibility.   As  much  as  we  can,  we  want  to  build  real- 
world  market  incentives  into  these  funds. 

The  move  towards  program  consolidation  will  proceed  in  two 
phases.   A  consolidated  homeless  block  grant,  combined  public  and 
assisted  housing  accounts  and  the  AIDS  housing  program  would 
remain  separate  for  two  years  to  ensure  an  orderly  and  rational 
transition.   In  addition,  the  Department  would  continue  to 
enforce  fair  housing  laws  and  carry  out  other  regulatory 
activities  and  research  functions. 

Our  proposal  to  date  has  focused  on  the  consolidation  of 
those  60  HUD  major  programs  we  consider  to  be  critical  to  our 
mission.   Vour  Subcommittee,  NAPA  and  our  IG  have  identified  up 
to  240  total  HUD  activities  —  a  crazy  hodge-podge  of  inactive 
programs,  set-asides,  technical  assistance  funds,  eligible 
activities,  regulatory  functions,  insurance  authorities  and  so 
on.   The  basic  laws  governing  HUD  programs  has  ballooned  to 
almost  1300  pages  and  now  contains  guidance  on  everything  from 
solar  energy  systems  to  ECHO  housing  for  the  elderly  to  FHA 
insurance  for  homes  in  urban  renewal  areas. 

HUD  cannot  continue  to  operate  with  this  program  baggage 
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obscuring  its  mission  and  confusing  its  customers.   I  want  to 
assure  you  that  HUD's  reinvention  plan  is  comprehensive  and  will 
include  proposals  to: 

consolidate  an  additional  59  activities  (mostly  subsets  of 
the  major  programs  that  I  have  identified)  into  the  3 
performance  funds; 

consolidate  29  separate  insurance  authorities  into  just  two; 

phase  out  29  programs  that  are  no  longer  active; 

terminate  37  programs  that  are  duplicative  or  no  longer 
necessary;  and 

consolidate  all  16  technical  assistance  programs  into  one 
flexible  support  system  for  the  new  performance-based  funds. 

The  attached  chart  reconciles  the  IG's  list  of  240  programs 
with  HUD'S  reinvention  plan.   I  have  also  attached  a  series  of 
tables  to  demonstrate  how  each  activity  identified  by  the  IG 
would  be  treated  under  the  reinvention  plan. 
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OVERVIEW  OF  HUD  PROGRAMS 

Core  HUD  Programs  60 


All  Active  HUD  Programs  (including  Set-Asides 

and  other  Subsets  of  the  Core  Programs)  to 

Be  Consolidated  into  Performance-Based  Funds  119 


Inactive  Programs  29 

Program  Terminations  37 

FHA  Insurance  Authorities/GNMA  31 

Support  Functions  16 

Regulator}-  Auihorities  17 


Important  Secretarial  Programs/Authorities 

not  Identified  by  HUD  Inspector  General  -10 


Activity  Inapplicable  to  HUD 


Total  HUD  Programs  According  Inspector  General  240 
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Mr.  Chairman,  market  incentives  also  inform  our  proposal  to 
transform  public  bousing.   When  program  consolidation  is 
completed  in  1998,  there  will  no  longer  be  any  direct  federal 
subsidies  to  public  housing  authorities.  Instead  of  subsidizing 
housing  units  and  housing  bureaucracies,  we  will,  to  the  maximum 
extent  feasible,  provide  direct  assistance  through  the  locally 
administered  Housing  Certificates  fund.  Residents  will  have 
freedom  to  choose  where  they  live.  If  they  don't  like  the  housing 
offered  by  housing  authorities,  they  will  be  able  to  move. 
Housing  authorities  will  have  to  compete  for  their  business. 
Well-managed  authorities  will  survive;  poorly  run  authorities 
will  have  to  shape  up  or  go  under. 

That  is  the  endgame  of  public  housing  transformation,  Mr. 
Chairman.   There  will  be  a  transition  period.   [See  attached 
chart]   In  FY  1996  and  FY  1997,  we  are  proposing  to  consolidate 
all  existing  public  housing  programs  into  two  accounts,  one  for 
capital  expenditures  and  one  for  operating  subsidies.   There  are 
more  than  3,000  public  housing  authorities  that  are  performing 
well  now,  and  they  would  be  deregulated  and  given  much  more 
flexibility  to  use  these  funds  as  needed.   We  would  form 
partnerships  with  localities  and  states  to  improve  the  operations 
of  more  than  100  housing  authorities,  to  give  them  a  chance  to 
compete  in  the  new,  market-oriented  environment  they  will  face  in 
1998.   We  would  also  accelerate  the  demolition  of  the  worst 
public  housing  developments  and  the  rehabilitation  of  housing 
that  is  viable. 
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THE  TRANSFORMATION  OF  PUBLIC  HOUSING 


The  Current  System 


FY  1996-1997 


FY  I99S  and  Beyond 


HUD  has  duplicative  programs 
and  funding  streams 

Development, 
modernization,  operating 
subsidies,  anti-crime 
efforts  and  child  care 
services  arc  all  separate 
programs 


Consolidate  all  programs  into  2 
accounts 

Combine  all  public  and 
Indian  housing  programs 
into  Public  Housing 
Capital  Fund  and  Public 
Housing  Operating 
Subsidies 


All  public  housing  capital  and 
operating  subsidies  would  be 
converted  to  portable  rental 
certificates 


Residents  would  have  total 
freedom  to  choose  apartments  of 
their  own  choice 


HUD  micromanages  3,400  public 
housing  authorities 

PHAs  must  follow  a 
byzancine  system  of  laws, 
regulations  and  practices 

Dozens  of  handbook 
guides  govern  every 
conceivable  activity  of 
housing  autJioritics 


Move  to  a  perfomiance-based 
system 

Deregulate  over  3.000 
well-performing  PHAs 

Partner  with  state  and 
local  officials  to  improve 
the  operations  of  over  100 
troubled  PHAs 


Public  housing  authorities  would 
not  receive  direct  funding  from 
HUD;  auihoriiics  would  compete 
for  low-income  families  in  the 
private  market 


Law  inhibits  demolition  of  worst 
developments 

Housing  autlicrities 
cannot  use  mcJemization 
funding  to  demolish  and 
replace  non-viable 
projects 

Law  requires  cnc-for-one 
replacement  of  ail  public 
housing  units,  even  units 
that  have  been  vacant  for 
years 


Change  tlie  landscape  of  distressed 
inner  city  neighborhoods 

Demolish  tens  of 
tliousands  of  severely 
deteriorated  units 

Support  the  development 
of  replacement  housing 
that  is  small  scale, 
economically  integrated 
and  architecturally 
attractive. 
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Thirdly,  Mr.  Chairman,  we  are  proposing  to  completely  recast 
FHA.  We  want  to  transform  it  from  a  slow-moving  government 
bureaucracy  into  a  streamlined,  market-driven,  government-owned 
corporation.   The  new  FHA  would  use  federal  credit  enhancement  — 
in  partnership  with  localities  and  states,  nonprofit  agencies  and 
private  industry  —  to  expand  homeownership  opportunities  and  to 
support  development  of  affordable  rental  housing.   As  part  of 
this  transformation,  we  would  consolidate  29  separate  insurance 
authorities  into  just  two:  one  for  single-family,  and  one  for 
multifamily  insurance.   Ginnie  Mae  would  also  continue  to 
securitize  FHA  loans.  [See  attached  chart] 
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CREATE  AN  ENTREPRENEURIAL  FHA  CORPORATION 

Need  for  Change 

FHA  lags  behind  sophisticated,  high-speed  markets 
Bureaucratic  structure  and  rules  impede  sound  business 
One-size-fits-all  products  cannot  be  tailored  to  local  needs 
Paying  above-market  rent  subsidies  to  prop  up  FHA  debt 

Principles  for  Change 

Partnership  -  risksharing  pairs  federal  credit  with  public  and  private  delivery  systems 
and  risk  management 

Flexibility  -  consolidate  dozens  of  insurance  programs  into  two  general  insurance 
authorities 

Accountability  -  report  on  success  at  meeting  programmatic  and  safety  and  soundness 
performance  goals 

Market  discipline  --  mark-lo-market  debt  on  older  rental  projects  and  convert  project- 
based  assistance  to  portable  rental  subsidies 

Results 

Greater  homeownership  opportunities  for  those  beyond  the  reach  of  the  private  sector 
Decent  rental  housing  that  is  financially  sound  and  market-competitive 
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since  we  first  announced  our  plan  to  consolidate  HUD's  many 
programs  into  three  funds  last  month,  there  have  been  many 
questions  raised  about  our  plan.   Some  have  asked  what  our  plan 
will  mean  for  the  priorities  we  set  for  the  Department  two  years 
ago:  expanding  homeownership  and  affordable  rental  housing 
opportunity;  reducing  homelessness;  transforming  public  housing; 
opening  housing  markets;  and  making  our  cities  stronger  and 
revitalizing  distressed  communities.   Mr,  Chairman,  these 
priorities  have  gained  new  primacy  in  this  reinvention  plan. 

We  have  prepared  a  report,  A  Place   to  Live  is   the  Place   to 
Start,    which  spells  out  in  detail  how  we  have  pursued  these 
priorities  during  the  past  two  years,  and  how  they  will  be 
pursued  by  HUD  —  in  partnership  with  localities  and  states  — 
under  consolidation.   I  will  leave  an  advance  draft  of  this 
report  with  the  Subcommittee  today. 

Other  questions  have  been  raised  about  the  budget  impact  of 
HUD's  reinvention  plan.   As  I  said  before,  one  of  the  factors 
driving  HUD's  reinvention  is  the  imperative  to  reduce  the  deficit 
and  provide  tax  relief  for  middle-class  working  families.   We 
have  taken  this  imperative  seriously  throughout  the  FY  1996 
budget  process  and  have  attempted  to  find  innovative  ways  of 
reducing  the  cost  of  HUD's  programs  and  responsibilities. 

Mr.  Chairman,  I  know  that  this  Committee  harbors  particular 
concerns  about  the  growth  of  HUD  spending  in  the  past  two 
decades.   I  have  read  with  interest  staff  analysis  about  the 
factors  driving  such  growth,  particularly  the  increasing  costs 
associated  with  maintaining  the  existing  inventory  of  public  and 
assisted  housing. 

The  reinvention  blueprint  presents  a  profound  change  in  the 
logic  of  federal  housing  policy  and  will  generate  significant 
budget  savings  over  the  next  five  years.   The  reinvention 
blueprint,  in  particular,  reflects  a  dramatic  shift  towards 
policies  that  will  impose  market  constraints  on  HUD's  support  for 
affordable  housing. 

We  propose,  for  example,  that  the  new  FHA  corporation 
restructure  the  debt  on  older  assisted  housing  properties  to 
reflect  true  market  value  —  a  so-called  "mark-to-market" 
process  —  thus  enabling  rental  subsidies  to  be 
substantially  reduced. 

We  propose  revising  the  costly  1990  preservation  law  to 
narrow  the  universe  of  properties  that  are  eligible  for 
federal  subsidies,  again  using  market  tests  as  the  filtering 
mechanism. 

We  propose  accelerating  the  demolition  of  distressed  public 
housing  and  using  tenant-based  assistance  as  replacement  for 
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such  housing.   This  will  drive  down  the  level  of  operating 
subsidies  needed  to  support  the  existing  inventory. 

And,  finally,  we  propose  changing  tenant  admission  rules  to 
give  greater  preference  to  families  that  are  either  working 
or  enrolled  in  job  training  or  education  programs.   This 
will  increase  the  average  income  of  families  in  public  and 
assisted  housing  and  drive  down  federal  subsidies. 

These  are  only  some  of  the  budget-saving,  program  reforms 
that  will  be  contained  in  the  Department's  FY  1996  budget.   When 
combined  with  program  rescissions  and  reductions,  HUD  savings 
will  be  substantial  relative  to  projections  based  on  FY  1995 
appropriation  levels. 

Substantial  savings  will  also  be  proposed  on  the 
administrative  side.   The  consolidation  of  HUD  programs  into  3 
performance  based  funds  and  the  move  towards  an  FHA  corporation 
will  obviate  the  need  for  the  current  numbers  of  HUD  staff  and 
field  offices.   What  HUD  staff  do,  how  they  do  it  and  where  they 
do  it  will  be  inexorably  altered  by  this  ambitious  restructuring. 

Thus,  as  the  President  announced  last  month,  more  than  $800 
million  in  administrative  expenses  alone  will  be  saved  over  the 
next  five  years. 

This  is  obviously  not  the  time  for  a  full  budget  discussion. 
Our  FY  1996  budget  will  be  released  on  February  6th;  I  will  be 
more  than  pleased  to  return  at  that  time  and  give  a  full 
explication  of  our  decisions. 

Finally,  questions  have  been  raised  about  the  extent  to 
which  our  plan  will  reverse  HUD's  well  documented  management 
deficiencies.   Mr.  Chairman,  I  know  I  will  be  followed  today  by 
HUD'S  Inspector  General  and  witnesses  from  GAO  and  NAPA,  and  much 
of  the  discussion  will  focus  on  management  issues.   We  take 
concerns  raised  by  the  IG,  GAO  and  NAPA  very  seriously,  and  our 
consolidation  and  reinvention  proposals  further  our  efforts  to 
remedy  the  Department's  serious  management  deficiencies. 

Several  accomplishments  have  already  been  made. 

HUD's  multifamily  disposition  crisis  —  front  page  news  a 
year  and  a  half  ago  —  is  now  under  control.   As  you  will  recall, 
multifamily  properties  owned  by  the  Department  had  ballooned  to 
170  by  the  end  of  1992.  The  system  was  near  collapse  —  with 
properties  coming  in  to  the  inventory  faster  than  HUD  could  sell 
them.   With  the  aid  of  statutory  relief  and  greater  resources, 
that  inventory  has  now  been  reduced  by  one  third,  and  every  other 
day  we  are  removing  at  least  one  property  from  the  inventory. 
That  is  good  for  HUD  and,  more  importantly,  good  for  the 
residents  of  these  properties,  the  neighborhoods  in  which  they 
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are  located  and  the  American  taxpayer. 

The  elimination  of  HUD's  regional  review  function  is  now 
near  completion.  Reorganization  has  eliminated  confused  lines  of 
authority,  enhanced  communication  and  reduced  layers  of  review 
and  approval. 

The  downsizing  of  HUD's  staff  is  also  being  managed  in  a 
prudent,  responsible  way.   HUD's  FTE  levels  have  already  declined 
as  a  result  of  caps  imposed  by  the  Administration  and  additional 
budget  cuts  made  by  the  Congress. 

Clearly,  we  have  a  long  way  to  go,  particularly  with  respect 
to  the  systemic  weaknesses  in  the  areas  of  management  control 
environment,  resource  management,  and  data  systems.   Correction 
of  these  deficiencies  is  essential  if  HUD  is  to  serve  the  needs 
of  America's  families  and  communities  effectively  and 
efficiently. 

HUD  also,  despite  our  best  efforts,  continues  to  suffer  from 
a  culture  of  micromanagement .   That  is  why  I  recently  directed 
our  General  Counsel  to  undertake  an  expedited  review  of  HUD's 
regulatory  process.   The  General  Counsel  will  particularly  focus 
upon  finding  alternatives  to  traditional  federal  regulations  that 
merely  prescribe  conduct  and  behavior  —  such  as  rules  that  rely 
upon  performance  incentives.   The  General  Counsel  will  also  seek 
ways  to  restrain  HUD  from  rulemaking  and,  where  rules  are 
appropriate,  emphasizing  guidance  that  deregulates  HUD  oversight 
and  gives  local  actors  maximum  flexibility. 

As  serious  as  HUD's  management  problems  remain,  it  is 
important  to  view  them  in  the  context  of  the  recent  past,  and  to 
understand  how  much  HUD  has  already  changed  for  the  better.   Ten 
years  ago,  HUD  wa.s  literally  for  sale.   Well  connected  developers 
and  lobbyists  were  able  to  subvert  competitive  processes  for 
their  personal  gain.   That  era  of  disgrace  has  ended  and  will  be 
greatly  curtailed  in  a  reinvented  HUD  where  funding  decisions  are 
made  at  the  local  and  state  level. 

Mr.  Chairman  and  members  of  the  Committee,  I  believe  our 
actions  to  date  have  demonstrated  our  ability  to  take  this  agency 
through  a  difficult  yet  critical  transition.  It  is  my  hope  that 
we  have  earned  your  trust  to  work  with  you  as  we  stay  on  the 
track  toward  transformation  and  reform. 

Once  again,  I  thank  you  for  the  chance  to  speak  here  today, 
and  would  be  happy  to  answer  any  questions  you  may  have. 
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CLARIFICATION  OF  HUD  OIG'S  LIST  OF  240  HUD  PROGRAMS 
SUMMARY  OF  HUD  PROGRAMS  AND  ACTIONS 


Active  Programs  (60):  Active  programs  are  those  programs  which  are  authorized  and  have  major 
appropriations,  and  those  which  the  Secretary  deems  critical  to  HUD's  mission. 

Active  Programs  II  (119):  This  is  an  elaboration  of  the  previously  identified  60  active  programs. 
This  list  includes  small  appropriated  programs,  suballocations  within  formula-driven  grants,  set- 
asides,  eligible  activities  within  programs,  and  simple  accounting  differences  by  the  HUD  IG  (e.g. 
"PH/IH  Development"  is  considered  two  separate  programs  by  the  IG).   This  list  demonstrates 
all  the  program  activities  HUD  will  consolidate  into  8  programs  by  FY  1996  and  3  programs  by 
FY  1998. 

Inactive  Programs  (29):  Inactive  programs  are  those  programs  that  have  either  been  repealed  or 
are  authorized  but  are  no  longer  appropriated.  HUD  has  designated  staff  to  continue  the 
operations  of  some  of  these  inactive  programs  in  order  to  maintain  existing  housing  developments. 
TTiese  programs  do  not  generate  new  activities  and  are  being  phased  out. 

Proposed  Program  Terminations  (37):  HUD  proposes  to  repeal  or  consider  for  repeal  the 
following  program  activities  because  they  are  duplicative,  no  longer  necessary  or  have  been 
replaced  with  new  initiatives. 

FHA  Insurance  Authorities/GNMA  (31):   HUD  does  not  define  FHA  mortgage  insurance 
authorities  as  self-standing  programs  with  individual  appropriations  and  administering  staff.   HUD 
will  consolidate  the  following  insurance  activities  into  two  basic  FHA  insurance  authorities:   FHA 
Single  Family  Insurance  and  FHA  Multifamily  Insurance.   GNMA  will  continue  to  securitize  FHA 


Support  Functions  (16):  These  are  technical  assistance  and  training  programs  which  HUD 
intends  to  consolidate  into  a  single  technical  assistance  program  by  FY  1996. 

Regulatory  Authorities  (17):  These  are  authorities  which  fall  into  9  Congressionaiiy-mandated 
regulatory  areas.  They  impose  requirements  on  programs,  require  HUD  to  carry  out  enforcement 
responsibilities,  or  provide  funding  for  entities  that  assist  in  enforcement  (e.g.  fair  housing). 
HUD  will  streamline  its  implementation  of  these  9  existing  regulatory  responsibilities. 

Inapplicable  Activities  (1):  The  Neighborhood  Reinvestment  Corporation,  an  independent 
agency,  was  identified  as  a  HUD  program/function.   HUD  has  no  program  responsibilities  for  the 
NRC. 

Additional  Programs/Regulatory  Activities  (-10):  HUD  has  identified  an  additional  10  programs 
and  regulatory  activities  which  are  not  on  the  IG  list. 
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Active  Programs  (60):   Active  programs  are  those  programs  which  are  authorized  and  have  major 
appropriations  and  those  initiatives  which  the  Secretary  deems  critical  to  HUD's  mission. 

I.  Pubhc  and  Indian  Housing  Capital  Fund 

PH/IH  Development 

PH/IH  Amendments 

PH  Major  Reconstruction 

PH  Severely  Distressed  Housing 

PH/IH  Modernization 

PH  Vacancy  Reduction 

Tenant  Opportunity  Program 

Family  Investment  Centers 

Youth  Apprenticeship 

II.  Public  and  Indian  Housing  Operating  Subsidies 

PH/IH  Operating  Subsidies 
Community  Partnership  Against  Crime 
Family  Self  Suffidency  Coordinators 
PH  Service  Coordinators 
PH/IH  Early  Childhood  Development 

III.  Housing  Certificates  for  Families  and  Individuals 

Section  8  Certificates 

Section  8  Vouchers 

Section  8  Certificates  for  Persons  w/  Disabilities 

Section  8  Certificates  for  AIDS 

Section  8  Certificates  for  Homeless 

Section  8  Contract  Renewals 

Section  8  Family  Unification 

Section  8  Opt-Outs 

Choice  in  Residency 

IV.  Assisted  Housing  Fund 

Flexible  Subsidy 
Title  VI  Preservation  Program 
Section  8  Property  Disposition 
Section  8  Loan  Management  Set-Aside 
Elderly  Housing  Service  Coordinators 
Project-Based  Service  Coordinators 
Congregate  Housing  Services 
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Active  Programs  (conL) 

V.  Community  Opportunity  Fund 

CDBG 

Empowerment  Zones 

Economic  Development  Initiative 

LIFT 

Community  Viability  Fund 

Special  Purpose  Grants 

Colonias 

Historically  Black  Colleges 

Work  Stu<ty  Program 

Joint  Community  Development 

Community  Outreach  Partnership  Centers 

VI.  Affordable  Housing  Fund 

HOME 

National  Homeownership  Fund 

Housing  Counseling 

Elderly  Housing  (S.  202) 

Housing  for  the  Disabled  (S.  811) 

Pension  Fund  Certificates 

IH  Loan  Guarantees 

Native  American  Finance  Service  Organization 

HOPE  n 

HOPE  III 

Youthbuild 

Lead  Based  Paint  Hazard  Reduction 

VIL  Homeless  Block  Grant 

Shelter  Plus  Care 

Section  8  SRO 

Section  8  Veterans  Affairs  Supportive  Housing 

Emergency  Shelter  Grants 

Supportive  Housing 

Innovative  Homeless  Initiative 

VIIL  Housing  Opportunities  for  Persons  w/  AIDS 

Housing  Opportunities  for  Persons  w/  AIDS 
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Active  Programs  II  (119):   This  is  an  elaboration  of  the  previously  identified  60  active  programs. 
This  list  includes  small  appropriated  programs,  suballocations  within  formula-driven  grants,  set- 
asides,  eligible  activities  within  programs,  and  simple  accounting  differences  by  the  HUD  IG  (e.g. 
"PH/IH  Etevelopment"  is  considered  two  separate  programs  by  the  IG).   This  list  demonstrates 
all  the  program  activities  HUD  will  consolidate  into  8  programs  by  FV  1996  and  3  programs  by 
FY  1998. 

I.  Public  and  Indian  Housing  Capital  Fund 

PH  Development 

PH  for  Disabled  Families 
IH  Mutual  Help  Homeownership  Opportunity 
IH  Fair  Share 
PH/IH  Contract  Amendments 
PH  Major  Reconstruction 
PH  Reviulization  of  Severely  Distressed  Housing 
PH/IH  Modernization: 

Comprehensive  Grant  Program 

Comprehensive  Improvement  Assisunce 

IH  Comp  Grant 

IHCIAP 

Modernization  Set-Asides: 

CGP  Emergency  and  Natural  Disaster  Reserve 
Earthquake  Emergency  Supplemental 
LBP  Risk  Assessment 
LBP  Indemnification 
CGP  Allocation  from  CGP  Cany  Over 
ClAP  Allocation  from  CLAP  Carry  Over 
PH  Vacancy  Reduaion 
Tenant  Opportunity  Program 
Family  Investment  Centers 
Youth  Apprenticeship 

Other  Activities  to  be  Consolidated  under  the  Capital  Fund: 
PH  Demolition  and  Disposition 

IH  Demo  Dispo 
Section  S(h)  Homeownership 
Youth  Violence  Prevention 
PH  Youth  Development 
Urban  Youth  Corps 

IL  Public  and  Indian  Housine  Operating  Subsidies 

PH/IH  Operating  Subsidies 

Community  Partnership  Against  Crime  (COMPAC): 

Drug  Elimination  Grant 

Drug  Information  Clearinghouse 

Youth  Sports 
Family  Self  SufDdency  Coordinators 
PH  Service  Coordinators 
PH  Early  Childhood  Development 

Indian  PH  Early  Childhood  Development 

Other  Activities  to  be  Consolidated  under  Operating  Subsidies: 
PHMAP 
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Step-Up  (administrative  activity;  no  appropriation) 
PH  MINCS  Demo 
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Active  Programs  II  (conL) 

III.         Housing  Certificates  for  Families  and  Individuals 

Section  8  Housing  Certificates 

Section  8  Housing  Vouchers 

Section  8  Certificates  for  Persons  w/  Disabilities 

Section  8  Cenificates  for  AIDS 

Section  8  Certificates  for  Homelessness 

Section  8  Conlraa  Renewals: 

Vouchers 

Certificates 
Section  8  Family  Unification/Foster  Child  Care 
Section  8  PH  RelocationyOpt  Outs 

Certificates 

Vouchers 
S.  8  Contract  Amend/Rental  Adjustments 
Choice  in  Residency 

Other  Activities  to  be  Consolidated  under  the  Housing  Certificates  program: 
Section  8  Existing  Housing  Contraa 
Portability  Fees: 

S.8  Certificates  Portability  Fees 

S.8  Vouchers  Portability  Fees 

S.8  Cert.  Headquarters  Reserve  Portability  Fees 

S.8  Vouchers  Headquarters  Reserve  Portability  Fees 
Section  8  Headquarters  Reserve: 

S.8  Certificates  Headquarters  Reserve 

S.8  Vouchers  Headquarters  Reserve 

S.8  Certificates  Litigation 

S.8  Vouchers  Litigation 

Section  8  CertA'ouchers:  FEMA  Disaster  Relief 

Section  8  Certificates  for  LA  Earthquake 
Section  8  Homeownership  Initiatives 

rv.         Assisted  Housing  Fund 

Flexible  Subsidy 
Title  VI  Preservation  Program 
S.8  Contract  Renewals 
Section  8  Property  Disposition  Set-Aside 
Section  8  Loan  Management  Set-Aside 

Elderly  Housing  Service  Coordinators  (Expanded  202  Service  Coordinators) 
Project  Based  S.8  Service  Coordinators 
Congregate  Housing  Services 

Other  Activities  to  be  Consolidated  under  the  Fund: 
Section  8  Property  Disposition 

Certificates 

Vouchers 
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Active  Programs  11  (cont.) 

V.  Community  Opportunity  Fund 

CDBG: 

Entitlement 

Nonentitlement 

Insular  Areas 

Section  108  Loan  Guarantees 

Indian  CDBG 
Empowerment  Zones/Enterprise  Communities 
Economic  Development  Initiative 
LIFT 

Community  Viability  Fund 
Special  Purpose  Grants 
Colonias 

Historically  Black  Colleges/Universities 
Joint  Community  Development 
Work  Study  Program 
Community  Outreach  Partnership  Centers 
Heinz  Neighborhood  Development  Program 

VL  Affordable  Housing  Fund 

HOME: 

Local 

States 

Insular  Areas 

Indian  HOME 
National  Homeownership  Fund 

Enterprise  Zone  Homeownership  Opporiuniiy 
Housing  Counseling 

Housing  Counseling  Services 

Emergency  Homeownership  Counseling 

Homcownership/Rental  Counseling  Train. 

Housing  Counseling  Assisunce 

Prcpurchase/Foreclosurc  Prevention  Counseling 
Supportive  Housing  for  the  Elderly  (S.202) 

ECHO  Housing  for  the  Elderly 
Supportive  Housing  for  Disabled  (S.  811) 
Pension  Fund  Program 
Indian  Housing  Loan  Guarantees 
Native  American  Finance  Service  Organization 
HOPE  II:  Homeownership  of  MF  Units 
HOPE  III:  Homeownership  of  SF  Homes 
Youthbuild 
Lead-Based  Paint  Hazard  Reduction 
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Active  Programs  11  (cont.) 

VIL  Homeless  Block  Grant 

Shelter  Plus  Care 

Section  8  Mod  Rehab  for  SROs 

Section  8  Veterans  Affairs  Supportive  Housing 

Emergency  Shelter  Grants 

Supportive  Housing 

Innovative  Homeless  Initiative 

Other  Homeless  Acrivixies  to  be  Consolidated  under  the  Block  Grant: 
Rural  Homeless  Grants 
Safe  Havens  for  Homeless  Individuals 

VIII.  Housing  Opportunities  for  Persons  w/  AIDS 

Housing  Opportunities  for  Persons  w/  AIDS 
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Inactive  Programs  (29):   Inactive  programs  are  older  programs  that  have  either  been  repealed  or 
are  authorizeid  but  no  longer  receive  appropriations.   HUD  has  designated  staff  to  continue  the 
operations  of  some  of  these  inactive  programs  in  order  to  maintain  existing  housing  developments. 
These  programs  do  not  generate  new  activities  and  are  being  phased  out 

S.8  Mod  Rehab  Amendments 

S.8  Mod  Rehab  (Sec  Adjustments) 

Section  8  Mod  Rebab  (other  than  SRO) 

Section  8  Mod  Rehab:  Disaster  Assistance 

Section  23  Conversions 

S.202/E!derly/Handicapped  Direct  Loan  Program 

Section  23  Leased  Housing  (Adjustments) 

Turnkey  III 

Rental  Housing  Assistance  Fund 

Rental  Housing  Assistance/Deep  Subsidy 

Rental  Housing  Assistance/Sute  Agency  Financed 

Rent  Supplement  Program 

MF  Mortgage  Insurance: 

Renul  Housing 

Rental  on  Cooperative  Housing 

Rental  Projects 

Rental  Housing  for  the  Elderly 
■Construction/Sut>stantial  Rehabilitation  of  Condos 
Purchase  of  Fee-Simple  Title  from  Lessors 
Section  235  Homeownership  Assistance 
Section  236  Interest  Reduction  Program 

The  following  have  been  repealed: 

Urban  Development  Action  Grants  (UDAG) 

Land  Development  Program 

Renul  Housing  Development  (HoDAG) 

Rental  Rehabiliution  Loan 

Rental  Rehabilitation  Grant 

Urban  Homesteading 

Nehemiah  Housing  Opportunity  Grants 

Supplemenul  Assistance  for  Homeless  Facilities 

Assistance  for  Solar  Conservation  Improvements 
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Proposed  Program  Terminations  (37)t  HUD  proposes  to  repeal  or  consider  for  repeal  the 
following  program  activities  because  they  are  duplicative,  no  longer  necessary  or  have  been 
replaced  with  new  initiatives. 

IH  HOPE  I/Section  S(b)  Housing  Replacement 

HOPE  L  S.  5(h)  Housing  Replacement 

HOPE  for  PIH  Homeownership 

Choice  in  PH  Management 

Choice  in  PH  Management  TA 

Moving  to  Opportunity/Counseling  Set  Aside 

MTO  Section  8  CertA'ouchcrs 

MTO  for  Fair  Housing  E>emo 

PH  One  Stop  Perinatal  Services  Demo 

Section  8  Rental  Certs:  WDC  Project 

Elderly  Housing  Supportive  Service  Program 

HOPE  for  Elderly  Independence 

HOPE  for  Elderly  Independence  (Section  8  Certificates) 

HOPE  for  Elderly  Independence  (Section  8  Vouchers) 

HOPE  for  Elderly  Indep  Service  Coordinators 

Home  Mortgage  Insurance: 

for  Outlying  Areas 

for  Homes  in  Urban  Renewal  Areas 

for  Service  Members 

for  Experimental  Housing 

in  Military  Impacted  Areas 

for  Manufactured  Home  Park 
Mortgage  Insurance:  Group  Practice  Facilities 
MF  Housing  and  Investment  Strategies/Process 
Energy  ECBdency  Demonstration  (NAHA  1990.  S.  961) 
Energy  Efficiency  Demonstration  (NAHA  1990,  S.  523) 
Homeownership  Demo:  Omaha,  NET 
Sclar  Assistance  Financing  Entity 
National  Cities  in  Schools 
New  Towns  Demo  for  Relief  in  LA. 

PH  Community  Development  ~  Disaster  Relief  Assistance  (77?) 
Community  Investment  Corp.  Demo: 

Capital  Assistance 

Development  Services/TA 

Training  Program 
Enterprise  Zone  Development 
College  Housing  Grants 
Regulatory  Barrier  Removal  Program 
Community  Housing  Development  Resource  Board 
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FHA  Insurance  Authorities/GNMA  (31):   HUD  does  not  define  FHA  mortgage  insurance 
authorities  as  self-standing  programs  with  individual  appropriations  and  administering  staff.  HUD 
will  consolidate  the  following  insurance  activities  into  two  basic  FHA  insurance  authorities:  FHA 
Single  Family  Insurance  and  FHA  Multifamily  Insurance.  GNMA  will  continue  to  securitize  FHA 
loans. 

FHA  Funds:  Single  Family  Insurance 

Home  Mortgage  Insurance  (basic) 

Home  Mortgage  Insurance  for  Disaster  Viaims 

Rehabilitation  Home  Mortgage  Insurance 

SF  Cooperative  Program 

Purchase  of  Coop.  Housing  Units  thru  Coop.  Mongage  Project  Mortgage 

Home  Mortgage  Insurance  for  Low-Mod  Income  Families 

Home  Mortgage  Insurance  for  Condominium  Units 

Refinancing  of  Section  235  Mortgages 

Home  Mortgage  Insurance  -  Special  Credit  Risks 

MJsc  Housing  Insurance  (in  Older  Declining  Areas) 

Graduated  Payment  Mortgages 

Growing  Equity  Mortgages 

Adjustable  Rate  Mortgages 

SF  Mortgage  Insurance  on  Hawaiian  Home  Lands 

SF  Mortgage  Insur  on  Indian  Reservations 

FHA  Funds:   Multifamily  Insurance 

MF  Mortgage  Insurance:  V 

Cooperative  Projects 

Purchase  of  Reflnancing  of  Existing  MF  Hsg  Proj 

for  SROs 

Rental  Housing  in  Urban  Renewal  Areas 

2- Year  Operating  Loss  Loans 

Equity  Loans 

Nursing  Homes 

Hospitals 
Supplemental  Loan  Insurance  ~  MF  Rental  Housing 

The  following  will  also  be  consolidated  into  two  FHA  Funds: 

Manufactured  Home  Loan  Insurance 
Property  Improvement  Home  Insurance 
Home  Equity  Conversion  Mort  Ins.  Demo 
FHA  MF  Mortgage  Credit  Demo 
Direct  Endorsement  Program/Process  (regulatory) 


Mortgage-Backed  Securities  Program 
GNMA  Remics 
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Regulatory  Authorities  (17):   These  arc  authorities  which  fall  into  9  Congressionally  mandated 
areas.  They  impose  requirements  on  programs,  require  HUD  to  carry  out  enforcement 
responsibilities,  or  provide  funding  for  entities  that  assist  in  enforcement  (e.g.  fair  housing). 
HUD  will  streamline  its  implementation  of  these  9  existing  regulatory  responsibilities. 

Fair  Housing  Enforcement  (includes  the  following  consolidations) 
Fair  Housing  Initiatives  Program: 

Administrative  Enforcement  Initiative 
Private  Enforcement  Initiative 
Organization  Capacity  Building  Initiative 
Education  and  Outreach 
Fair  Housing  Assistance  Program 
Fair  Housing  Subsuntial  Equivalency  Cert 
HUD-Assistcd  EO  Enforcement  Program 
Voluntary  Compliance  Program 
Family  Self  Sufficiency 

Manufactured  Home  Inspection/Monitoring  (Enforcement) 
Intersute  Land  Sales  (Protection/Enforcement) 
RESPA 
CHAS 
Economic  Opportunities  for  Low  Income  Persons  (Seaion  3) 

Section  3  TA  (administrative  activity,  no  appropriation) 
Title  X  Lead  Hazard  Reduction  Enforcement 
GSE  Oversight 
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Support  Functions  (16):  These  are  technical  assistance  and  training  programs  which  HUD 
intends  to  consolidate  into  a  single  technical  assistance  program  by  FY  1996. 

Modernization  TA 

PH  Development  TA 

TA  and  Training  for  Public  and  Indian  Housing  Crime  Prevention  through  Environmental  Design 

Indian  Housing  TA/Info.  Clearinghouse 

TA  and  Training  for  Resident  Patrols 

Prepayment  Preservation  TA/Capacity  BIdg 

State  CDBG  TA  Set  Aside 

TA  for  State/Local  Agencies 

Integrated  Data  Base/Computer  Mapping 

HOME  CHDO  TA 

TA  for  State/Local  Housing  Strategies 

Youthbuild  Management  and  TA 

Lead-Based  Paint  Research  and  Development 

Youth  Leadership  Development  -  TA  and  training  for  PHA  staff 

Economic  Development  Training 

Lead-Based  Paint  TA  and  Capacity  Bldg 
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OTHER  PROGRAM  CLARIFICATIONS 

Inapplicable  Activities  (1):  The  Neighborhood  Reinvestment  Corporation,  an  independent 
agency,  was  identified  as  a  HUD  program/function.   HUD  has  no  program  responsibilities  for  the 
NRC 


Neighborhood  Reinvestment  Corporation 


Programs/Regulatory  Activities  HUD  Has  IdentiHed  Which  Are  Not  on  the  IG  List  (-10) 

UFT 

Economic  Development  Initiative 

Community  Viability  Fund 

Native  American  Finance  Service  Organization 

COMPAC 

Choice  in  Residency 

Section  8  Certificates  for  Homelessness 

Section  8  Certificates  for  Homeless  Persons  w/  AIDS 

Title  X  Lead  Hazard  Reduction  Enforcement 

GSE  Oversight 
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POSSIBLE  ELIMINATION  OF  HUD 


Mr.  Lewis.  We  do  look  forward  to  working  with  you.  I  have  ap- 
preciated your  wilHngness  to  personalize  these  discussions  in  a 
fashion  that  has  allowed  us  to  keep  up  with  kind  of  the  growth  and 
maturation  of  your  current  position  relative  to  where  housing 
should  go. 

Initially,  as  we  discussed  it,  we  were  talking  about  perhaps  reor- 
ganization that  could  involve  addressing  the  problem  of  a  signifi- 
cant percentage  of  our  housing  employees  being  here  in  Washing- 
ton or  the  region,  when  all  of  us  tend  to  think  we  would  be  better 
served  if  they  were  out  in  the  countryside.  Those  discussions  talked 
about  maybe  a  reduction  of  some  4,000  FTE. 

This  presentation  extends  that  even  further  with  the  possibility 
of  even  larger  personnel  reductions  and  also  the  prospect  of  very 
sizable  cost  savings  in  terms  of  long-term  budget  authority  and 
then  appropriations  needs,  maybe  mounting  to  billions  of  dollars. 

This  morning  one  of  our  witnesses  somewhat  paralleled  your  re- 
marks, talking  about  the  importance  of  a  few  areas  that  should  be 
concentrated  upon  relative  to  public  policy  development,  FHA  being 
one  of  them,  vouchers  being  another.  He  discussed  a  rethinking  of 
the  way  CDBGs  are  used  and  delivered  to  the  local  level. 

All  of  that  would  suggest  the  need  for  a  time  frame.  We  are  talk- 
ing about  a  time  frame  of  maybe  seven  years,  balancing  the  budget 
by  2002.  The  parallels  are  really  very  interesting.  And  those  par- 
allels would  suggest  that  maybe  you  are  even  thinking  about  a  pol- 
icy line  that  would  take  us  sometime  just  after  the  turn  of  the  cen- 
tury when  what  we  know  of  as  housing  or  HUD  at  this  point  in 
time  would  not  need  to  exist.  Perhaps  three  programs  in  a  different 
package,  much  different,  with  all  the  authority  or  largely  the  au- 
thority at  the  local  level,  regional  level,  at  the  States. 

So,  Mr.  Secretary,  do  you  believe  that  we  ought  to  be  working  to- 
wards the  elimination  of  HUD?  And,  if  not,  why  not? 

Secretary  CiSNEROS.  I  was  with  you  right  until  that  last  com- 
ment. I  was  in  the  amen  corner  until  that  last,  until  the  punch 
line. 

No,  sir,  I  do  believe  that  there  is  a  place  for  a  department  in  the 
Federal  Government.  There  is  a  place  for  a  Cabinet-level  seat — and 
I  don't  expect  to  hold  it,  so  I  am  not  saying  that  in  a  self-serving 
way — where  someone  can  speak  for  the  cities. 

An  incredibly  important  set  of  institutions  in  American  society, 
quite  apart  from  issues  of  the  population  or  the  demographic 
change  or  their  size  in  their  metropolitan  areas  or  their  racial  com- 
position or  anything  else,  is  the  role  of  the  cities  in  the  American 
economy.  And  someone  to  speak  for  these  engines  of  economic  force 
that  are  America's  cities. 

Secondly,  as  I  said,  I  think  it  is  important  that  we  have  a  Cabi- 
net-level voice  for  the  housing  sector.  I  have  asked  our  folks  to  do 
an  analysis  of  what  housing  represents  in  the  larger  economy.  We 
think  it  is  about  14  percent  of  GNP,  and  very  important  to  the  fi- 
nancial system. 

We  would  be,  and  I  am  having  this  analysis  done  as  well,  the 
only  modem  industrial  nation  that  I  know  of  that  didn't  have  a 
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place  for  housing  in  the  President's  Cabinet,  were  we  to  eliminate 
this  voice. 

And,  thirdly,  as  I  say,  I  think  it  is  important  that  we  try  to  build 
on  the  synergy  that  comes  from  having  critical  functions  in  one  de- 
partment. 

Now  HUD  will  change.  It  is  not  going  to  be  an  application-and- 
review,  top-down  department.  It  is  going  to  be  more  like  a  clearing- 
house for  good  ideas,  seeing  what  one  community  does  with  hous- 
ing affordability  and  sharing  it  with  another,  almost  like  a  huge — 
perhaps  even  smallish — consultant  firm.  When  I  say  huge,  I  mean 
huge  by  consultant  standards,  small  by  government  standards.  But 
a  consultant  organization  out  there,  figuring  out  how  to  get  it  done 
by  leveraging  Federal  dollars  with  other  dollars. 

That  is  the  kind  of  HUD  I  think  that  could  emerge,  but  I  hope 
that  we  don't  give  up  on  the  idea  of  having  a  voice  for  cities  and 
housing  and  poor  people  at  the  Cabinet  table.  I  have  found  that  to 
be  a  useful  thing  for  the  President  in  my  own  watching  of  the  proc- 
ess. There  are  just  aspects  of  things  that  I  can  bring  to  the  Presi- 
dent's consideration  that  don't  come  from  the  experience  of  other 
departments. 

CHANGES  IN  HUD  OVER  FIVE  YEARS 

Mr.  Lewis.  Mr.  Secretary,  how  many  FTE  at  HUD  presently  and 
what  do  you  see  as  the  downturn  in  those  numbers  in  the  next  cou- 
ple years? 

Secretary  CiSNEROS.  It  is  about  11,900  is  my  understanding  now. 

Mr.  Lewis.  11,900. 

Secretary  CiSNEROS.  We  think  it  will  go  to  about  7,500,  as  this 
plan  matures. 

Mr.  Lewis.  Over  a  period  of? 

Secretary  CiSNEROS.  Five  years. 

Mr.  Lewis.  And  in  terms  of  dollars,  what  does  that  mean? 

Secretary  CiSNEROS.  $800  million  reduction. 

Mr.  Lewis.  $800  million  reduction? 

Secretary  CiSNEROS.  Yes,  sir. 

Mr.  Lewis.  Per  year  reduction? 

Secretary  CiSNEROS,  No,  that  is  the  five-year  reduction. 

Mr.  Lewis.  That  didn't  take  me  to  the  billions. 

Secretary  CiSNEROS.  No,  but  what  takes  you  to  the  billions  is  the 
changes  in  the  other  programs.  There  you  pick  up  $13  billion  in 
outlays,  $51  billion  in  budget  authority. 

Mr.  Lewis.  Over  a  five-year  period? 

Secretary  CiSNEROS.  Over  a  five-year  period. 

PROBLEMS  WITHIN  THE  DISTRICT 

Mr.  Lewis.  A  couple  of  other  questions  of  concern. 

You  remember  our  hearings  last  year  took  place  about  the  time 
that  the  public  began  to  focus  upon  a  problem  in  Washington,  D.C., 
the  Nation's  capital,  in  which  evidence  was  developed  that  those 
people  who  need  assistance  in  housing  in  the  Washington,  D.C., 
area,  apparently  at  least  in  very  high  percentages  and  numbers, 
did  not  have  the  availability  of  public  housing  unless  they  had  par- 
ticipated in  some  kind  of  a  kickback  scheme. 
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I  know  that  those  questions  are  presently  going  forward  in  the 
courts,  and  it  is  hard  to  get  into  some  of  those  details,  but,  query: 
is  that  a  reflection  of  problems  that  exist  not  just  in  the  Nation's 
capital  but  elsewhere? 

My  own  chairman  of  the  full  committee  is  asking  me  to  at  least 
not  just  ask  you  that  question  but  to  at  least  look  at  places  like 
New  Orleans,  maybe  some  of  our  other  urban  centers.  Do  you  think 
there  would  be  value  in  our  taking  that  foundation  of  problem  or 
reflection  of  problem  and  perhaps  going  to  other  communities  to 
see  how  we  can  help  them  if  they  have  similar  difficulties? 

Secretary  CiSNEROS.  Mr.  Chairman,  we  always  want  to  root  out 
corruption  where  it  exists.  It  undermines  people's  confidence  in 
these  programs.  And,  as  a  result,  we  have  not  only  a  generic  In- 
spector General  capacity,  but  I  have  pushed  for — and  our  Inspector 
General  who  is  present  today  has  instituted — something  called  Op- 
eration Safe  Home,  an  aggressive  law  enforcement  cooperation  be- 
tween HUD  and  the  other  Federal  law  enforcement  agencies — the 
FBI,  the  DEA  and  others — to  root  out  both  violent  crime,  drugs, 
drug  crime,  but  also  white  collar  crime  as  we  find  it.  That  is  an 
ongoing  effort. 

And  it  certainly  is  possible  that  you  would  find  it  useful  to  go  to 
other  housing  authorities  and  find  similar  instances.  Not  a  week 
passes  but  we  don't  have  some  report  of  some  kind  of  wrongdoing 
somewhere.  But  you  have  to  understand  this  is  a  huge  system, 
3,400  housing  authorities,  1.2  million  housing  units,  4  million  peo- 
ple living  in  public  housing.  And  there  will  always  be  some  abuses. 

I  think  I  can  say  today  that  the  D.C.  case  is  notable  for  the  ex- 
ception that  it  is,  not  the  rule,  in  terms  of  people  taking  bribery, 
bribes,  for  Section  8  certificates.  I  am  sure  there  are  other  in- 
stances, but  this  is  not  the  rule.  This  is  not  a  characteristic  in  any 
definable  way  of  this  program.  It  is  on  the  whole  a  well-run  pro- 
gram. 

Mr.  Lewis.  Certainly  if  we  were  taking  our  oversight  responsibil- 
ities even  minimally  seriously  we  would  want  to  make  certain  that 
this  was  the  exception,  not  the  rule.  For  the  ripping  off  the  poorest 
of  the  poor  by  the  people  who 

Secretary  CiSNEROS.  It  is  the  worst. 

Mr.  Lewis  [continuing].  Are  responsible  for  serving,  to  say  the 
least,  is  not  acceptable. 

Secretary  Cisneros.  Yes,  sir.  And  I  want  to  offer  you  the  services 
of  our  Inspector  General  who  submits  a  weekly  report,  literally  a 
weekly  report,  on  their  activity  under  Operation  Safe  Home  and 
can  give  you  some  sense  of  the  frequency  of  this  particular  kind  of 
crime.  There  are  lots  of  things  we  encounter  in  public  housing.  This 
is  one  aspect  of  it. 

insurance  in  disaster  prone  areas 

Mr.  Lewis.  One  last  brief  question.  It  has  come  to  my  attention 
that  in  some  of  the  more  disaster-experienced  areas  in  the  country 
that  apparently  there  is  developing  a  serious  difficulty  of  the  avail- 
ability of  homeowners  insurance  in  those  communities  or  States  as 
a  result  of  the  interplay  between  things  like  earthquake  insurance 
and  the  general  insurance  market  availability.  Do  you  know  of  this 
problem?  Is  it  a  nationwide  question? 
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Secretary  CiSNEROS.  No,  sir,  I  wouldn't  say  it  is  a  nationwide 
question,  but  I  do  think  it  is  a  California  question.  I  was  in  Califor- 
nia last  week  and  read  there  the  newspaper  accounts  and  talked 
to  people  who  described  the  inevitability  that  some  of  the  insurance 
companies  will  decide  not  to  write  earthquake-related  insurance, 
homeowner  insurance,  in  California.  The  fear  is  that  a  massive 
earthquake,  even  the  size  of  the  last  one  in  California  but  certainly 
the  size  of  the  Kobe  earthquake,  would  literally  destroy  whole  com- 
panies. 

Obviously,  people  cannot  be  left  without  insurance,  so  it  does  re- 
quire some  thinking  about  the  government's  role  in  creating  a  pool 
system  or  the  State's  role  in  creating  a  pool  system.  It  is  a  complex 
subject,  requires  a  lot  of  work.  I  know  that  the  Office  of  Manage- 
ment and  Budget  has  had  a  task  force  looking  at  the  question. 

My  own  personal  opinion,  not  the  administration's,  my  own  per- 
sonal opinion  is  that  it  is  a  fruitful  area  for  work,  because  we  can- 
not leave  people  without  insurance  where  private  insurance  compa- 
nies feel  uncomfortable  in  writing  it. 

Mr.  Lewis.  Those  that  come  from  California  are  particularly  sen- 
sitive to  earthquake  and  other  disasters,  but  one  of  the  country's, 
the  world's,  major  fault  lines  exists  in  Missouri,  for  example.  It 
may  not  be — 

Secretary  CiSNEROS.  New  Madrid,  New  Madrid,  I  think  they  call 
it. 

Mr.  Lewis.  New  Madrid,  yes.  Mr.  Stokes. 

IMPORTANCE  OF  HUD 

Mr.  Stokes.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Secretary,  it  is  a  pleasure  to  welcome  you  before  our  sub- 
committee this  afternoon  and  to  say  to  you  what  a  pleasure  it  has 
been  for  me  to  work  personally  with  you  during  the  period  of  time 
you  held  the  office  of  Secretary  of  HUD  and  the  cooperation  that 
our  subcommittee  has  had  from  you  in  terms  of  the  responsibilities 
that  we  have  to  undertake  relative  to  the  President's  budget. 

I  am  also  glad  that  you  are  here  this  afternoon  for  another  very 
special  reason.  As  we  undertake  these  hearings,  realizing  that  we 
do  have  a  very  special  obligation  in  terms  of  continuous  oversight 
over  not  only  HUD  programs  but  all  of  the  programs  that  fall  with- 
in the  range  of  our  jurisdiction,  one  of  the  things  I  said  this  morn- 
ing was  that  I  think  it  is  imperative,  if  we  are  to  continue  the  busi- 
ness of  this  subcommittee  as  we  have  always  worked  in  the  past 
on  a  nonpartisan  type  of  basis,  is  that  we  have  to  bring  some  real 
balance  to  the  table. 

And,  of  course,  you  have  seen  something — it  is  a  little  new  to  us 
here  in  the  sense  that  there  are  some  groups  now  testifying  that 
never  previously  testified  before  this  subcommittee  or  any  other  ap- 
propriations subcommittee,  and  they  bring  a  different  viewpoint 
and  a  different  philosophical  and  political  viewpoint  to  the  table. 

I  have  no  problem  with  that.  I  think  that  is  in  keeping  with  the 
American  system,  and  we  are  pleased  to  hear  from  them.  But,  at 
the  same  time,  I  think  it  is  important  that  we  hear  from  people 
who  actually  work  with  the  problem  every  day. 

In  your  case,  you  have  been  a  major  city  mayor.  You  know  the 
problems  of  cities  from  that  perspective.  In  the  job  that  you  hold 
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now,  you  have  probably  been  in  every  major  city  in  America,  I 
would  assume,  over  the  last  two  years,  looking  at  the  problems 
firsthand,  understanding  the  problems,  working  with  the  people. 
And  you  bring  us  a  perspective  with  reference  to  the  poor,  the 
homeless,  the  disabled,  the  elderly,  that  we  do  not  get  from  those 
who  just  advocate  that  this  is  wasteful  spending  and  just  terminate 
these  programs  and  let  somebody  out  there  in  the  private  sector 
take  over  these  programs. 

And  I  think  it  is  important  that  as  we  talk  about  cutting  pro- 
grams, as  we  talk  about  the  possibility  of  just  terminating  HUD  it- 
self, that  we  understand  the  social  obligation  that  is  involved  in 
our  country,  the  reason  that  Congress  undertook  to  provide  the 
kind  of  programs  that  are  administered  through  an  agency  such  as 
yours.  And  I  just  wish  for  a  moment  you  would  address  that  situa- 
tion for  the  record. 

Secretary  CiSNEROS.  Well,  Mr.  Chairman,  let  me  say,  first  of  all, 
that  I  agree  with  you  that  it  is  important  to  understand  the  impli- 
cations of  the  kinds  of  proposals  that  are  sometimes  put  out  for 
people. 

First  of  all,  those  who  would  say  that  there  is  advantage  to  be 
gained  just  by  taking  the  pieces  of  the  Department  and  disman- 
tling them  ignore  the  fact  that  these  are  Federal  obligations,  these 
are  contracts,  these  are  renewal  obligations  that  have  come  up  that 
have  developed  over  years,  and  that  there  isn't  really  a  way  to  sim- 
ply by  magic  wand  withdraw  from  those  obligations. 

So  what  one  really  is  saying  when  one  talks  about  the  disman- 
tling of  this  agency  is  that  they  somehow  should  be  sent  to  other 
departments,  other  places  in  the  bureaucracy.  That  isn't  real 
change.  That  is  not  the  kind  of  change  we  are  proposing.  It  is  sim- 
ply just  parceling  it  somewhere  else. 

Secondly,  I  think  it  is  critically  important  for  people  all  across 
the  ideological  spectrum  from  left  to  right  who  basically  work  in 
think  tanks  or  in  Washington  settings  to  really  try  to  understand 
what  these  things  mean  to  real  people  in  communities  across  the 
country. 

We  have  600,000  people  on  any  given  night  who  are  homeless. 
That  number  is  only  going  to  become  larger  with  some  of  the 
things,  the  sort  of  the  cuts  and  so  forth,  that  are  being  proposed. 
And  whether  or  not  one  agrees — whatever  philosophy  one  operates 
from  as  to  why  the  homeless  people  are  there — their  own  fault, 
drug  addiction,  whatever  it  is — the  fact  of  the  matter  is  in  a  civ- 
ilized society  we  have  600,000.  With  relatively  small  increases,  it 
will  become  a  million  people  sleeping  on  the  streets  of  America's 
greatest  city,  one  of  the  few  modem  nations  in  the  world  that  en- 
counters this  problem. 

The  Europeans,  for  example,  don't  encounter  this  problem.  The 
advanced  Asian  nations — Japan,  Korea — don't  have  this  problem. 
So  it  is  not  something  that  we  ought  to  say  is  tolerable  for  the 
American  system.  Indeed,  it  puts  us  more  in  a  league  of  Third 
World  cities  than  great  cities. 

So  I  do  believe  that  we  need  to  think  through  very  carefully  the 
implications  of  what  we  do  lest  we  risk  becoming  a  society  more  di- 
vided by  income  and  race  than  we  are  today.  And  that  is  a 
daunting  future  indeed.  I  worry  deeply  about  the  loss  of  more  of 


779 

our  young  people,  because  we  are  raising  them  in  places  like  Rob- 
ert Taylor  homes  as  it  operates  today. 

Now,  clearly,  change  needs  to  be  made.  We  can't  allow  them  to 
live  with  their  only  choice  being  the  gang  or  personal  harm,  drugs 
or  being  completely  ostracized  to  the  point  of  threatened.  We  have 
to  change  the  model.  That  is  what  we  have  tried  to  do  here.  Simply 
saying  push  a  button  and  it  will  all  go  away,  that  is  just  not  the 
real  world. 

Mr.  Stokes.  We  had  some  discussion  this  morning  around  the 
subject  of  the  voucher  system  and  just  giving  people  vouchers,  let- 
ting them  go  out  and  find  housing,  rental  housing  in  the  market- 
place. And  I  know  that  is  a  part  of  your  reinvention  blueprint  also. 

One  of  the  areas  of  concern  that  I  have — and  I  did  question  Dr. 
Weicher  this  morning  relative  to  his  views  on  that,  but  I  would  like 
to  ask  your  views.  In  light  of  the  fact  that  it  is  a  fact  of  life  that 
we  live  in  a  society  where  we  still  have  segregation,  discrimination, 
racism,  those  are  things  that  we  live  with  in  the  society  in  which 
we  live.  And  when  poor  people  go  out  into  certain  areas  of  any  com- 
munity, particularly  when  they  go  out  with  a  different  type  of 
speech  and  a  different  color,  they  are  constantly  confronted  with 
some  phase  of  that.  Have  we  come  to  the  point  in  our  society  where 
we  don't  have  to  be  concerned  about  that  in  terms  of  giving  people 
vouchers  and  saying  go  find  a  place  to  rent? 

Secretary  CiSNEROS.  Mr.  Chairman,  I  think  the  evidence  of  the 
last  years  is  clear  in  showing  that  the  voucher  system  works  best 
when  it  is  accompanied  by  other  measures  such  as  counseling,  such 
as  assistance  to  people  in  finding  jobs. 

And  the  most  successful  instances  of  the  use  of  vouchers  are  in 
the  Gatreaux  case  in  Chicago,  Gatreaux  model,  perhaps  the  most 
sophisticated  organization  of  its  kind  in  the  country,  the  Leader- 
ship Commission,  has  assisted  people  by  literally  driving  them  out, 
helping  them  find  housing,  helping  them  find  jobs.  And  5,000  peo- 
ple have  taken  advantage  of  a  Section  8  voucher  system  in  that  in- 
stance. 

It  is  also  true,  however,  that  there  may  be — I  hate  to  use  these 
words;  we  are  talking  about  real  people— but  there  are  limits  to 
what  the  larger  community  will  allow  in  terms  of  people  using  a 
certificate  system. 

Discrimination  levels  still  exist.  We  have  seen  it  in  communities 
as  nearby  as  Baltimore,  recently,  where  only  200  families  wanted 
to  move  to  the  suburbs  using  a  voucher  system,  and  the  suburban 
communities  rebelled.  Not  because  they  were  fearful  of  absorbing 
the  200  but  because  they  feared  that  this  was  a  precursor  of  a  cer- 
tificate system  that  then  would  be  applied  to  the  thousands  who 
live  in  Baltimore  public  housing. 

So  our  society  has  some  real  tough  problems  with  this  yet,  and 
I  think  it  will  and  must  affect  the  way  we  think  about  this  certifi- 
cate system.  We  want  to  go  to  certificates,  but  we  have  to  think 
very  carefully  about  transitions  and  counseling  and  how  we  do  it. 

Mr.  Stokes.  Thank  you. 

Mr.  Chairman,  I  have  a  number  of  other  questions  which  I 
will 

Mr.  Lewis.  We  will  go  around  again.  Mr.  Walsh. 
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Mr.  Walsh.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Secretary.  I  apologize  for  missing  your  testimony. 
It  has  been  just  a  real  busy  day. 

Just  to  establish  my  credentials,  I  was  involved  in  city  govern- 
ment in  Syracuse.  I  have  always  been  a  strong  supporter  of  public 
housing.  I  have  seen  the  benefits  of  it. 

Now  I  have  responsibility  on  the  Appropriations  Committee  for 
the  District  of  Columbia.  I  chair  that  subcommittee.  And  we  have 
a  terrible  situation. 

And  you  talked  a  little  bit  about  the  homeless.  If  my — my  figures 
may  be  incorrect,  but  it  is  my  understanding  that  we  have  more 
uninhabitable  public  housing  units  in  the  District  of  Columbia  than 
we  have  homeless  people.  It  strikes  me  that  if  the  District  of  Co- 
lumbia spent  the  money  that  you  and  we  have  given  them  to  house 
those  folks,  we  wouldn't  have  nearly  the  problem  that  we  have. 

And  that  is  not — we  live  in  a  competitive  society,  and  not  every- 
body competes  well,  and  some  people  fall  through  the  cracks  and 
so  on.  But  if  we  have  put  enough  money  out  there  to  house  people 
and  the  District  of  Columbia  is  not  spending  the  money,  they  are 
not  fixing  up  this  property,  they  are  not  keeping  those  properties 
safe,  what  is  your  Department  doing  about  that? 

Secretary  CiSNEROS.  Congressman,  I  am  glad  you  brought  up  the 
District  of  Columbia,  because  we  do  have  a  track  record  of  trying 
in  the  district.  It  is  not  a  record  of  such  length  that  one  would  ex- 
pect dramatic  change,  but  let  me  just  give  you  kind  of  the  quick 
version  of  it. 

We  were  very  concerned  about  the  functioning  of  public  housing 
in  the  District  of  Columbia,  and  we  really  faced  the  option  of 
whether  we  should  take  it  over  or  whether  some  other  model  was 
appropriate.  The  most  logical  thing  would  have  been  to  step  in  and 
take  over,  either  as  a  Department  or  submit  to  a  court  the  District 
of  Columbia  for  receivership,  housing  authority. 

My  decision,  right  or  wrong,  was  that  since  the  District  of  Co- 
lumbia is  so  bereft  of  elected  leadership — here  is  about  600,000 
people  in  our  society  who  have  an  elected  mayor  and  council  but 
not  congressional  representation  and  so  forth.  The  last  thing  we 
needed  to  do  was  take  another  locally  accountable  agency  away 
from  them  and  put  it  in  the  hands  of  the  Federal  Government.  So 
that  the  right  thing  to  do  was  to  do  something  perhaps  a  little  less 
direct 

Mr.  Walsh.  Even  though  they  haven't  managed  it  under  the 
home  rule  charter? 

Secretary  CiSNEROS.  Correct.  That  was  my  decision.  A  little  less 
correct — rather,  a  little  less  direct  but  more  complex  and  I  hoped 
more  effective.  And  that  was  to  create  a  partnership.  We  created 
a  new  executive  council  that  included  the  mayor  of  the  city,  a  city 
council  member,  resident  of  the  housing  authority,  the  Assistant 
Secretary  for  Public  Housing  at  HUD  and  an  expert  on  housing 
from  the  community,  from  the  D.C.  area,  a  five-member  council  to 
try  to  make  change. 
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Now,  in  the  interim — this  has  been  the  last  year.  In  the  interim, 
the  mayor  was  defeated.  A  new  mayor  came  to  office.  And  the  court 
ruled  that  the  housing  authority  should  be  put  into  receivership,  a 
decision  which  the  defeated  mayor  chose  to  appeal,  and  it  is  not  yet 
clear  what  the  new  mayor  will  do  in  terms  of  whether  he  will  ap- 
peal that  decision  or  not. 

We,  frankly,  at  this  point,  support  receivership,  because  now  that 
the  court  has  acted  it  is  the  most  direct  means  to  getting  new  man- 
agement at  the  housing  authority  and  separating  it  from  the  dis- 
trict government  sufficiently  that  it  can  operate  outside  of  the  Civil 
Service  rules  of  the  district  government  and  so  forth. 

We  hope  that  we  will  continue  to  have  this  partnership  role 
where  HUD  and  its  Assistant  Secretary  and  staff  are  directly  in- 
volved. We  think  we  can  be  helpful.  And,  in  fact,  I  think  I  will 
produce  some  reports  for  you  that  show  the  progress  that  has  been 
made  just  in  the  last  year  on  maintenance  standards,  some  of  the 
financial  indicators,  vacancy  rates  and  so  forth. 

But  it  is  relatively  slow,  and  the  record  of  the  last  year  has  been 
mixed  by  these  other  events  that  I  described,  the  change  of  leader- 
ship and  so  forth.  But  the  District  of  Columbia  is  a  place  where  we 
think  we  have  got  a  model  that  could  work  if  we  could  stay  with 
it  long  enough. 

Mr.  Walsh.  Boy,  you  know,  the  news  reports  just  continue 
unabated,  fraud  and  abuse,  payoffs,  scandals  and  uninhabitable 
public  housing. 

As  I  understand  receivership,  there  would  be  a  body  established 
and  all  Federal  funds  would  go  to  that  receiver  for  administration 
of  those  funds  and  the  District  of  Columbia's  housing  authority 
would  no  longer  have  any  control  over  those  funds? 

Secretary  CiSNEROS.  Congressman,  to  be  perfectly  accurate  about 
it,  there  isn't  a  District  of  Columbia  housing  authority  per  se.  It  is 
a  housing  department  of  the  city  government.  And  one  of  the 
things  that  we  encountered  when  we  got  there  was  that  Federal 
money  that  we  intended  to  go  to  the  housing  function,  as  we  do  in 
every  other  city  where  it  goes  to  the  housing  authority,  was  going 
to  the  district  government.  And  the  accounting  systems  were  so 
bad  that  we  couldn't  see  how  much  money  was  going  to  the  District 
of  Columbia. 

Mr.  Walsh.  Going  into  the  general  funds. 

Secretary  CiSNEROS.  It  was  going  into  the  general  funds  as  op- 
posed to  the  housing  funds. 

Mr.  Walsh.  The  same  thing  happens  with  the  school  district. 
They  are  not  fixing  the  housing.  They  are  not  fixing  the  code  viola- 
tions in  the  schools.  They  are  not  fixing  the  code  violations  in  the 
buildings. 

I  tell  you,  I  don't  know — there  are  a  couple  of  Members  of  this 
subcommittee  that  are  also  on  the  D.C.  subcommittee.  We  are 
going  to  take  a  real  hard  look  at  every  aspect  of  that  city  govern- 
ment. They  are  just  colossal  wasters  of  money,  and  they  are  abus- 
ers of  the  people  that  they  presume  to  represent  in  many  cases. 

Secretary  CiSNEROS.  Congressman,  I  recognize  the  problems, 
and,  as  I  say,  we  have  not  sat  on  the  sidelines.  We  jumped  right 
in.  We  have  an  Assistant  Secretary  who  sits  with  the  mayor  on  this 
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executive  committee  trying  to  make  these  changes.  And  I  think  we 
can  show  you  that  we  made  some  progress. 

As  I  say,  I  don't  know  whether  it  was  the  right  decision  or  the 
wrong  decision,  but  my  decision  was  that  the  Federal  Government 
is  hardly,  you  know,  such  a  paragon  of  management  that  we  can 
step  in  and  run  a  city's  business  for  them. 

Mr.  Walsh.  Anybody  could  do  it  better  than  they  are  doing  it, 
with  all  due  respect,  anybody. 

Secretary  Cisneros.  That  is  the  call  that  needs  to  be  made. 

Mr.  Walsh.  I  would  stop  there.  Thank  you. 

Mr.  Lewis.  Thank  you  very  much,  Mr.  Walsh. 

Ms.  Kaptur. 

LOCAL  HOUSING  AUTHORITIES 

Ms.  Kaptur.  Thank  you  very  much,  Mr.  Chairman. 

Thank  you,  Mr.  Secretary.  Glad  to  have  you  before  the  commit- 
tee. 

And  I  have  read  your  formal  statement  and  really  liked  the  con- 
cept of  simplification,  especially  of  HUD  programs.  And  I  am  fairly 
open-minded  on  many  of  the  discussions  we  have  had  this  morning 
and  will  continue  to  have  down  the  road. 

I  also  believe  firmly  that  the  private  sector  could  have  solved  the 
set  of  problems  surrounding  housing  our  people,  and  repairing 
urban  America  and  rural  America  would  have  already  been  done. 
So  we  are  not  dealing  here  with  something  that  our  society  has  fig- 
ured out  how  to  do  terribly  well,  be  they  people  who  happen  to  sit 
in  the  private  sector  or  spend  some  of  their  life  in  the  public  sector. 

I  do  have  a  couple  comments  and  then,  you  know,  you  might  re- 
spond if  you  would. 

In  reading  about  your  proposal  to  devolve  maximum  flexibility  to 
decision-makers  at  the  State,  local  and  neighborhood  levels,  the  as- 
sumption is  that  they  are  better  able  to  make  these  decisions.  And 
we  have  all  been  encouraged  to  reread  the  Federalist  papers  in 
that  regard. 

I  must  tell  you,  however,  that  to  me  there  is  no  magic  about  who 
best  manages  power,  and  I  believe  in  a  system  of  checks  and  bal- 
ances and  power  held  in  abeyance  by  various  sectors  of  this  society. 
Mr.  Walsh  has  just  talked  about  some  mismanagement  when 
locals,  for  whatever  reason,  don't  do  what  the  law  hoped  that  they 
would  do.  They  don't  operate  within  the  spirit  of  the  law. 

Let  me  say  that  in  my  own  State  of  Ohio,  which  probably  has 
more  urban  areas  than  any  other  State  in  the  Nation,  we  have  a 
State  legislature  and  we  have  traditionally  had  governors  who 
come  from  only  certain  parts  of  our  State.  And  so  one  of  my  con- 
cerns is  that,  as  this  money  is  devolved  to  the  State,  why  should 
I  believe  they  would  be  any  more  fair  to  my  community  or  any 
other  community  in  the  State  than  the  Federal  Government  has 
been? 

In  fact,  even  the  recent  award  by  your  Department  of  these  en- 
terprise communities  went  to  three  very  worthy  communities  in 
Ohio,  but  I  would  have  bet  you  a  steak  dinner  those  would  be  the 
three  that  would  have  been  awarded  the  money,  because  the  other 
parts  of  the  State  are  traditionally  ignored. 
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So  I  must  say  that  I  have  a  healthy  suspicion  and  concern  about 
when  you  devolve  power  whose  hands  you  are  devolving  it  into  and 
who  is  going  to  be  left  with  less  power.  So  I  have  real  concerns 
there  about  not  just  the  general  statements  but  whatever  specifics 
will  follow  in  terms  of  who  is  really  going  to  be  targeting  assistance 
to  communities  that  have  lost  the  most  jobs,  where  poverty  has 
been  increasing  at  much  higher  levels,  where  the  local  communities 
do  not  have  the  funding.  So  I  have  a  real  set  of  serious  concerns 
about  power  relationships  between  the  Federal,  State  and  local  lev- 
els. 

Number  two — this  also  somewhat  follows  on  what  Mr.  Walsh  was 
talking  about — when  I  was  first  elected  to  Congress,  my  local  pub- 
lic housing  authority  was  consistently  listed  on  HUD's  troubled  list. 
After  almost  eight  years  of  effort,  nine  years,  we  were  able  to  get 
them  off  of  that  list.  My  local  department  of  housing  was  on  HUD's 
watch  list,  because  prior  officials  had  embezzled  money. 

Now  as  we  devolve  power  and  former  responsibilities  that  were 
Federal  responsibilities  to  the  local  level,  I  do  have  some  concerns 
about  people's  technical  abilities  to  do  the  job.  In  fact,  our  local 
housing  authority  was  only  able  to  fill  vacant  units  and  repair 
abandoned  buildings  by  HUD  giving  us  a  talented  individual  who 
was  sent  from  another  State  who  spent  two  and  a  half  years  help- 
ing us  try  to  prevent  refrigerators  from  walking  out  of  storerooms 
and  began  moving  families  into  this  shelter  again. 

This  is  a  severe  problem  at  the  local  level  with  technical  ability 
to  manage  housing  programs,  be  they  public  housing,  be  they  city 
housing  programs.  And  that  will  not  go  away  regardless  of  who  you 
give  the  pots  of  money  to. 

And  the  third  problem  in  our  community  is  money.  If  my  commu- 
nity were  able  to  do  this,  they  would.  We  have  a  shortage  in  our 
capital  improvements  budget.  If  I  had  not  been  able — we  have 
homeless  in  our  city  like  every  other  community.  If  I  had  not  been 
able  through  the  Veterans  Administration  to  bring  in  money  to 
begin  taking  people  out  from  under  bridges  who  have  been  living 
in  boxes  for  a  couple  years  and  getting  the  Veterans  Administra- 
tion to  play  a  more  active  role  in  getting  our  chronically  mentally 
ill  homeless  vets  off  the  streets,  we  would  still  have — we  have  over 
2,000  veterans  that  we  need  to  find  a  way  to  move  back  into  a 
more  sane  existence.  My  community,  without  Federal  help,  would 
absolutely  have  never  done  this. 

So  as  I  look  at  your  proposals  I  am  going  to  be  very  interested 
in  how  you  assure  that  those  in  need  are  served,  that  there  is  real 
performance  requirements  of  these  local  communities.  And  I  agree 
with  the  program  simplification  and  that  communities  are  chal- 
lenged somehow  to  be  appreciative  of  the  Federal  money  that  goes 
in  there  to  try  to  help  them  solve  their  own  problems.  But  there 
is  no  magic  about  doing  it  at  the  local.  State  or  Federal  level.  It 
is  all  difficult,  no  matter  how  you  do  it.  I  think  the  simplification 
will  help,  but  I  am  very  concerned  about  the  details. 

Secretary  Cisneros.  Very  briefly,  I  would  say  that  I  share  your 
concerns  about  the  ability  to  perform  in  all  cases  at  the  local  level. 
As  a  former  mayor,  I  can  tell  you  that  I  know  firsthand  some  of 
the  strengths  but  also  some  of  the  weaknesses  of  local  government. 
But  as  between  the  money  being  absorbed  in  bureaucracy  and  the 
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money  never  getting  past  the  regional  offices,  or  putting  it  in  the 
hands  of  local  officials  who  can  do  some  good  at  the  local  level, 
knowing  what  the  people  want  most,  because  they  are  the  level  of 
government  closest  to  the  people,  we  opted  for  that  leap  of  trust, 
as  I  have  called  it. 

As  for  the  question  of  States  and  local  governments,  we  expect 
that  these  formulas  on  which  these  programs  would  be  based 
would  likely  be  something  akin  to  the  community  development 
block  grant  formulas  of  today,  which  go,  within  a  State — which  go 
nationally  two-thirds  to  the  entitlement  cities,  900  entitlement 
cities,  of  which  Toledo  is  one,  and  one-third  to  the  Governors  who 
run  the  CDBG  program  in  what  is  called  the  balance  of  States.  And 
my  guess  is  that  is  the  kind  of  approach  we  would  use  to  sort  the 
responsibility  between  mayors  and  Governors. 

As  to  the  question  of  capacity,  we  think  it  would  be  one  of  the 
obligations  of  the,  quote,  new  HUD  to  focus  on  helping  develop  ca- 
pacity. Over  the  course  of  the  last  two  years,  we  have  created 
something  called  the  HUD  academy,  principally  right  now  focusing 
training  HUD  personnel  for  the  very  intricate,  complex  jobs  associ- 
ated with  our  work  of  housing  finance  and  housing  production  and 
community  development.  It  would  be  a  short  step  to  expand  that 
academy  and  its  work  to  the  public  housing  sector,  to  the  housing 
production  section,  to  nonprofits  and  local  government,  and  I  think 
in  this  design  I  was  describing  to  Chairman  Lewis  about  what  the 
new  HUD  would  look  like,  training  and  capitalization  would  be  an 
important  part  of  what  we  would  be  trying  to  do  and  trusting  that 
local  officials  somehow  can  get  it  closer  to  the  people  than  we  can 
from  Washington. 

Mr.  Lewis.  Miss  Kaptur,  I  was  thinking,  we  have  a  vote  on  at 
this  point,  and  there  are  about  a  dozen  minutes  left.  If  you  have 
one  brief  question. 

DEMOLITION  OF  OLD  HUD  HOUSING 

Ms.  Kaptur.  I  have  a  10-second  question,  Mr.  Chairman,  and  I 
am  sure  the  Secretary  has  an  answer  to  this. 

Mr.  Lewis.  Go  ahead. 

Ms.  Kaptur.  In  our  community,  we  have  been  instructed  to  the 
nth  degree  that  we  cannot  demolish  these  old  vacant  properties 
using  Federal  money  requirements,  and  I  know  you  are  aware  of 
this,  but  I  would  appreciate  a  call  back  from  your  staff  as  to  how 
the  new  streamlined  HUD  would  deal  with  this.  It  is  ridiculous.  We 
are  protecting  burned  out  units  in  the  heart  of  the  city  that  are  un- 
inhabitable. 

Secretary  CiSNEROS.  I  would  be  happy  to  get  back  to  you. 

Mr.  Lewis.  Mr.  Secretary,  we  will  call  on  Mr.  Knollenberg  and 
then  Mr.  Rodney  Frelinghuysen.  We  will  go  to  you  first,  Joe.  We 
may  not  get  to  Rodney  before 

DOWNSIZING  OF  HUD 

Mr.  Knollenberg.  I  will  be  brief,  Mr.  Chairman.  It  may  be  pos- 
sible for  my  colleague  to  get  on  board  with  a  question. 

Mr.  Secretary,  welcome.  I  have  a  question  I  think  I  can  ask  very 
quickly.  You  might  recall  I  served  on  the  Banking  Committee  and 
the  Housing  Subcommittee. 
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Secretary  CiSNEROS.  I  recall  that. 

Mr.  Knollenberg.  And  when  you  came  to  the  committee  last 
year,  I  recall  with  the  administration  proposal,  the  reauthorization 
proposal,  at  that  time  your  intent  was  to,  in  fact,  expand  the  pro- 
gram by  at  least  a  dozen  programs.  And  now  I  see  that  you  are 
coming  back  to  reintroduce,  not  reintroduce  but  introduce  an  idea 
that,  by  the  way,  from  the  outside  looks  pretty  good  to  me,  you  are 
downsizing,  I  have  some  of  the  concerns  that  Ms.  Kaptur  has  about 
how  do  you  change  bureaucracies  and  get  efficiencies  out  of  it.  That 
is  something  we  will  all  want  to  look  at. 

But,  briefly,  why  the  change  of  heart?  Why  are  you  looking  now 
at  cutting,  not  dismantling  but  downsizing,  when  a  year  ago  it 
seemed  to  me  you  were  continuing  on  an  even  plane  when  it  came 
to  the  budget? 

Secretary  Cisneros.  As  I  said  at  the  outset.  Congressman,  I 
think  that  I  would  characterize  what  we  have  done  as  changing  not 
the  motives — I  want  to  see  community  development.  I  want  to  see 
public  housing  improved.  I  want  to  see  homelessness  dealt  with. 
But  the  methods — a  year  ago  we  thought  that  we  could  best  do 
community  development  by  designing  a  program  called  LIFT, 
which  would  have  been  one  of  those  new  programs  that  you  de- 
scribed, which  would  give  communities  an  opportunity  to  take 
these  so-called  "brown  fields,"  these  industrial  plants  in  the  central 
cities  and  give  them  a  sum  of  money  with  which  they  could  take 
those  out  and  rebuild  housing,  retail,  et  cetera. 

I  am  still  convinced  that  is  the  right  thing  to  do.  I  have  seen 
them  all  over  the  country,  in  every  State  almost  that  I  have  been 
to,  these  same  circumstances,  the  remnants  of  the  old  economy  and 
what  needs  to  be  reconstructed  to  make  life  livable  in  these  places. 

But  I  am  trusting  that  local  officials  want  to  do  it  even  more 
than  we  do  and  that  if  we  can  put  the  resources  somehow  in  their 
hands,  and  these  are  intricacies  we  will  have  to  work  out,  and  I 
will  tell  you  why  in  30  seconds,  in  just  a  moment. 

Local  officials  want  to  do  it  more  than  we  do.  If  we  can  put  the 
resources  in  their  hands,  some  of  these  things  can  occur.  Because 
too  often  when  we  write  a  HUD  program,  we  think  we  are  doing 
the  right  thing  from  inside  the  beltway,  we  have  it  all  right,  we 
have  the  bells  and  whistles  in  place  and  we  have  the  language 
right,  but,  in  execution,  the  bureaucracy  and  so  forth  just  defeats 
the  purpose. 

So  we  are  basically  changing  the  methods  to  suit  the  realities  of 
the  economy,  the  budget,  but  hopefully,  accomplishing  the  same 
ends.  That  is  the  way  I  would  describe  that. 

Mr.  Knollenberg.  Thank  you. 

Mr.  Lewis.  Thank  you  very  much,  Joe.  Mr.  Frelinghuysen. 

Mr.  Frelinghuysen.  Do  we  have  enough  time,  Mr.  Chairman? 

Mr.  Lewis.  We  have  about  seven-and-a-half  minutes. 

HUD  goals 

Mr.  Frelinghuysen.  All  right.  I  have  a  brief  question  apropos  of 
the  gentleman  from  Michigan's  question. 
Good  afternoon,  Mr.  Secretary. 
Secretary  CiSNEROS.  Good  afternoon. 
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Mr.  Frelinghuysen.  You,  in  April  of  last  year,  when  you  came 
before  the  committee,  focused  on  six  major  goals.  Now,  have  those 
goals  been  folded  into  three? 

Secretary  CiSNEROS.  No,  sir.  This  document  that  I  referred  to 
earlier,  takes  those  same  goals  and  describes  how  they  could  be  ac- 
complished in  this  new  method,  with  this  new  structure. 

Mr.  Frelinghuysen.  So  those 

Secretary  CiSNEROS.  The  goals  hold. 

Mr.  Frelinghuysen.  Those  same  goals  hold? 

Secretary  Cisneros.  Yes,  sir,  they  are  reducing  homelessness, 
transforming  public  housing,  creating  new  affordable  housing  and 
homeownership,  creating  open  housing  opportunities  across  our 
cities,  focusing  on  community  development  and  economic  develop- 
ment and  improving  the  management  of  the  Department.  We  are 
simply  saying  that  we  accomplish  those  goals  with  a  different 
methodology  of  management. 

hud's  future  budget 

Mr.  Frelinghuysen.  For  the  record,  when  you  testified  in  April, 
you  talked  about  the  size  of  the  budget  going  from  $26  billion  and 
then  increasing  after  fiscal  year  1994  outlays  of  $2  billion  to  $25.5 
billion.  Where  does  this  reinventing  loop  fit  into  actually  reducing 
the  cost  of  your  overall  operation?  And  could  you  quantify  it  for  me. 

Secretary  Cisneros.  Yes,  sir.  As  I  said  to  the  Chairman  earlier, 
we  believe  that  the  net  effect  of  what  we  have  proposed  and  the 
rule  changes  and  the  policy  changes  and  the  preference  rules  that 
we  are  proposing  will  take  HUD  down  by  $13  billion  in  outlays 
over  five  years  and  $51  billion  in  savings  in  budget  authority  over 
five  years  as  we  implement  this  plan. 

Mr.  Frelinghuysen.  So  what  would  your  overall  budget  be? 

Secretary  CiSNEROS.  I  would  have  to  get  you  specific  numbers  for 
what  they  look  like  year  by  year  over  the  course  of  the  five  years. 
I  think  they  go  up  in  1996,  but  then  the  effect  of  the  caps  that  the 
President  has  placed  on  the  government  as  a  whole,  our  own 
downsizing  the  change  of  the  rules  and  so  forth  allows  us  to  come 
down  after  that. 

Mr.  Frelinghuysen.  And  those  costs,  Mr.  Secretary,  include  the 
reductions  of  personnel? 

Secretary  CiSNEROS.  Reductions  of  personnel,  changing  the  na- 
ture of  the  way  we  calculate  the  asset  base  of  FHA,  reducing  the 
length  of  contract  renewal  periods,  which  is  an  accounting  change 
but  a  very  important  one,  because  before  the  Department  was 
tagged  in  one  year  with  the  full  cost  of  accounting  for  outyears.  We 
want  to  change  the  system  where  we  account  more  carefully  just 
for  the  years  involved.  And  other  measures  of  that  nature. 

Mr.  Frelinghuysen.  And  through  the  Chair,  Mr.  Secretary, 
could  we  get  a  written  response  to  Mr.  Weicher's  recommendations 
on  the  latter  part  of  his  testimony?  This  is  the  gentleman  from  the 
Hudson  Institute. 

Secretary  CiSNEROS.  Yes,  sir,  formerly  an  assistant  secretary. 

Mr.  Frelinghuysen.  Yes.  I  would  like  an  official  reaction. 

Mr.  Lewis.  We  will  ask  staff  to  formulate  specific  questions  and 
ask  the  Secretary  to  respond. 
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Secretary  CiSNEROS.  You  do  not  need  to  prepare  questions.  I  will 
be  happy  to  just  respond  to  the  document. 
Mr.  Lewis.  Great. 
[The  information  follows:] 
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Department  of  Housing  and  Urban  Development  Responses  to  the 
Questions  from  Rep.  Barbara  F.  Vucanovich 
January  24,  1995 
House  Subcommittee  on  VA,  HUD  and  Independent  Agencies  Hearing 

1.    How  will  HUD  encourage  local  decision-making  while  ensuring 
the  proper  administration  of  its  programs? 

The  new  performance -based  funding  will  give  localities  and 
states  greater  flexibility  to  pursue  their  own  solutions,  in 
exchange  for  compliance  with  certain  national  standards.   HUD  has 
identified  the  following  conditions  which  would  apply  to  local 
use  of  the  consolidated  funds: 

•  Adherence  to  income  targeting  rules; 

•  Compliance  with  federal  fair  housing  laws; 

•  Attention  to  vulnerable  populations;  including  the  homeless, 
disabled,  people  with  HIV/AIDS  and  the  frail  elderly: 

•  Emphasis  on  transitions  to  economic  independence  and 
homeownership  in  the  design  and  implementation  of  programs; 
and 

•  Participation  by  community-based  organizations. 

HUD  administration  of  the  new  performance-based  funds  would 
be  further  shaped  by  the  following  standards: 

Local  strategies  -  Local  and  state  strategic  plans  for 
housing  and  community  development  would  need  to  be  devised  before 
federal  funds  would  be  disbursed.   These  plans  would  spell  out 
how  localities  and  states  would  use  federal  funds  to  meet  the 
housing  needs  of  moderate-,  low-,  and  very- low- income  people  and 
spur  business  development  and  job  growth  in  underserved 
communities,  while  adhering  to  specific  funding  conditions. 

Accountability  -  Fund  recipients  would  be  held  accountable 
for  results  by  being  evaluated  on  a  series  of  nationally  and 
locally  defined  performance  measures.   Recent  leadership  by  state 
and  local  officials  in  Oregon  and  other  jurisdictions  on 
performance  measures  holds  great  promise  for  a  results-oriented 
working  partnership. 

Performance  bonuses  and  sanctions  -  Success  or  failure  would 
have  real  consequences  for  recipients  of  federal  funds.   Superior 
performers,  for  example,  would  have  access  under  each  fund  to  a 
10  percent  bonus  pool  and  would  be  permitted  to  "flex"  resources 
between  different  funds  as  is  currently  allowed  under  highway  and 
transit  programs.   Low  performers  would  not  be  eligible  for  any 
performance  bonus  or  flexibility  and,  at  the  extreme,  could  have 
funding  reduces  and  reallocated  to  other  recipients. 
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Transition  rules  -  Transition  rules  would  allow  for  the 
orderly  transfer  of  administrative  responsibilities  as  well  as 
ensure  the  continued  emphasis  on  service-enriched  housing  for 
special  populations. 

2.  Many  have  suggested  that  HUD  should  be  eliminated  or 
significant  resources  will  be  needed  for  its  "renewal."   Can  you 
comment  on  the  initial  costs  that  are  associated  with  your 
blueprint? 

The  proposed  1996  HUD  Budget  reflects  hard  choices  and 
addresses  forthrightly  the  existing  long-term  contractual 
commitments  that  have  driven  the  steady  growth  in  HUD's  budget. 
As  a  result,  in  FY  1996  alone,  the  budget  includes  savings  of 
$860  million  in  outlays  and  $7.6  billion  in  budget  authority 
relative  to  FY  1995  program  levels,  adjusted  for  inflation.   Over 
the  next  five  years,  savings  of  nearly  $13  billion  in  outlay  and 
more  than  $51  billion  in  budget  authority  will  be  realized. 
These  savings  in  budget  outlay  and  budget  authority  are  outlined 
in  the  attachment. 

3.  HUD  has  been  transformed  over  the  last  few  Administrations 
and  the  last  few  months.   How  is  your  blueprint  for  action  any 
different  than  the  promises  for  reform  we  have  heard  about  in  the 
past? 

To  carry  out  its  vital  mission,  HUD  must  change  the  way  it 
does  business.   In  the  last  two  years,  HUD  has  been  transforming 
into  a  customer-oriented,  performance-driven  organization  that  is 
more  responsive  to  local  needs.   There  are  three  primary 
components  in  the  HUD  reinvention. 

First,  sixty  major  HUD  operational  programs  will  be 
consolidated  into  three  performance-based  funds  by  1998.   One  of 
the  funds  would  consolidate  HUD  programs  for  community  economic 
development  into  a  single  Community  Opportunity  Fund.   The  other 
two  funds  would  be  devoted  to  carrying  out  HUD's  historical  low- 
income  and  affordable  housing  missions  --  one  by  funding  portable 
rental  assistance  to  enable  recipients  to  obtain  decent  housing 
in  the  crivate  market,  and  the  other  by  funding  local  and  state 
initiatives  to  expand  the  supply  of  affordable  housing. 

S<.?cond,  the  President  has  proposed  fundamentally  cnanging 
the  nature  of  federal  subsidies  to  public  housing  authorities. 
Public  l-.ousing  residents  would  receive  portable  rental 
certificates  wherever  practicable,  permitting  them  to  seek  better 
housino  elsewhere.   This  would  force  housing  authorities  to 
compete  with  private  landlords  for  subsidized  and  unsubsidized 
tenant:-.   Tenant-based  rental  assistance  would  be  governed  by  a 
pricing  system  that  pegs  assistance  to  the  local  cost  of  decent 
housinq . 

Th-rd,  President  Clinton  has  proposed  to  turn  the  Federal 
Housing  Administration,  which  has  insured  home  loans  for  millions 
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of  working  families,  into  a  government -owned  corporation  which 
will  run  more  like  a  modern  insurance  company  than  a  bureaucracy. 

4.  Seme  recommendations  to  improve  portions  of  HUD  management 
include  eliminating  the  multifamily  mortgage  insurance  program. 
Do  you  think  this  is  an  idea  whose  time  has  come? 

No.   The  Department  does  not  believe  that  is  a  good  idea.   Decent 
rental  housing  affordable  to  low  and  moderate  income  Americans  is 
increasingly  scarce  in  many  communities,  as  the  rental  stock 
ages.   Much  of  the  rental  stock  is  in  smaller  properties  which 
are  hard  to  finance.   The  system  of  delivering  capital  to 
multifaTiily  housing  is  far  less  sophisticated  than  that  for 
single  family  housing,  in  part  because  multifamily  housing  does 
not  lend  itself  well  to  standardization.   There  is  a  need  for 
credit  enhancement  activities  and  for  information  gathering  and 
new  product  experience  that  will  enhance  the  private  sector's 
ability  to  meet  rental  housing  needs.   The  proposal  for  a  new  FHA 
corporation  addresses  this  head  on  and  contemplates  a  variety  of 
risk  sharing  arrangements  with  housing  providers  to  meet  the 
needs  cf  low  and  moderate  income  renters. 

Multifamily  housing  can  be  a  profitable  business.   In  1994,  FNMA 
purchased  about  $4  billion  of  multifamily  mortgages  and  FHLMC, 
which  restructured  its  multifamily  business,  purchased  about  $1 
billion.   The  FHLMC  experience  demonstrates  several  essential 
factors  in  managing  a  well-run  multifamily  business,  including 
well  designed  programs,  experienced  and  sufficient  staff,  up  to 
date  technology  and  delivery  mechanisms,  and  experienced  local 
lenders.   The  new  FHA  corporation  is  premised  on  these  factors. 

5 .  Scandals  have  been  a  thing  of  the  past  and  we  hope  not  a 
thing  cf  the  future.   According  to  John  Weicher's  testimony  HUD 
is  invi-.ing  scandal  and  management  problems  if  you  combine 
Affordable  Housing  Fund  money  with  FHA  insurance.   Would  you 
comment  on  this  testimony  on  such  impending  disasters. 

The  Department  believes  its  approach  is  sound,  and  in  fact  it  is 
designed  to  remedy  some  of  the  failings  of  past  Administrations. 

First,  It  should  be  remembered  that  credit  enhancement  alone  will 
not  necessarily  make  housing  affordable.   Other  actors  and 
providers  are  involved  who  are  knowledgeable  about  the  local 
market  and  who  may  make  use  of  tax  credit,  local  government,  or 
federal  affordable  housing  programs.   However,  unlike  past 
approaches,  the  insurance  and  subsidy  functions  will  be 
separa'.ed.   FHA  will  be  able  to  underwrite  case  by  case  on  the 
merits.   FHA  will  not  administer  any  project  based  subsidy 
functic-.s. 
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Second,  the  new  FHA  will  be  forging  partnerships  with  qualified, 
experienced,  and  sound  participants  in  the  housing  industry,  and 
will  establish  substantial  cooperation  with  State  and  local 
governments,  secondary  market  organizations,  and  other  housing 
entities  in  meeting  local  rental  housing  financing  needs. 

Third,  the  risk  sharing  approaches  envisioned  for  the  new 
corporation  will  be  based  upon  a  true  sharing  of  risk  and  a 
better  alignment  of  partners'  interests.   Each  participant  will 
assume  financial  risk.   In  addition,  this  risk  sharing 
arrangement  will  allow  other  participants- -and  not  FHA- -to  assume 
the  responsibility  for  management  and,  if  necessary,  disposition 
of  the  property. 

Fourth,  the  risk  sharing  programs  will  be  designed  better  and 
will  include  certain  minimum  program  terms,  requirements 
governing  qualification  of  partners,  and  explicit  allocation  of 
risk  and  premiums.   The  Department  has  pilot  programs  for  risk 
sharing  operating  now. 

The  combination  of  stronger  partners  who  assume  substantial  risk 

and  are  committed  at  the  State  and  local  level,  a  more  efficient 

delivery  process,  and  sound  program  design  will  result  in  better 
housing  and  stronger  management. 
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Program  Consolidation: 
Restructuring  Multifamily  Housing  Activity 

Flexible  Subsidy ^^^^^^                 FHA  Corporation 

Preservation 

.  Property  Disposition 
.  Preservation 
.  Rehabilitation,  Security 
.  Mark-to-Market 

Elderly  Housing  Service  Coordinalors  ^-^ 

Proiect  Based  Service  Coorflmalors  ^^^ 
Congregate  Housing  Seruicey'^ 

Outlay  Savings 


The  Depanment  proposes  to  achieve  over  a  five-year  period  approximateh  S  !3  r.ilior.  ir. 
outlay  >avings  from  existing  programs  using,  where  possible,  market  principles.  These  <2\  ings 
arc  ^lt.■.l^urc■J  from  the  Office  of  Management  and  Budget  (0MB)  current  services  baseline. 

Policy  Changes  to  Rental  Assistance  ($3.4  billion).  The  largest  single  source  of  outla;.  savings 
is  draw  n  from  rental  assistance  programs:  public  housing,  tenant-based  assistance,  and  project- 
based  .isMsiance  programs.  Together,  these  programs  account  for  three-quarters  of  all  HL'D 
spending  in  FY  1995.  The  Department  is  proposing  a  number  of  changes  to  these  programs. 
which  will  \ield  S3. 4  billion  in  savings  over  the  ne.xt  five  years.  Among  the  anticipated  outlay 
savings  from  these  programs  are: 


•     Rewarding  Work  ($500  million).  The  Depanment  is  proposing  to  change  tenant 
admission  rules  to  give  greater  preference  to  families  that  are  either  working  or  uork- 
icady  (i.e.  enrolled  in  job  training  or  education  programs.  This  will  reward  work  and 
t.muhes  who  are  playing  by  the  rules,  increase  the  average  income  of  subsidized  tamilies 
.iiul  thus  drive  down  the  Federal  subsidy  per  assisted  household.  As  a  further  incentive  to 
w')ik,  the  budget  proposes  to  lower  the  rent  payment  for  tenants  from  30  percent  of 
adjusted  gross  income  to  20  percent  on  new  earned  income  above  $5,000. 
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•  Stop  Oversubsidizing  Private  Landlords  ($1.7  billion).  HUD  proposes  a  market- 

disciplining  process  for  its  FHA-insured  subsidized,  project-based  inventory.  Rather  than 
renewing  ail  project-based  contracts  at  current  inflated  debt  levels,  HUD  proposes  to  restructure 
debt  on  older  assisted  projects  to  reflect  their  lower,  true  market  value.  In  turn,  rent  subsidies 
will  be  pegged  at  market  rent  levels,  rather  than  the  above-market  rent  levels  currently  used. 
Through  a  systematic  "mark-to-market"  process,  projects  that  are  either  too  expensive  or  that  are 
in  such  bad  shape  will  be  cut  loose  from  the  assisted  housing  inventory.  Section  8  New 
Constructioa/Substantial  Rehabilitation  contracts  as  well  as  contracts  from  the  older  assisted 
inventory  v.ill  be  restructured  in  this  fashion. 

HUD  is  also  renewing  its  FY  1995  request  to  scale  back  the  automatic  rent  increases  paid 
to  owners  of  assisted  housing  whose  contracts  are  not  expiring.  By  marginally  reducing 
annual  adjustment  factors  (AAFs)  for  units  with  sitting  tenants,  the  Department  will 
conrorm  to  the  pattern  normally  found  in  the  private  rental  market,  where  rents  are 
increased  more  when  a  change  in  occupancy  takes  place.  The  Department  also  proposes 
to  c:ny  future  rent  increases  to  properties  whose  current  rents  exceed  the  average  local 
mj.'ket  rents  for  comparable  unassisted  nonluxury  housing 

•  Reduce  Fair  Market  Rents  ($594  million).  HUD  once  agam  is  proposing  to  reduce 
t  j:r  .T.arket  rents  from  the  45th  to  the  40th  percentile  of  the  distribution  of  local  rents  of 
rec;.-.t  movers.  This  change  in  fair  market  rents  alone  will  reduce  average  tenani-ba.sed 
subsidies  by  3  percent.  Reducing  fair  market  rents  is  a  tairer  way  to  reduce  the  per  unit 
sut;iidy  costs  than  raising  tenant  rent  contributions,  because  tenants  continue  to  iuve  liic 
option  to  find  less  expensive  units  and  because  the  pooresi  rccipienib  iiinply  cxnnoi 
alfcrd  higher  rents. 

Resci.s.sions  of  Lower  Priority  Funding  ($476  million)    HUD  proposes  to  rescind  S4"o  million 
in  luiuls  .ippropriated  in  F'\'  1995.  Specific  rescissions  inLiude: 

•  Preser\ation  ($150 million).  Among  the  proposed  rescissions  is  SI 50  nullion 
app'Dpriated  in  FY  1995  for  the  preservation/prepayment  program.  HUD  believes  that 
ilic  program  is  too  complex  and  overly  generous  to  some  landlords  receiving  benefits. 

i!';:nning  in  1996,  preservation-eligible  properties  will  be  included  in  HUD's  legislative 
proposal  to  restructure  its  project-based  inventory  of  rental  properties.  All  low-income 
i<  n_.".ts  will  be  protected  with  tenant-based  assistance,  that  empowers  residents  and 
siii:-cts  owners  to  the  di.scipline  of  market  competition. 

•  Choice  in  Management  ($100  million).   HUD  proposes  to  rescind  funding  tor  a 
|)iil>l:c  housing  management  reform  proposal  from  the  previous  Administration  which 
\vi'.  never  implemented. 
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•     Lead  Paint  ($80  million).  The  Budget  proposes  rescinding  $80  million  of  FY  1995 
funding  for  removal  of  lead-based  paint  hazards  in  privately  owned  housing.  HUD 
continues  to  believe  that  lead  paint  removal  is  absolutely  critical  to  ensuring  the  Nation's 
private  housing  stock  is  environmentally  sound.  However,  the  Department  has  already 
made  64  grants  for  lead-paint  hazard  reduction  totaling  $279  million,  which  is  a 
significant  stimulus  to  state  and  local  governments  to  take  the  initiative  in  this  area  and  to 
promote  a  more  fully  developed  abatement  industry.  There  is  currently  has  a  backlog  of 
unspent  abatement  grant  funds,  and  HUD  believes  there  is  not  enough  certified  technical 
capacity  to  utilize  existing  levels  of  funding. 

Streamlining  ($800  million).  As  a  result  of  streamlining  its  headquarters  and  field  office 
operations,  HUD  is  proposing  a  five-year  $800  million  reduction  in  Departmental  salaries  and 
expenses.  When  this  process  is  complete,  HUD  staff  will  be  reduced  from  the  current  level  of 
12,000  to  about  7,500.  In  FY  1995,  HUD  plans  to  begin  this  streamlining  process  by  offering 
buyouts  to  up  to  1 ,000  current  employees. 

Outhiy  reductions  from  baseline  ($3.3  billion).  The  Budget  projects  phased  reductions  in 
ba.scliiK-  budget  authority  from  major  HUD  programs  over  the  ne.xt  5  years.  Reductions  ir, 
budgci  .luihonty  will  result  in  corresponding  reductions  in  outlays. 

Asset  Sales  ($236  million).  The  Department  is  proposing  to  sell  S6.6  billion  in  non-performing 
FH.\  nu)riL:.:.-':s.  Savings  reflect  greater  efficiency  of  the  private  sector  in  managing  thc>e  lo^n.s. 


HUD  Outlay  Savings 

FY 

995  -  FY  2000 

Outlays 

Dollars  in  Billicns 

Policy  Change 

sloRentaM 

ssiSlance                             S 

54 

Across  me  Boan)  Reau&onj  FY  1997.FY  :0O0 

33 

08 

Pertomiance 

08 

Rescjjsionj 

04 

Asset  Sales 

02 

Tecftnical  Aajustmeffls  ard 

Omef  Changes 

_to 

TOTAL 

J 

,:9 
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Budget  Authority  Savings 

The  proposed  Budget  represents  the  first  step  in  achieving  a  five-year  total  savings  of  $51 
billion  in  budget  authority  below  current  baseline  levels.  This  savings  is  achieved  in  the 
following  ways: 

•  Freeze  Outyear  Budget  Authority  at  FY  1995  Level  ($14.8  Billion).  Budget 
constraints  do  no  permit  continued  growth  in  appropriations  beyond  FY  1996.  The 
budget  assumes,  instead,  that  appropriations  for  all  programs  will  be  frozen,  with  no 
adjustment  for  inflation,  at  FY  1996  levels. 

•  Reduced  term  of  Sections  contract  renewals  (SI  6. 7  billion).  HUD  will  continue  to 
practice  the  policy  of  renewing  all  expiring  Section  8  rental  subsidy  contracts.    However, 
given  HUD's  budget  authority  constraints,  the  Depanment  cannot  continue  the  practice  of 
muhi-year  renewals  of  expiring  contracts.  In  FY  199S,  for  example,  contracts  on  620.000 
housing  units  assisted  under  four  different  project-based  and  tenant-babcJ  subsidy 
programs  will  all  expire  in  the  same  year. 

Lnicss  fundamental  changes  are  made,  the  cascading  of  multiple  year  renewals  will  cause 
ever-greater  spikes  in  the  amounts  of  budget  authority  needed  to  renew  e.xpiring 
cor.'.racts.  Shortening  the  length  of  contracts  is  needed  to  give  the  Depanment  greater 
control  over  the  budget  process.  Shortening  the  renewal  terms  of  expiring  contracts,  by 
Use:,-',  will  have  no  impact  on  the  overall  level  of  resources  neccisarv  to  continue 
subsidizing  households  who  get  the  contracts. 

•  Reduced  term  of  incrciucntii!  ccmr^ici';  fS4  0  hilli.tn)     In  addition  to  shonenin;:  ihe 
lerr.s  of  renewal  contracts,  the  budget  proposes  to  shorten  the  term  of  all  new 
incremental  contracts  to  two  years.  This  change  should  have  little  effect  on  the  subsidy 
ili.r.  :cnants  receive. 

•  Reductions  from  current  baseline  ($7.2  billion).  The  budget  proposes  additional 
across-the-board  reductions  in  outlays  for  major  programs,  government-wide  by  ?.  5.  7 
and  9  percent  in  FYs  1997,  1998.  1999  and  2000  respectively  from  the  current  baseline.  ' 
These  reductions  are  necessary  to  comply  with  the  discretionary  caps  in  law  and  the 
exie.-ision  of  these  caps  through  FY  2000  proposed  by  the  Administration. 

•  Other  Savings  ($2  billion).   In  addition  to  reductions  described  above,  approximately 
SI  billion  in  budget  authority  is  saved  from  rescinding  or  recapturing  low-priority 
|ni:\ious  year  appropriations.  An  additional  SS25  million  in  administrative  saviiics  will 
be  lealized  from  downsizing  HUDs  bureaucracy  consistent  with  the  reinvention 
blueprint. 
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HUD  Budget  Authority  Savings 

FY  1996 -FY  2000 
Budget  Authority.  Dollars  in  Billions 


Hard  Budget  Authority  Freeze  (No  tnnatjon) 

Shorten  Contract  Renewal  Terms 

Shonen  Incremental  Terms 

Across  the  Board  Reductions 

Technical  Adjustments  and  Other  Changes 

Rescissions 

£;rean-,i,r  ng  MUO 

Asset  Sales 


FAIR  HOUSING  AND  OTHER  REGULATORY  PROGRAMS 


Cl-.inging  the  way  the  Depanment  dchvers  on  its  mission  does  not  eliminate  the  need  lor 
HUD  to  co-tinue  to  provide  regulator.'  oversight  in  a  number  of  key  areai.    For  exampie.  the 
rein\eniior.  of  HUD  and  spending  reductions  will  not  come  at  the  expense  of  the  Depar.ments 
responsibility  to  enforce  fair  housing  and  equal  opportunity.  Housing  opponunity  mus;  be  made 
a  reality  for  all  Americans.  The  availability  of  homeownershjp  opponunities  and  rento:  housing 
free  from  uiscriminatory  impediments  are  es.sential  to  strengthening  America's  communities. 
The  Dcp.i.-..Ticnt'>  proposed  budget  seeks  to  en.surc  that  housing  markets  are  open  to  all  qualified 
home  scek;.-s,  that  action  is  taken  at  the  Federal,  state  and  local  levels  to  eliminate  disc-ruinatory 
barriers,  and  that  Federal  civil  nghts  and  fair  hou.sing  laws  are  vigorously  enforced. 

•     Fair  Housing  Enforcement.  The  budget  provides  S45  million  to  expand  suppon  for 
I" 0  existing  programs  --  the  Fair  Hou.sing  Initiative  Program  (FHIP)  and  the  Fair 
1  housing  Assistance  Program  (FHAP)  --  that  enable  HUD,  working  with  nonprci'ii  groups 
:iiid  state  and  local  governmenl.s.  to  aggressively  enforce  the  nation's  fair  housing  laws, 
rius  funding  will  enable  the  Department  to  assist  an  increasing  number  of  state  and  local 
a:.;cncies  who  administer  fair  housing  laws  that  have  been  certified  as  "substantially 
i-iiuivalent"  to  the  Fair  Housing  Act. 
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Mr.  Lewis.  I  want  to  ask  the  Members — we  have  five  minutes 
left.  We  could  come  back  and  ask  the  Secretary  to  stay  after  the 
vote  or  move  on  in  our  schedule  or  we  can  submit  questions  for  the 
record.  Which  would  you 

Mr.  Stokes.  What  is  your  preference,  Mr.  Chairman? 

Mr.  Lewis.  I  am  interested  to  know  about  what  the  Members 
feel.  We  have  a  full  afternoon. 

Mr.  Stokes.  We  do  have.  I  can  submit  additional  questions  for 
the  record.  I  have  no  problem  with  that. 

Mr.  Lewis.  We  will  have  you  back  more  than  one  time. 

Secretary  CiSNEROS.  Maybe  there  is  a  compromise  beyond  sub- 
mitting for  the  record.  I  would  be  happy  to  visit  with  Members  in- 
dividually, as  I  have  had  an  opportunity  to  do  in  a  number  of  cases. 
So  please  call  me. 

Mr.  Lewis.  For  the  record,  Mr.  Secretary  there  are  a  couple  of 
quick  items.  One  is  in  your  testimony  you  do  address  some  com- 
ment regarding  rescissions  for  the  1996  year.  We  are  currently 
working  on  rescissions  for  the  1995  appropriations  process.  We 
would  very  much  appreciate  your  submitting  for  the  record  those 
elements  of  rescission  that  might  be  moved  forward.  We  would  pre- 
fer to  have  you  in  that  mix  rather  than  doing  it  independent  of  the 
Department.  So  it  is  important  to  do  that. 

And,  further,  you  and  I  have  talked  about  homelessness  often 
and  today  in  your  testimony  you  discuss  the  fact  that  Japan,  for 
example,  does  not  have  the  extent  of  this  problem.  Europe  does  not 
have  the  extent  of  this  problem.  You  and  I  have  talked  about  the 
interplay  of  mental  health  and  the  problems  of  homelessness. 
Nonetheless,  in  the  decade  that  Mr.  Stokes  and  I  served  together 
on  this  committee,  over  the  many  years  we  have  had  programs  ex- 
panding, beginning  with  over  150  programs  that  were  appropriated 
for  now — some  27  that  have  been  authorized  but  not  appropriated. 
Expanding  in  complexity,  some  have  worked;  some  have  not,  and 
yet  homelessness  has  gone  on.  Before  we  end  the  104th  Congress, 
I  would  hope  that  we  could  come  together  and  know  that  we  have 
made  a  real  contribution  between  agencies  with  you  leading  it  to 
solve  that  problem,  not  just  in  the  Nation's  capital  but  across  the 
country. 

Secretary  CiSNEROS.  I  look  forward  to  that.  Look  forward  to 
working  with  you,  sir. 

Mr.  Lewis.  We  appreciate  your  being  with  us  and  we  will  be  call- 
ing our  second  witness  when  we  come  back. 

[Brief  recess.] 

Mr.  Lewis.  As  we  come  to  order,  we  are  going  to  take  our  next 
two  witnesses,  Susan  Gaffney,  the  Inspector  General;  and  Judy 
England-Joseph,  the  U.S.  GAO  Representative,  Director.  They  will 
come  up  together  and  give  their  testimony  and  then  we  will  open 
it  up  for  questions  from  there,  if  that  is  all  right  with  Members. 

Miss  Gaffney. 
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Susan  Gaffney's  Opening  Remarks 

Ms.  Gaffney.  Mr.  Chairman,  Members  of  the  committee,  thank 
you  very  much.  I  would  Uke  to  talk  briefly  about  three  things 
today.  One,  proposals  that  are  on  the  table  for  streamlining  HUD, 
including  the  OIG  proposal  as  well  as  HUD's  reinvention  blueprint. 
Two,  I  would  like  to  talk  about  the  implications  of  HUD  manage- 
ment problems  for  those  streamlining  proposals.  And,  three,  I 
would  like  to  present  some  actions  apart  from  major  restructuring 
of  HUD  that  I  believe  could  improve  the  efficiency  and  the  effec- 
tiveness of  HUD,  as  well  as  reduce  costs. 

In  terms  of  the  proposals  for  streamlining  that  are  on  the  table, 
let  me  give  you  a  bit  of  a  history  that  would  perhaps  answer  some 
of  the  questions  that  were  asked  previously.  The  Congress  and  the 
Office  of  Inspector  General  have  been  concerned  for  at  least  3  years 
that  HUD  programs  were  proliferating  at  the  same  time  that  HUD 
administrative  resources  were  decreasing  and  HUD  management 
systems  were  literally  falling  apart,  which  was  resulting  in  a  situa- 
tion where  the  costs  were  up  and  HUD's  service  delivery  was  down. 

This  Committee,  2  years  ago,  supported  funding  for  the  National 
Academy  of  Public  Administration  to  look  into  this  situation.  Since 
1992,  the  Office  of  Inspector  General  has  been  saying  that  that  pro- 
liferation of  HUD  programs  without  any  consideration  at  all  for 
how  the  programs  would  be  delivered  was  one  of  HUD's  top  10 
management  problems.  Nonetheless,  as  was  mentioned  here  ear- 
lier, despite  these  concerns  by  the  Congress  and  the  OIG,  the  Re- 
authorization Act  last  year  proposed  at  least  a  dozen  new  pro- 
grams. 

However,  the  world  changed  somewhat  for  us  in  September.  The 
Secretary  called  me  in  and  said  he  wanted  a  wholly  independent 
look  at  opportunities  for  eliminating,  consolidating,  restructuring 
HUD  programs.  He  said  he  was  turning  to  the  OIG  because  he 
could  count  on  our  being  independent,  which  he  can.  But  that  was 
quite  an  extraordinary  request. 

Mr.  Lewis.  This  was  in  September. 

Ms.  Gaffney.  It  was  in  September  before  the  election. 

Mr.  Lewis.  Somewhere  near  two  months  before  the  election. 

Ms.  Gaffney.  Right.  We,  in  fact,  undertook  that  study  and  we 
issued  our  report  in  December.  We  started  the  study  with  a  num- 
ber of  principles  that  were  derived  from  our  audit  work  and  be- 
cause I  want  to  go  through  this  as  fast  as  I  can  I  am  not  going  to 
go  through  those  principles  with  you,  but  we  had  six  principles.  We 
looked  at  all  of  HUD's  programs  in  light  of  those  principles  and  we 
developed  a  series  of  major  change  options  for  HUD  programs. 

We  developed  options  for  changing,  restructuring,  simplifying 
HUD  programs.  I  really  commend  our  report  to  you  and  to  your 
staff— it  contains  a  lot  of  detail,  a  lot  of  analysis.  Although  our  re- 
port was  not  issued  until  the  end  of  December,  we  briefed  the  Sec- 
retary and  his  principal  staff"  on  its  findings  in  November  so  that 
they  could  consider  it  in  coming  up  with  their  reinvention  blue- 
print. 

So,  we  developed  34  major  change  options.  The  blueprint  rec- 
ommendations are  very,  very  similar  to  the  most  dramatic  of  our 
change    options.    The    transition    steps,    the    nine    funds    in    the 
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reinvention  blueprint,  are  very  similar  to  some  of  our  less  dramatic 
change  options.  So  it  would  be  difficult  for  me,  the  IG,  to  say  any- 
thing to  you  except  that  we  think  that  the  reinvention  blueprint  is 
a  bold  step  in  the  right  direction.  We  do.  And  it  is,  in  fact,  quite 
a  phenomenal  change  in  the  direction  for  HUD. 

But,  as  you  consider  this  reinvention  blueprint,  I  want  to  give 
you  some  cautions.  The  first  caution  is  that  this  is  nothing  more 
than  a  skeleton  at  this  point.  As  I  have  said  before,  and  Members 
of  the  Congress  have  said  before,  the  devil  is  going  to  be  in  the  de- 
tails. Those  details  will  define  the  constraints  that  will  be  put  on 
these  funds;  how  performance  is  going  to  be  measured — and  HUD 
has  no  background  whatever  in  measuring  outcomes — and  how  we 
will  get  accountability  from  the  State  and  local  officials.  In  terms 
of  how  are  we  going  to  bring  this  reinvention  about,  none  of  those 
details  are  available  to  us  now.  It  is  very  difficult  to  discuss  this 
blueprint,  therefore,  in  anything  other  than  conceptual  terms.  That 
is  one  caution. 

The  second  caution  is  that  HUD  is,  in  fact,  a  very,  very  com- 
plicated agency.  It  has  huge  assets  and  huge  liabilities  and  it  has 
obligations  that  will  go  on  for  years  and  years  no  matter  what  we 
do. 

Some  parts  of  this  reinvention  blueprint  are  pretty  easy.  They 
are  straightforward;  they  are  easy  to  accomplish.  I  think  they  are 
not  controversial.  The  community  opportunity  fund,  for  instance,  is 
simply  a  continuation  of  what  the  Assistant  Secretary  for  Commu- 
nity Planning  and  Development  has  already  been  doing  for  the  past 
two  years  in  the  consolidated  planning  process. 

Deregulating  high  performing  public  housing  authorities,  I  would 
also  expect  to  be  a  pretty  noncontroversial,  straightforward  action 
that  everyone  could  support.  But  some  of  the  issues  in  the  blue- 
print are  huge.  They  are  huge  from  a  policy  perspective  and  they 
are  huge  from  a  financial  perspective. 

The  vouchering  out  of  public  housing  is  clearly  one  such  issue. 
Making  FHA  a  corporation — although  everyone  seems,  to  support 
it — is,  as  far  as  I  am  concerned  another  such  issue.  FHA's  proposed 
strategy  for  dealing  with  project  based  section  8  inventories,  which 
they  are  calling  mark  to  market,  is  a  huge  policy  and  financial 
issue. 

The  third  caution  that  I  want  to  give  you  is  that  the  IG's  office 
has  been  telling  you  for  years  that  there  are  real  problems  in  man- 
agement at  HUD.  I  think  it  tends  to  be  a  boring  message  and  you 
are  probably  tired  of  hearing  about  it,  but  let  me  go  through  it 
again  and  try  to  relate  it  to  this  blueprint. 

The  basic  problems  are  one,  that  there  is  no  ongoing  structure 
for  management  control  in  HUD.  Two,  there  is  no  methodology  or 
database  that  is  used  on  a  consistent  basis  to  estimate  human  re- 
sources needs  or  allocations  within  HUD. 

Three,  the  data  systems  that  support  our  major  program  areas 
are  inadequate  beyond  belief. 

Now,  again,  it  all  sounds  boring,  and  it  all  goes  back  to  Secretary 
Pierce's  years  when  many  of  the  major  management  systems  were 
deliberately  demolished.  I  need  to  explain  to  you  what  this  means 
for  the  reinvention  blueprint. 
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For  instance,  in  the  area  of  public  housing,  the  blueprint  implies 
that  we  are  going  to  turn  around  troubled  public  housing,  100  or 
more  such  agencies,  within  two  or  three  years. 

Mr.  Walsh,  I  would  say  to  you  that  if  you  look  at  the  District  of 
Columbia  or  if  you  look  at  the  other  troubled  housing  authorities, 
HUD's  track  record  is  extremely  poor  in  making  progress.  I  am  not 
saying  the  issues  are  easy,  but  if  HUD  has  not  been  able  to  make 
that  progress  in  D.C.  for  the  last  12  years,  or  across  the  board  in 
other  large  troubled  public  housing  authorities,  what  is  going  to 
change  in  the  next  two  years  that  is  going  to  enable  us  to  do  that? 
I  don't  know. 

A  second  question  about  management  in  public  housing  has  to  do 
with  the  reinvention  blueprint's  call  for  vouchering  out,  which 
means  the  public  housing  authorities  are  going  to  have  to  compete 
with  the  private  housing  market.  But  the  situation  in  public  hous- 
ing today  is  that  there  are  huge  modernization  needs  and  they  are 
not  fully  funded. 

How  are  these  housing  authorities  going  to  compete  if  they  are 
dealing  with  antiquated  systems  and  unfunded  modernization 
needs?  If  we  are  not  going  to  fund  those  needs  so  that  all  the  hous- 
ing authorities  can  be  true  competitors,  I  would  think  the  logical 
answer  would  be,  well,  we  are  going  to  have  to  take  our  moderniza- 
tion funds  and  target  them.  We  are  going  to  target  them  to  PHAs 
that  can  be  cleaned  up  within  a  2-year  period  if  we  funnel  this 
money  that  way. 

But,  you  see,  HUD  has  no  systems  that  enable  it  to  do  that. 
HUD's  data  on  these  housing  authorities  and  their  modernization 
needs  are  woefully  outdated.  HUD  would  have  to  obtain  a  project- 
by-project  analysis  in  order  to  do  that  kind  of  targeting. 

Another  example  of  this  relationship  between  management  and 
the  reinvention  blueprint  is  project  based  section  8,  which  is  a  ter- 
rible situation  involving  a  lot  of  money  and  a  lot  of  housing  that 
is  putting  people  in  jeopardy,  their  lives  in  jeopardy. 

Price  Waterhouse,  in  their  1994  audit  of  FHA,  looked  at  FHA's 
loan  servicing  and  found  it  deficient.  It  said  in  the  multifamily  area 
that  we  were  not  preventing  loans  from  going  bad.  One  of  the  re- 
sults is  that  we  have  a  loan  loss  reserve  of  over  $10  billion. 

According  to  Price  Waterhouse,  one  of  the  reasons  that  we  are 
not  servicing  those  multifamily  loans  is  staffing.  In  the  State  gov- 
ernments, for  instance,  they  service  an  average  of  about  20  loans 
per  servicer,  per  person.  In  HUD  offices,  that  ratio  is  more  like  50, 
60,  70,  or  80  loans  per  person.  So,  it  simply  becomes  not  reasonable 
to  think  that  we  are  going  to  be  servicing  loans  in  the  same  way 
that  the  States  are. 

In  terms  of  the  condition  of  this  housing,  23  percent  of  it  is  finan- 
cially and  physically  distressed.  And  do  you  know  how  we  found 
that  out?  From  consultants.  And  do  you  know  why  we  have  to  go 
to  consultants  to  find  that  out?  Because  we  do  not  have  data  sys- 
tems that  enable  us  to  know  that.  Last  year — when  there  were  a 
series  of  hearings  about  project  based  section  8  housing,  and  the 
Congress  was  asking,  why  don't  you  do  something;  why  don't  you 
enforce  your  regulations;  why  don't  you  repair — HUD's  reaction 
was  to  launch  26  SWAT  teams  which  were  sent  out  to  look  at  26 
properties,  and  try  to  figure  out  what  we  have  on  our  hands  and 
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what  should  be  done  about  it.  The  effort  within  the  26  would  be 
replicated  over  the  years  but  our  inventory  is  20,000. 

Now,  when  FHA  talks  about  the  mark  to  market  strategy,  which 
I  think  Mr.  Weicher  said  to  you  would  be  staff  intensive,  there 
would  have  to  be  a  project-by-project  analysis  of  every  single  one 
of  these  properties.  There  is  no  way  otherwise  to  do  that  kind  of 
complicated  financial  analysis. 

In  1999,  if  HUD  is  totally  reinvented  and  we  have  this  vision  in 
place,  certainly  I  can  say  it  makes  sense  that  we  would  need  fewer 
staff.  It  makes  sense  that  we  could  operate  more  efficiently  with 
fewer.  But,  you  see,  it  is  the  transition  that  is  so  difficult.  All  these 
things,  all  these  major  decisions  are  happening  in  the  transition 
stage  and  they  all  are  staff  intensive;  they  all  require  data. 

Against  that  kind  of  background,  what  we  learn  is  that  HUD  is 
to  cut  its  administrative  funding  by  $800  million  over  the  next  5 
years.  And  that  HUD  is  to  cut  its  staff  by  some  4,400  FTE  over 
the  next  five  years.  I  do  not  want  you  to  think  that  I  am  an  apolo- 
gist for  the  civil  servants.  I  am  not.  But  I  read  an  article  by  Peter 
Drucker  in  the  February  Atlantic  Monthly.  He  said  about  this  ap- 
proach to  reinvention — which  focuses  on  reducing  the  people,  the 
staffing,  and  the  administration  costs,  because  most  of  us  believe 
that  this  is  what  the  taxpayers  like  to  hear — amounts  to  amputa- 
tion without  diagnosis. 

I  would  say  to  you  when  you  consider  the  reinvention  blueprint, 
please  take  into  account  the  feasibility  of  implementing  it,  the  re- 
sources that  are  needed  to  do  it  well  and  to  do  it  right,  so  that  in 
the  outyears  we  have  a  situation  we  all  can  be  proud  of  and  sup- 
port. 

I  wanted  to  mention,  as  a  third  matter  that  there  are  some 
things  we  believe  can  be  done  apart  from  major  program  restruc- 
turing that  can  improve  the  efficiency  and  effectiveness  of  HUD 
and  perhaps  save  some  money.  I  am  just  going  to  run  through 
these,  without  explanation,  then  if  you  have  questions  you  can  ask 
them. 

First  of  all,  in  terms  of  multifamily  housing  programs,  project 
based  section  8  assistance,  we  think  that  HUD  has  to  have  the 
backbone  finally  to  discontinue  propping  up  distressed  projects  just 
to  keep  them  alive  at  any  cost. 

Two,  we  think  HUD  has  to  discontinue  subsidizing  rents  far  in 
excess  of  the  rents  of  unassisted  properties  in  the  same  localities. 
A  recent  consultant  study,  for  instance,  showed  that  of  these  prop- 
erties, 42  percent  have  rents  that  are  more  than  140  percent  of 
rents  for  comparable  unassisted  housing  in  the  same  area.  And  I 
want  to  say  to  you  that  the  people  who  are  benefitting  from  this 
situation  are  not  the  poor  people,  they  are  not  the  people  who  are 
in  need  of  the  housing. 

Third,  we  urge  that  you  discontinue  paying  owners  windfall  prof- 
its under  the  preservation  programs  for  affordable  housing.  In  pre- 
vious testimony,  our  office  has  said  that  the  potential  costs  of  those 
programs  is  $37  billion  over  the  next  10  years  and,  once  again, 
there  are  much  less  expensive  ways  to  provide  the  equivalent 
amount  of  affordable  housing. 

We  believe  that  you  should  relieve  HUD  of  the  need  to 
oversubsidize  projects  that  are  sold  through  the  property  disposi- 
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tion  programs.  We  also  believe  that  you  need  to  help  HUD  get 
tough  with  project  owners  and  project  managers  who  are  illeg^ly 
diverting  funding  from  these  projects. 

I  would  like  to  stop  for  one  minute,  lest  you  think  me  a  person 
who  does  not  care  about  HlID's  social  agenda.  We  care  a  whole  lot. 
The  problem  is  that  many  people  think  that  you  cannot  reconcile 
the  social  agenda  with  good  management  in  the  sense  of  a  busi- 
nesslike approach.  I  think  both  concepts  are  essential.  If  we  go 
with  good  management  and  throw  out  the  social  agenda,  that  is  as 
big  a  problem  as  the  reverse. 

In  terms  of  public  and  Indian  housing,  we  think  that  you  should 
discontinue  paying  operating  subsidies  on  long-term  vacant  units. 
It  is  an  outrage.  We  think  that  the  Congress  should  stop  insisting 
that  every  single  unit  of  public  housing  removed  from  the  stock 
needs  to  be  replaced  on  an  one-for-one  basis.  As  you  are  certainly 
aware,  what  this  is  leading  to  is  hundreds  of  thousands  of  vacant 
units  that  stand  for  years,  subsidized,  because  the  housing  authori- 
ties cannot  demolish  them,  because  they  do  not  have  an  oppor- 
tunity to  replace  them. 

We  believe  that  the  PHAs  should  be  relieved  of  strict  rent  setting 
patterns,  preference  rules,  and  admission  policies  in  order  to  in- 
crease rental  income  and  resident  income  mix. 

With  respect  to  HUD's  regulating  and  separately  funding  lead- 
based  paint  abatement  within  public  housing,  our  general  view  is 
that  that  kind  of  function  is  what  EPA  is  better  equipped  to  do. 
HUD  is  not  well  equipped  to  do  it. 

We  have  some  other  matters  I  am  going  to  run  through  fast  that 
we  call  to  your  attention. 

The  Crime  Bill.  HUD  is  in  the  1994  Crime  Bill  as  the  adminis- 
trative agency  for  the  Local  Partnership  Act.  We  have  neither  the 
resources  nor  the  expertise  to  carry  out  that  function  and  the  situa- 
tion should  therefore  be  changed. 

Obviously,  HUD  should  stop  making  new  program  proposals,  and 
we  would  note,  for  instance,  that  there  is  $400  million  in  the  1995 
budget  that  has  been  reserved  or  may  be  made  available  for  new 
programs.  We  hope  that  you  will  not  make  it  available  for  new  pro- 
grams. 

As  you  indicated  before,  I  think  HUD,  0MB,  and  the  Congress 
need  a  strategy  for  dealing  with  unobligated  HUD  program  fund- 
ing. As  of  the  end  of  September,  unobligated  program  funding,  was 
in  excess  of  $4  billion. 

The  last  item — I  understand  is  not  a  particularly  popular  one — 
is  the  special  purpose  grants.  We  have  some  $337  million  of  special 
purpose  grants  that  are  still  unobligated  and  you  might  want  to  re- 
consider them. 

So,  that  is  our  contribution.  I  want  you  to  know  that  we  will  do 
anything  we  can  to  help  this  subcommittee  in  this  area. 

Mr.  Lewis.  Ms.  Gaffney,  thank  you  for  that  nonprovocative  out- 
line of  interest. 

[The  information  follows:] 
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Mr.  Chairman  and  Members  of  the  Subcommittee,  thank  you  for  this 
opportunity  to  present  the  views  of  the  Office  of  Inspector 
General  (OIG)  on  streamlining  and  restructuring  progreuns  of  the 
Department  of  Housing  and  Urban  Development  (HUD) . 

Since  the  Congress  created  the  Federal  Housing  Administration  in 
1934,  BUD  and  its  predecessor  organizations  have  administered  a 
variety  of  Federal  programs  that  have  served  the  country  well  in 
increasing  the  supply  and  af f ordability  of  housing  for  millions 
of  American  feunilies.   However,  over  the  past  dozen  years  HUD  has 
experienced  a  proliferation  of  new  progreuns,  legislative 
mandates,  and  regulatory  requirements  —  at  the  seune  time  that 
HUD  was  experiencing  a  marked  decline  in  its  administrative 
resources  and  its  management  systems. 

These  trends  have  combined  to  drive  up  costs,  and  undermine 
efficient  and  effective  program  delivery.   Your  hearing  today  is 
an  important  occasion  to  excimine  opportunities  for  correcting 
this  situation.   In  my  testimony,  I  would  like  to  focus  on: 

•  Opportunities  for  streamlining  and  restructuring  HUD 
programs,  as  presented  in  the  Office  of  Inspector 
General  (OIG)  report  titled  "Opportunities  for 
Eliminating,  Consolidating  and  Restructuring  HUD 
Progreuns"  and  in  HUD's  "Reinvention  Blueprint"; 

•  The  implications  that  HUD  management  deficiencies  have 
for  program  streeunlining  efforts;  and 

•  Actions  apart  from  major  program  restructuring  that  the 
OIG  believes  would  have  an  iimnediate  and  very  positive 
impact  on  HUD's  efficiency  and  effectiveness. 

CIO  Report  Titled  "Opportunities  for  Eliminating,  Consolidating, 
and  Restructuring  HUD  Programs" 

For  the  past  several  years,  both  the  Congress  and  the  OIG  have 
been  questioning  whether  HUD's  mission  is  defined  in  a  manner 
that  permits  its  efficient  and  effective  execution. 
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Reflecting  this  concern,  in  September  1992  the  Subcommittee  on 
VA,  HUD,  and  Independent  Agencies,  Senate  Subcommittee  on 
Appropriations  required  that  HUD  contract  with  the  National 
Academy  of  Public  Administration  (NAPA)  for  a  review  of  the 
Department's  human  resource  requirements,  as  well  as  its 
management,  financial  management,  systems  integration,  and 
resource  estimation  capabilities.   In  September  1993,  the 
Subcommittee  further  required  that  HUD  report  on  the  feasibility 
of  "executing  substantial  program  consolidation  and 
simplification"  on  an  identified  inventory  of  206  progreun 
activities. 

While  the  resultant  HUD  report  on  the  "The  Transformation  of  HUD" 
was  somewhat  vague  on  the  issue  of  program  consolidation  and 
simplification,  the  NAPA  study  was  uncunbiguous  in  its  finding  on 
the  need  to  "address  program  overload"  as  a  predicate  to 
improving  HUD's  performance  within  its  existing  capacity. 

The  NAPA  report  pointed  out  that  "Between  1980  and  1992,  HUD's 
statutory  mandates  increased  from  54  to  over  200  progreuns."   Just 
since  1990,  the  Congress  has  created  or  substantially  changed  the 
mission  of  67  HUD  programs,  although  25  of  these  had  no 
appropriation  as  of  fiscal  year  1994.   Further,  between  1980  and 
1992,  HUD's  staffing  was  reduced  by  about  20  percent. 

The  OIG,  for  its  part,  has  been  reporting  since  1992  that  the 
proliferation  of  new  HUD  programs  —  without  regard  to  the 
availability  of  resources  for  implementing  them  —  was  one  of  the 
Department's  top  ten  problems.   (A  listing  of  the  top  ten 
problems  is  presented  as  an  appendix  to  this  testimony. ) 

Against  this  backdrop,  in  September  1994  Secretary  Cisneros  asked 
the  OIG  to  undertake  a  wholly  independent  study  of  opportunities 
for  eliminating,  consolidating,  and  restructuring  HUD  programs. 
Our  December  30,  1994  report  presented  the  Secretary  with  34 
major  change  options  for  his  consideration.   We  had  briefed  the 
Secretary  on  these  options  in  November  1994,  so  that  they  could 
be  considered  in  the  formulation  of  HUD's  "Reinvention 
Blueprint,"  which  was  announced  by  the  President  on  December  19, 
1994. 

The  OIG  study  was  based  on  the  following  postulates,  which  in 
turn  were  derived  from  the  results  of  OIG  audit  work. 

•  Budget  and  capacity  limits  require  that  HUD  eliminate 
all  but  its  core  housing  and  community  development 
progreuns. 

•  Progreun  consolidations  are  needed  to  alleviate 
administrative  burdens  on  HUD  and  its  program  partners. 
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•  Comprehensive  market  analysis  and  connnunity  planning 
are  key  to  better  allocating  scarce  resources  to 
highest  needs. 

•  Greater  local  program  planning,  flexibility  and 
decision  making  are  needed  to  better  address  local 
program  needs . 

•  Local  performance  incentives  are  needed  to  strengthen 
community  commitment,  accountability  and  results. 

•  HUD'S  administrative  resources  need  to  be  better 
targeted  to  improve  problem  program  performers  and 
program  results. 

Examination  of  HUD  programs  against  these  postulates  led  us  to 
conclude  that  many  HUD  programs  warrant  serious  consideration  of 
program  elimination,  consolidation  or  restructuring,  because  they 
fall  into  one  or  more  of  the  following  categories: 

•  Small  dollar,  categorical  grant  programs,  which  have 
high  administrative  burdens,  are  poorly  targeted  to 
relative  need,  and  reach  only  a  small  portion  of  the 
eligible  universe  of  potential  participants; 

•  Social  service  programs,  which  overlap  with  the  core 
mission  of  other  agencies  and  are  generally  beyond 
HUD'S  capacity  to  effectively  administer; 

•  Heavily  regulated  progrsuns,  which  are  difficult  to 
administer  and  lack  flexibility  to  tailor  local 
decisions  on  the  best  use  of  limited  program  resources 
in  addressing  local  needs;  and 

•  Multiple  programs  with  similar  objectives,  which 
promote  separate  Federal  and  local  bureaucracies  and 
detract  from  overall  program  performance  and  results. 

Mr.  Chairman,  we  are  providing  a  copy  of  our  report  for  the 
record,  and  have  summarized  our  options  and  the  issues  that  need 
to  be  considered  in  weighing  those  options  in  an  appendix  to  this 
statement.   In  order  to  keep  this  testimony  within  manageable 
limits,  permit  me  here  to  give  only  the  briefest  characterization 
of  what  we  have  proposed  by  progrcun  area. 

Office  of  Communitv  Planning  and  Development  Programs.   The 
OIG  report  presents  four  options  for  eliminating, 
consolidating,  and/or  restructuring  50  existing  CPD  progreun 
activities.   The  most  drastic  change  option  would  reduce 
CPD's  progreun  inventory  to  a  single  block  grant,  or  a 
revenue  sharing  program. 
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Office  of  Housing/Federal  Housing  Administration  fFHA^ 
Programs.   The  OIG  report  presents  10  options  for 
eliminating,  consolidating,  and/or  restructuring  77  existing 
Housing/FHA  program  activities.   The  most  drastic  change 
option  would  reduce  the  Housing/FHA  program  inventory  to 
three  major  activities  for  addressing  under-served  housing 
market  needs  and  increasing  homeovmership  opportunities. 

Office  of  Public  and  Indian  Housing  (PIH^  Programs.   The  OIG 
report  presents  13  options  for  eliminating,  consolidating, 
and/or  restructuring  98  existing  PIH  program  activities. 
The  most  drastic  change  option  calls  for  a  gradual 
elimination  of  separate  public  housing  progreuns,  in  favor  of 
community  housing  block  grants  which  would  serve  to  address 
low-income  housing  needs  in  a  less  segregated  manner. 
Options  also  include  transferring  or  consolidating  HUD's 
Indian  Programs,  restructuring  Section  8  Tenant-Based 
Assistance,  and  eliminating  HUD-funded  disaster  relief 
efforts. 

Other  HUD  Program  Offices.   The  OIG  report  presents  seven 
options  for  either  restructuring  or  transferring 
jurisdiction  of  the  15  programs  administered  by  the  Office 
of  Fair  Housing  and  Equal  Opportunity,  the  Office  of  Lead- 
Based  Paint  Abatement,  and  the  Government  National  Mortgage 
Association. 

HUD'S  Reinvention  Blueprint 

By  1999,  HUD's  Reinvention  Blueprint  calls  for:   i)  three 
flexible,  performance-based  funds  (Housing  Certificates  for 
Families  and  Individuals;  the  Affordable  Housing  Fund;  and  the 
Community  Opportunity  Fund) ;  the  conversion  of  operating 
subsidies  for  public  housing  agencies  to  rental  assistance  for 
residents,  who  would  be  given  the  choice  to  stay  where  they  are 
or  move  to  apartments  in  the  private  rental  market;  and  iii)  the 
transformation  of  FHA  into  a  government-owned  corporation.   In 
moving  toward  these  goals,  the  Reinvention  Blueprint  outlines  a 
series  of  transitional  steps  in  1996,  1997,  and  1998. 

The  ultimate  goals  of  the  Reinvention  Blueprint  are  similar  to 
the  most  drastic  of  the  OIG's  program  change  options.   The 
transition  steps  in  the  Reinvention  Blueprint  correspond  to  some 
of  the  OIG's  less  drastic  change  options. 

The  OIG  sees  the  Reinvention  Blueprint  as  a  bold  step  in  the 
right  direction.   However,  some  cautions  are  in  order. 

•    First,  at  this  stage,  the  Blueprint  is  still  in 

skeletal  form.   As  august  members  of  the  Congress  have 
recently  said,  the  devil  will  be  in  the  details. 
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•  Second,  HUD  is  in  fact  a  very  complicated  agency  with  a 
myriad  of  programs,  constituencies  and  oftentimes 
competing  priorities.   It  has  enormous  assets  and 
liabilities,  and  touches  the  lives  of  millions  of 
citizens.   Some  parts  of  the  Blueprint  are 
straightforward,  relatively  non-controversial,  and 
relatively  easy  to  accomplish.   The  transition  to  the 
Community  Opportunity  Fund,  which  is  simply  a 
continuation  of  actions  Assistant  Secretary  Cuomo  has 
initiated  over  the  past  two  years,  is  a  case  in  point. 

Other  parts  of  the  Blueprint,  however,  raise  huge 
policy  and  financial  issues,  and  they  can  be  expected 
to  be  controversial.   Cases  in  point  are  the  proposed 
conversion  of  operating  subsidies  for  public  housing 
agencies  to  rental  assistance  for  residents;  the 
transformation  of  FHA  into  a  government-owned 
corporation;  and  FHA's  proposed  "marking-to-market" 
strategy  for  dealing  with  its  assisted  housing 
portfolio. 

•  Third,  as  discussed  below,  HUD  suffers  from  serious 
deficiencies  in  its  administrative  resources  and 
management  systems,  as  well  as  a  lack  of  strong  and 
disciplined  management  leadership.   These  problems  will 
be  compounded  if  the  current  HUD  political  leadership 
follows  the  established  Governmentwide  practice  of 
Presidential  appointees  holding  their  positions  for 
just  about  24  months.    All  of  these  factors  will  of 
course  bear  on  HUD's  ability  to  carry  out  the 
Reinvention  Blueprint,  particularly  during  the  critical 
transition  years. 

With  these  cautions  in  mind,  I  urge  you  to  consider  new  models 
for  further  development  of  the  Blueprint.   We  need  a  process  that 
is  grounded  in  considering  all  the  points  of  view,  all  the  costs, 
all  the  benefits;  matching  policy  against  HUD  capability;  and 
then  attempting  to  reach  consensus.   I  note,  for  instance,  that 
Senator  Roth  has  held  out  the  possibility  that  a  panel  similar  to 
the  Base  Closure  and  Realignment  Commission  could  be  used  for 
major  reinvention  efforts. 

The  Inpact  of  HUD  Management  Problems  on  Streamlining  Efforts 

Since  1992,  the  HUD  OIG  has  been  reporting  that  HUD  suffers  from 
systemic  management  weaknesses  in  its  management  control 
environment,  its  human  resources  management,  and  its  data 
systems.   When  he  took  office.  Secretary  Cisneros  was  well  aware 
of  this  situation.   In  late  1992,  the  HUD  Transition  Teeun  had 
reported,  with  considerable  input  from  the  HUD  OIG,  that  the 
Clinton  administration  would  succeed  at  HUD  only  if  they  focused 
on  "a  long-term  pattern  of  fundamental  systemic  mismanagement." 
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In  May  1993,  in  testimony  before  the  Senate  Committee  on  Banking, 
Housing  and  Urban  Affairs,  the  Secretary  said  that  "I  have  no 
higher  priority  than  to  straighten  out  the  disastrous  systemic 
management  problems  which  have  been  well  documented  by  HUD's 
Inspector  General,  the  General  Accounting  Office,  contracted 
studies,  and  internal  HUD  studies." 

As  a  matter  of  priority,  the  HUD  OIG  has  been  closely  monitoring 
and  reporting  to  the  Congress  on  HUD's  plans  for  and  progress  in 
correcting  its  systemic  management  weaknesses.   In  our  report  to 
the  Congress  as  of  March  31,  1994,  we  commended  Secretary 
Cisneros  and  his  principal  staff  for  their  understanding  of  the 
issues,  approach  to  problem  solving,  and  willingness  to  take  on 
the  tough  root  causes  of  the  problems.   While  HUD  had  made 
considerable  progress  in  planning  for  needed  management 
improvements,  we  cautioned  that  "It  is  critically  important  for 
HUD  leadership  to  stay  the  course  and  to  devote  increasing 
attention  to  melding  the  individual  management  improvement 
efforts  into  a  coherent,  institutionalized  framework." 

The  OIG's  latest  report  to  the  Congress  (as  of  September  30, 
1994)  is  less  positive.   We  found  that,  although  HUD  planning 
efforts  had  laid  the  proper  groundwork,  little  had  been 
accomplished  in  terms  of  actually  correcting  the  problems. 
Specifically: 

•  With  respect  to  HUD's  management  control  environment, 
we  found  that  the  Secretary's  Performance  Report  — 
designed  as  the  Department's  principal  vehicle  for 
setting  overall  priorities,  establishing  milestones, 
and  tracking  progress  —  had  not  been  updated  since  it 
was  first  compiled  in  June  1994.   Further,  HUD's 
Management  Committee  —  commissioned  to  correct  HUD's 
systemic  management  weaknesses  —  was  fragmented, 
largely  process  oriented,  and  generally  reactive  in 
nature.   Finally,  proposals  had  been  developed  for  a 
dozen  new  HUD  programs  with  little  regard  for  the 
impact  on  HUD's  capacity  to  improve  its  core  program 
delivery. 

•  With  respect  to  HUD's  resource  management,  we  reported 
that  HUD's  field  reorganization  had  not  been  completed 
by  the  target  date  of  September  30,  1994.   More 
importantly,  this  reorganization  —  appropriately 
designed,  in  the  OIG's  view,  to  improve  program 
delivery  by  giving  Assistant  Secretaries  direct  control 
over  field  resources,  eliminating  unproductive  layers 
of  oversight  and  support  functions,  and  empowering 
staff  to  directly  improve  customer  service  and  progreun 
performance  —  seemed  to  have  resulted  instead  in 
confusion,  skepticism,  and  distrust  among  field 
personnel.   In  addition,  despite  efforts  to  develop 
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resource  allocation  tools,  HUD's  departmentwide 
staffing  allocations  continued  to  be  made  without  the 
benefit  of  basic  data  or  a  systematic  methodology;  and 
critical  agency  functions  —  such  as  servicing  of  FHA's 
insured  multifamily  loans  —  continued  to  be  grossly 
understaffed. 

•    With  respect  to  HUD's  data  systems,  we  reported  that 
some  progress  had  been  made  but  HUD's  major  business 
areas  still  lacked  adequate  data  systems  support.   We 
noted  that  HUD's  capabilities  for  budgeting,  planning, 
and  monitoring  systems  development  efforts  had  been 
significantly  strengthened;  and  that  certain  systems 
development  projects  —  notably  HUD's  administrative 
accounting  system  and  PIH's  Section  8  systems  projects 
—  were  proceeding  on  schedule.   However,  other  systems 
efforts  that  have  major  programmatic  implications  — 
such  as  the  FHA  Management  Information  System  and 
Housing's  Multifamily  Housing  Program  System  —  were 
proceeding  slowly.   We  also  noted  that  HUD  continues  to 
face  funding  shortfalls  for  data  systems 
infrastructure . 

Our  report  to  the  Congress  said  that  some  of  these  delays  in 
correcting  HUD  management  problems  "may  reasonably  be  attributed 
to  the  magnitude  and  complexity  of  the  problems.   However,  the 
absence  of  strong  leadership  and  consistent  follow-through  has 
also  been  a  factor." 

Permit  me  to  illustrate  a  few  of  the  ways  that  these  management 
deficiencies  relate  to  HUD's  Reinvention  Blueprint. 

HUD  has  announced  that  implementation  of  the  Reinvention 
Blueprint  will  reduce  administrative  costs  by  $800  million  over  5 
years,  in  part  by  eliminating  more  than  4,000  positions  at  HUD. 
As  noted  above,  HUD  lacks  basic  data  or  a  systemic  methodology 
for  estimating  staffing  needs  and  allocating  staffing  resources. 
Anecdotal  information,  however,  indicates  that  there  are 
currently  some  very  serious  staffing  shortfalls  at  HUD. 

For  example,  in  its  June  1994  audit  of  FHA's  financial 
statements,  Price  Waterhouse  pointed  out  the  wide  disparity 
between  staffing  levels  at  HUD  and  at  other  entities  involved  in 
multifamily  housing  lending.   As  a  result  of  its  inadequate 
staffing  in  this  area,  HUD  lacks  the  capacity  to  effectively 
mitigate  losses  associated  with  troubled  multifamily  projects  or 
to  monitor  the  cost  and  quality  of  units  subsidized  by  the 
Section  8  project  based  assistance  program.   Fully  one  quarter 
(about  $10.3  billion)  of  the  multifamily  insurance  in  force  has 
been  set  aside  as  a  reserve  for  possible  future  losses. 

Further,  while  it  seems  logical  that  the  reinvented  HUD  of  1999 
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might  require  fewer  staff,  the  case  is  not  at  all  clear  during 
the  transitional  years.   For  example,  in  'the  transition,  HUD 
plans  to  devolve  the  public  housing  programs  to  local  units  of 
government  through  deregulation,  and  to  deal  with  about  100 
troubled  PHAs  through  increased  intervention.   Heretofore,  HUD's 
track  record  in  dealing  with  large  troubled  housing  agencies  has 
not  been  stellar.   Overcoming  data  and  staffing  problems  to  turn 
around  these  PHAs  will  certainly  require  more,  not  fewer, 
resources  during  the  transition. 

Similarly,  we  would  caution  against  cuts  in  administrative 
funding  in  the  face  of  transitional  plans  for  "marking  to 
market,"  i.e.,  restructuring  thousands  of  multif^unily  projects. 
Based  on  recent  audit  work,  we  find  that  HUD's  staffing  is 
inadequate  both  in  terms  of  numbers  and  expertise  to  conduct  the 
project-by-project  analysis  required  to  restructure  this 
portfolio.   Moreover,  HUD's  data  systems  contain  little  useful 
data  that  could  be  used  to  lessen  the  impact  of  the  staffing 
shortages . 

Actions  to  Improve  HUD's  Efficiency  and  Effectiveness  Now 

As  previously  stated,  many  of  the  proposals  in  HUD's  Reinvention 
Blueprint  and  the  OIG's  "Opportunities  for  Eliminating, 
Consolidating,  and  Restructuring  HUD  Programs"  involve  complex 
issues  that  will  warrant  extensive  analysis  and  discussion.  There 
are,  however,  a  number  of  actions  that  the  Congress  and/or  HUD 
could  take  right  now  to  improve  progr2un  delivery  and  save  money. 
We  call  your  attention  to  the  following  specific  recommendations, 
which  have  been  culled  from  our  Semiannual  Reports  to  the 
Congress  and  our  testimony  before  various  Congressional 
committees  over  the  past  18  months. 

—  Multifamily  Housing  Programs:   Project  Based  Assistance 

The  HUD  multifamily  project  based  assistance  projects  are  in  a 
state  of  crisis.   For  a  variety  of  reasons  —  including  poor 
underwriting,  inadequate  servicing,  excessive  rental  rates,  and 
owner  abuse  —  HUD's  portfolio  of  multifeimily  projects  has 
deteriorated  dramatically,  both  financially  and  physically,  over 
the  past  decade.   Recognition  of  the  crisis  has  been  slow  in 
coming,  but  we  believe  that  there  is  now  consensus  that  something 
drastic  has  to  be  done.   Our  suggestions  along  these  lines  are: 

•  Discontinue  propping  up  distressed  projects,  as  has 
been  the  practice  in  the  past.   In  this  regard  the  Loan 
Management  Set  Aside  and  Flexible  Subsidy  prograuns 
should  be  eliminated.   (1995  appropriations  were  over 
$200  million. ) 

•  Discontinue  subsidizing  rents  far  in  excess  of  the 
rents  for  comparable  unassisted  units  in  the  saune 
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locality.  This  can  be  accomplished  as  contracts  with 
owners  covering  an  estimated  600,000  Section  8  units 
come  due  over  the  next  several  years.    A  recent  study 
estimated  that  42%  of  HUD-insured  Section  8  multifamily 
housing  properties  have  assisted  rents  at,  or 
exceeding,  140%  of  market  rents.  Reducing  these  rents 
just  to  the  level  of  the  Fair  Market  Rents  could  serve 
as  a  catalyst  for  owners  to  refinance  or  take  other 
cost  saving  measures.   The  subsidy  savings  would  be 
offset  somewhat  by  FHA  insurance  fund  losses  for 
projects  that  default/foreclose  because  of  the  reduced 
rents.  Nonetheless,  the  long  term  savings  would  be 
enormous . 

Discontinue  paying  owners  windfall  profits  for  projects 
that  threaten  to  prepay  their  mortgages  and  remove  the 
low  income  character  of  the  units.   The  current 
Preservation  progreuns  (Title  2  and  Title  6,  which 
potentially  involve  about  400,000  Section  8  units)  have 
been  characterized  by  our  office  as  "scandals"  and 
"taxpayer  rip  offs."   They  should  be  repealed  and 
replaced  with  a  more  reasoned  and  balanced  approach  for 
preserving  the  units.   Our  April  1994  audit  of  the 
Title  6  Program  estimated  that  a  more  flexible  approach 
to  preserving  units  could  save  tens  of  billions  of 
dollars. 

Relieve  HUD  from  the  need  to  over  subsidize  projects 
sold  through  HUD  property  disposition  progreuns.   Well 
intentioned  but  ill-advised  laws  prevent  FHA  from 
operating  in  a  business-like  fashion.   Last  year,  the 
Congress  and  HUD  took  some  steps  to  improve  this 
situation,  but  more  needs  to  be  done  to  assure  that  HUD 
staff  have  maximum  flexibility  in  attempting  to  dispose 
of  properties  in  a  cost  effective  and  timely  manner. 

As  of  September  30,  1993,  HUD  owned  178  projects  and 
held  the  mortgages  on  about  2,400  other  projects  ($7.8 
billion  in  mortgage  balances,  of  which  about  $6  billion 
was  non  performing)  that  probably  would  be  foreclosed 
if  more  flexibility  were  allowed.   HUD's  FY  1995 
appropriation  set  aside  $555  million  of  Section  8 
assistance  for  multifamily  property  disposition 
activity.   Again,  the  long  term  savings  could  be 
extremely  large  if  HUD  could  stop  tying  assistance  to 
project  units. 

Get  tough  with  project  owners  and  management  agents  who 
continue  to  misuse  project  assets  and  income.   This 
will  require  overcoming  HUD's  past  culture  which  had  a 
wholesale  disregard  for  available  enforcement  tools. 
The  key  to  such  a  culture  change  is  the  need  to  make 
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the  sanctions  impact  the  owners  and  agents,  not  the 
tenants  or  the  Department.   Equity  skimming  by  owners 
and  agents  rob  the  tenants  of  quality  housing  and 
contribute  to  HUD  losses  through  default  and 
foreclosure.   A  sound  enforcement  progreun  could  save 
HUD  millions  of  dollars. 

—  Public  and  Indian  Housing  Programs 

Many  large  troubled  public  housing  agencies  (PHAs)  are  also  in  a 
state  of  crisis.   Over  the  past  years,  OIG  audit  work  has  served 
as  the  basis  for  numerous  Congressional  hearings  focusing  on  the 
problems  that  plague  these  agencies.   Although  proposals  were 
made,  improved  legislation  or  administrative  practices  have  not 
materialized.   Our  suggestions  along  these  lines  are: 

•  Discontinue  paying  operating  subsidies  on  long  term 
vacant  units.   Approximately  100,000  units  nationwide 
are  vacant  and  many  are  boarded  up  with  little  hope  of 
getting  on  line  in  the  near  future.   Yet,  HUD  continues 
to  pay  operating  subsidies  on  these  vacant  units. 

•  Stop  insisting  that  every  single  unit  of  public  housing 
removed  from  the  stock  needs  to  be  replaced  on  a  one 
for  one  basis.   This  current  restriction  creates 
numerous  situations  where  otherwise  more  cost  effective 
measures,  such  as  demolishing  badly  deteriorated  units, 
are  deferred  because  replacement  units  are  not 
immediately  available.   Flexibility  needs  to  be  given 
to  the  PHAs  in  such  situations. 

•  Relieve  PHAs  of  strict  rent  setting  patterns, 
preference  rules  and  admission  policies  as  a  means  to 
increase  both  the  rental  income  stream  and  the  resident 
income  mix  at  projects.   Operating  subsidies  could  be 
reduced  substantially  if  the  tenant  portion  of  rent 
payments  were  increased  through  these  measures. 

•  Discontinue  attempting  to  have  HUD  regulate  and 
separately  fund  the  testing  and  abatement  of  lead  based 
paint.   HUD  has  demonstrated  neither  the  capacity  nor 
the  administrative  capadiility  to  perform  these 
functions.   The  EPA  should  be  designated  as  the  sole 
Federal  agency  for  reducing  the  hazards  associated  with 
lead  paint  as  well  as  other  lead  contaminated  products. 

—  Other  Matters  for  Consideration 

Our  work  on  "Opportunities  for  Eliminating,  Consolidating,  and 
Restructuring  HUD  Programs"  resulted  in  the  following  additional 
recommendations  for  immediate  action. 
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HUD  should  play  no  role  in  the  1994  Crime  Bill.   Under 
current  provisions,  HUD  is  designated  as  the 
administrative  agency  for  the  Local  Partnership  portion 
of  the  program.   When  the  Crime  Bill  was  being 
considered,  we  expressed  our  concerns  to  Secretary 
Cisneros  that  "HUD  has  neither  the  resources,  the 
expertise  nor  the  mission  mandate  to  effectively 
administer  such  a  major  program  for  crime  prevention." 
That  situation  has  not  changed. 

HUD  should  stop  making  new  program  proposals.   Although 
the  last  Congress  did  not  authorize  any  of  HUD's  new 
program  proposals,  HUD's  fiscal  year  1995  appropriation 
provided  in  pertinent  part,  "that  of  the  total  amount 
provided  for  rental  assistance,  a  total  of  up  to 
$400,000,000  may  be  made  available  for  new  programs 
subject  to  enactment  into  law  of  applicable  authorizing 
legislation."   No  further  action  should  be  taken  on 
those  new  program  proposals  and  the  $400  million  should 
not  be  reprogrammed  for  purposes  of  any  new  HUD 
initiatives. 

HUD,  0MB  and  the  Congress  should  develop  a  reasonable 
strategy  for  dealing  with  the  large  sums  of  unobligated 
HUD  program  funding.  Such  a  strategy  should  include  a 
possible  recision  of  funds.   HUD's  own  recent  analysis 
identified  $4  billion  of  budget  authority  carryover,  in 
more  than  50  discretionary  programs,  as  of  September 
30,  1994. 

Finally,  we  strongly  encourage  the  Congress  to  take  the 
lead  and  set  the  proper  tone  in   "biting  the  bullet"  on 
reforms.   Congress  should  eliminate  hundreds  of 
millions  of  dollars  of  "Special   Purpose  Grants"   that 
have  yet  to  be  awarded  by  HUD.  These  Congressionally 
mandated  individual  grant  awards  come  without  the 
benefit  of  any  authorized  program  legislation  or 
administrative  resources.   Since  1991,  Congress  has 
appropriated  over  $750  million  in  Special  Purpose 
Grants,  including  $290  million  in  HUD's  1995 
appropriations.   There  is  currently  an  estimated  $337 
million  of  Special  Purpose  Grant  funding  available  for 
recision.   To  the  extent  these  projects  are  a  local 
priority,  HUD's  Community  Development  Block  Grant  or 
other  available  Federal  funding  sources  can  be  used  to 
fund  them. 


Mr.  Chairman,  in  closing,  I  want  you  to  know  that  the  HUD  OIG 
stands  ready  to  assist  you  and  Secretary  Cisneros  in  any  way  we 
can  to  bring  about  the  progreun  restructuring  and  other  reforms 
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that  are  needed  at  HUD.   I  would  be  happy  to  answer  any  questions 
you  or  the  other  Members  of  the  Subcommittee  may  have  about  the 
OIG's  views  on  those  subjects. 


815 

Appendix  1 


"Top  10  Management  Issues  Facing  HUD' 


SYSTEMIC  ISSUES 

1.  Management  Environment  -  hud  needs  to  improve  its  basic  management 
environment  and  control  structure  -  including  its  organizational 
structure,  strategic  and  business  area  planning,  and  performance 
measurement  and  reporting  systems  -  as  a  basis  for  improved  program 
delivery. 


2.  Resource  Management  -  hud  methods  of  formulating  resource  needs  and 
allocating  resources  provided  are  inadequate  for  ensuring  an  efficient  and 
effective  use  of  resources  towards  maximizing  program  results  and 
minimizing  program  risk  and  susceptibility  to  fraud,  waste  and  abuse. 


3.  Data  Systems  -  hud  does  not  have  efficient,  effective,  and 
integrated  financial  management  systems  that  can  be  relied  upon  to  provide 
relevant,  timely,  accurate,  and  complete  information  as  a  basis  for  sound 
program  oversight  and  management  decisionmaking. 


PROGRAM  ISSUES 
4.  Multifamily  Asset  Management  -  hud's  poor  oversight  of  its 

insured  multifamily  housing  projects,  and  lax  management  of  HUD-held 
multifamily  notes  and  properties,  adversely  impacts  the  FHA  fund  and 
intended  low-  and  moderate-income  progrcim  beneficiaries  through  increased 
loan  defaults  and  physical  deterioration  of  projects. 


5.  Single  Fiunily  Asset  Management  -  Management  controls  over  hud's 
multi-billion  dollar  Single  Family  mortgage  assignment  program,  and 
property  management  and  disposition  activities,  are  not  adequate  for 
preserving  housing  and  safeguarding  FHA's  financial  interests. 


6.  CPD  Program  Delivery  -  The  delivery  structure  of  CPD's  significant 
programs  for  community  development,  housing  and  homelessness  is  detracting 
from,  rather  than  assuring,  an  efficient  and  effective  pursuit  of  program 
objectives.     


7.  Public  Housing  Agency  Management  -  significant  continuing 

problems  exist  in  the  management  and  operation  of  Public  Housing  Agencies, 
precluding  HUD  from  achieving  its  goal  of  providing  decent,  safe,  and 
sanitary  dwellings  for  low-income  families 


8.  GNMA  Contract  Management  -  with  a  limited  staff  and  history  of 
poor  procurement  and  contract  administration  practices,  GNMA  has  limited 
assurance  that  its  extensive  contract  services  are  properly  performed,  and 
that  claims  for  services  are  reasonable  or  valid. 


9.  Section  8  Budgeting  and  Accounting  -  hud  does  not  have  an 
adequate  system  for  tracking  and  controlling  billions  of  dollars  of  long 
term  Section  8  subsidy  commitments,  resulting  in  millions  of  dollars  of 
incorrect  or  misdirected  subsidy  payments  and  difficulty  in  establishing 
program  funding  needs.  ;^ 


10.  New  Program  Implementation  -  New  programs  pose  a  major  challenge 
for  HUD  management  to  timely  develop  and  implement  plans  for  procedural, 
systems,  staffing  and  other  requirements  for  an  efficient  and  effective 
program  implementation. 
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Mr.  Lewis.  Let  us  hear  from  Judy  England-Joseph  and  then  we 
will  go  from  there. 

Ms.  England-Joseph's  Opening  Statement 

Ms.  England- Joseph.  Thank  you,  Mr.  Chairman,  and  I  will  sub- 
mit my  entire  statement  for  the  record.  I  will  just  highlight  a  few 
things  and  I  am  more  interested  in  maybe  getting  to  some  ques- 
tions and  answers. 

We  are  equally  as  concerned,  as  I  have  heard  from  the  IG,  about 
the  situation  at  HUD.  And  it  has  not  been  just  the  IG  or  GAO,  but 
NAPA,  the  Congress  and  the  HUD  leadership  all  have  expressed 
a  great  deal  of  concern  about  HUD's  capacity  to  manage  effectively 
the  programs  it  has  responsibility  for. 

As  you  have  been  hearing  over  and  over,  HUD  does  drive  a  huge 
commitment  in  terms  of  loan  commitments  as  well  as  discr'^tionary 
spending  and  we  put  a  tag  on,  a  price  tag  of  about  a  trillion  dollars 
when  you  include  FHA,  Ginnie  Mae,  unexpended  obligations 
through  section  8  renewals  and,  obviously,  the  discretionary  pro- 
grams that  HUD  has  responsibility  for.  So  we  are  talking  about  a 
lot  of  money,  a  lot  of  financial  responsibility. 

So  if  you  recognize  their  role  and  responsibility,  and  you  add  to 
that  the  management  concerns,  I  really  think  the  time  is  right  for 
us  to  talk  about  reform  of  HUD  and  I  think  all  options  ought  to 
be  on  the  table,  not  just  the  recently  submitted  blueprint  by  the 
HUD's  Secretary  but  I  think  a  lot  of  issues  need  to  be  on  the  table, 
possibly  more  far-reaching  than  what  HUD's  has  proposed. 

I  do  compliment,  by  the  way,  the  HUD  Secretary  for  putting  a 
blueprint  together.  I  think  it  causes  there  to  be  some  discussion 
and  debate  to  begin  to  occur.  But  I  share  the  concern  of  many  that 
there  are  very  few  details  behind  the  HUD  blueprint  and  lots  more 
questions  in  my  mind  about  the  blueprint  certainly  than  answers 
than  anyone  at  this  point  can  us. 

I  would  like  to  spend  more  time  on  implications  of  restructuring 
than  on  past  problems,  but  I  did  want  to  focus  on  the  fact  there 
are  four  long-standing  department  problems  that  GAO  has  been 
speaking  to  since  1984.  Now,  I  don't  want  to  make  it  sound  as 
though  we  have  been  around  for  a  long  time  harping  about  these, 
but  we  did,  back  in  1984,  do  a  general  management  review  and 
identified  very  similar  problems  to  what  still  exist  today.  Those 
four  are:  Weak  internal  controls,  ineffective  organizational  struc- 
ture, insufficient  mix  of  staff  with  the  proper  skills,  and  inadequate 
information  and  financial  management  systems. 

And  I  was  joking  in  the  last  hearing  that  Susan  and  I  sat  to- 
gether talking,  before  the  Senate  Appropriations  Subcommittee, 
and  I  joked  that  I  was  always  saying  the  "M"  word.  I  would  not 
even  say  management  because  it  was  almost  as  if  it  was  a  dirty 
word  to  talk  about  management.  But  we  are  very  concerned  about 
these  long-standing  problems  because  they  are  the  infrastructure  of 
any  agency,  not  just  HUD.  They  are  the  infrastructure  of  a  depart- 
ment. Administrations  can  come  and  go,  but  if  you  do  not  have  the 
basic  fundamental  infrastructure,  public  policy  cannot  be  effectively 
made.  You  do  not  have  the  information  on  which  to  base  good, 
sound  public  policy. 
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So  there  is  continuing  long-standing  concern  by  GAO.  We 
thought  after  the  HUD  scandals  and  the  level  of  attention  that  was 
given  to  the  Department  at  that  time,  that  a  lot  of  those  problems 
would  get  fixed.  So  GAO  embarked  on  a  series  of  other  looks  at 
other  Federal  agencies  and  came  up  with  what  we  call  the  GAO 
high  risk  series.  And  we  only  recently,  last  January,  put  HUD  back 
on  this  list,  or  put  HUD  on  the  list.  But  HUD  is  the  first  depart- 
ment we  put  on  the  list. 

We  chose  to  put  HUD  as  a  department  on  that  list  because  we 
do  think  it  continues  to  be  at  risk  of  fraud,  waste,  and  abuse.  I  do 
not  think  it  is  simply  because  of  these  long-standing  management 
problems,  but  because  of  fundamental  design  problems,  designed 
into  the  programs  that  they  are  responsible  for  implementing. 

I  would  like  to  talk  a  little  bit  about  the  progress  they  have 
made,  because  they  have  actually  made  some  progress.  We  can  talk 
a  lot  about  problems,  but  HUD  has  made  some  progress.  In  the  last 
two-and-a-half  years  we  have  seen  many  plans  developed,  a  great 
deal  of  energy  by  the  Secretary  and  his  key  managers,  to  try  to  ad- 
dress some  of  these  problems,  and  I  am  very  positive  about  those 
plans.  My  only  concern,  and  you  will  see  it  in  a  report  we  will  be 
issuing  in  the  next  month  or  so  on  the  status  of  all  high  risk  areas 
that  GAO  reports  on,  that  in  HUD's  area,  even  though  they  have 
made  progress,  there  is  a  long  way  to  go. 

And  plans  can  be  only  as  good  as  the  word  and  paper  they  are 
written  on.  You  have  to  see  it  through  implementation.  And  as  you 
all  know,  lots  of  those  things  do  not  happen  overnight.  So  we  are 
cautiously  optimistic,  but  I  think  there  is  probably  a  lot  more  con- 
cern out  there  than  optimism  given  now  we  are  talking  about  a 
blueprint  that  fundamentally  changes  or  predesigns  what  HUD 
does. 

If  any  part  of  that  blueprint  is  implemented,  we  have  to  step 
back  and  see  whether  this  infrastructure  I  am  referring  to  actually 
gets  dealt  with  and  gets  addressed,  whether  it  is  in  a  form  that 
looks  like  HUD  today  or  a  completely  different  Federal  department 
or  Federal  set  of  entities  that  carry  out  housing  policy. 

I  want  to  focus  just  on  one  area  of  HUD's  budget  because  three- 
quarters  of  HUD's  budget  goes  to  public  and  assisted  housing  and 
there  are  some  very  similar  points  to  what  Susan  made  and  I  don't 
want  to  actually  duplicate  what  she  said  but  I  do  want  to  focus  on 
three  major  areas. 

We  cannot  emphasize  enough  the  multifamily  portfolio,  HUD's 
FHA  multifamily  portfolio  and  the  problems  we  face.  HUD  expects 
that  there  will  be  enough  defaults  in  the  next  6  years,  not  30  years, 
the  next  6  years  for  us  to  have  to  reserve  $10.3  billion.  I  have  a 
lot  of  concern  about  the  10.3  figure,  and  we  are  doing  some  work 
that  was  legislatively  mandated  by  the  Congress  to  get  behind  that 
number  and  the  formula  that  was  developed  by  HUD.  So  that  fig- 
ure probably  is  not  enough  to  hang  anyone's  hat  on.  I  think  there 
are  some  errors  that  can  occur  either  up  or  down.  But  the  big  con- 
cern is  within  six  years  we  are  talking  about  some  significant  de- 
faults. 

Just  in  one  year,  this  past  year,  there  were  enough  defaults  that 
we  had  to  pay  out  of  the  insurance  fund  close  to  a  billion  dollars. 
So  we  are  talking  big  money.  A  lot  of  dollars. 
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In  addition  to  this  loan  loss  reserve,  I  think  we  have  to  look  at 
the  section  8  housing  assistance  and  contract  renewal  assistance 
programs.  That  is  the  place  where  your  committee  most  has  to  face 
huge  dollar  future  budget  outlays;  future  BA,  budget  authority. 
And  what  I  think  you  are  going  to  find  is  that  what  we  have  done 
is  created  a  series  of  contracts  over  the  course  of  many  years,  even 
though  we  started  with  15  before  moved  down  to  10,  for  various 
budget  reasons,  and  sometimes  for  optic  purposes  we  have  moved 
it  down  to  five — to  four  years,  but  the  bottom  line  is  we  have  cre- 
ated a  significant  budget  responsibility  that  the  Congress  has  cho- 
sen to  renew  over  the  course  of  several  years. 

And  you  are  faced  with  a  budget  authority  and  spiraling  budget 
outlays  to  the  tune  of  $17  billion.  We  are  talking  about  $15  billion 
next  year,  $17  billion  the  year  after  that.  These  are  automatic  re- 
newals to  these  subsidies  which  are  paid  out  to  low-income  tenants 
in  assisted  housing. 

The  third  area  is  public  housing,  and  you  have  heard  quite  a  bit 
about  the  problems  that  public  housing  faces.  We  have  done  quite 
a  bit  of  work  looking  at  the  backlog  of  modernization  and  we  are 
talking  about  close  to  $30  billion  in  backlogged  modernization  of 
this  public  housing. 

Now,  the  public  housing  stock  is  valued  at  close  to  $90  billion, 
but  we  are  talking  about  another  20  to  30,  if  you  want  to  put  a 
range  in  there,  but  close  to  30  billion  to  bring  it  to  a  standard  that 
is  acceptable  for  people  to  live  in.  That  is  either  a  responsibility 
that  Congress  may  choose  to  accept  and  continue  or  something  that 
should  be  on  the  table  for  debate  as  we  talk  about  reinvention  or 
the  reinventing  blueprint  along  the  lines  of  what  the  administra- 
tion has  proposed. 

In  addition  to  the  $30  billion  in  backlogged  housing  rehab  needs, 
we  are  talking  about  increased  vacancy  levels.  And  in  my  state- 
ment I  refer  to  an  increase  from  5.8  to  8  percent  vacancy  level. 
Now,  that  may  sound  small  on  the  surface,  because  that  is  across 
all  public  housing  authorities,  but  we  are  talking  about  entire 
buildings  that  are  vacant. 

We  are  just  completing  a  study  that  looked  at  vacancies  in  the 
largest  public  housing  authorities  with  the  highest  vacancy  rates 
and  we  have  come  up  with  1,177  entire  buildings  that  are  vacant 
now,  even  though  we  continue  to  pay  subsidies  to  operate  those 
buildings.  In  other  cases,  we  are  still  paying  for  a  subsidy  for  units 
within  buildings  simply  because  you  have  to  maintain  heat,  elec- 
tricity, all  those  kinds  of  things  even  if  the  unit  is  not — I  mean,  the 
unit  is  vacant  but  the  building  is  not  completely  vacant. 

And  the  last  thing  regarding  public  housing  I  think  you  need  to 
focus  on  is  the  declining  tenant  incomes.  That  is  severely  affecting 
the  ability  for  us  to  get  income  from  tenants  to  be  assured  there 
is  more  income  coming  in  from  tenants  rather  than  from  the  Fed- 
eral Government.  But  there  is  escalating  operating  subsidies  as  a 
result  of  very  low-income  tenants. 

I  want  to  focus  a  little  bit  on  kind  of  what  we  see  in  terms  of 
implications  of  restructuring.  As  you  know,  HUD  served  as  or 
serves  millions  of  Americans  through  rental  assistance  subsidies, 
homeownership,  housing  discrimination  in  some  form,  helping  revi- 
talize communities,  and  some — a  lot  of  the  issues  on  the  table  will 
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have  implications  to  the  populations  that  are  currently  being 
served.  And  that  is  where  I  think  it  is  important  for  you  to  try  to 
get  behind  the  blueprints  to  the  details. 

I  hear  figures  being  thrown  around,  $51  billion,  $54  billion  in 
savings  over  five  years,  and  I  get  a  little  nervous  about  that  be- 
cause I  don't  understand  the  basis  on  which  those  numbers  have 
been  calculated.  I  think  you  need  to  look  at  who  will  be  affected, 
how  will  they  be  affected,  who  are  we  going  to  be  serving  now.  Are 
we  really  serving  a  dramatically  narrow  population  of  people  or  are 
we  simply  just  going  to  provide  less  money  but  for  communities  out 
there  who  now  have,  through  the  blueprint,  perhaps  greater  discre- 
tion in  spending  that  money,  having  them  make  the  tough  choices 
as  to  who  are  served? 

The  other  thing  you  need  to  recognize  is  that  of  the  assisted  and 
public  housing  participants,  or  tenants,  about  40  percent  of  them 
are  the  elderly,  people  with  special  needs  or  disabilities,  and,  obvi- 
ously, families  with  children.  So  there  is  a  population  that  we  are 
serving  today  that  likely  will  need  to  be  continued  to  serve,  we  will 
need  to  serve  in  some  capacity  in  the  future.  I  think  you  need  to 
see  the  bottom  line  of  who  is  hurt  and  who  is  not  hurt  through  dif- 
ferent kinds  of  restructuring  of  the  program  simply  so  that  you 
know  the  basis  on  which  your  decisions  may  affect. 

Now,  I  would  like  to  step  back  and  talk  in  terms  of  two  fun- 
damental questions  I  think  the  blueprint  needs  to  answer,  and  per- 
haps it  answers  it,  but  I  think  it  needs  to  be  more  formally  dis- 
cussed, and  that  is  what  role  do  we  really  want  the  Federal  Gov- 
ernment to  play  in  housing  policy.  And  when  I  say  housing  policy, 
I  don't  mean  just  HUD.  I  really  think  that  when  we  talk  about  fun- 
damental change  and  reinvention,  we  need  to  put  all  housing  done 
by  the  Federal  Government  on  the  table,  and  I  don't  simply  mean 
the  Tax  Code — using  the  vehicle  of  the  Tax  Code  as  one  mechanism 
of  housing  policy.  But  I  am  talking  about  Farmers  Home  Adminis- 
tration, VA. 

When  you  look  at  HUD  and  HUD's  community  development  re- 
sponsibility, you  look  at  where  community  development  monies  are 
spent  in  the  Federal  Government.  There  are  over  300  programs  out 
there  and  a  dozen  agencies.  So  it  is  not  just  HUD  that  provides 
economic  and  community  development. 

So  when  we  talk  about  HUD,  I  think  we  need  to  step  back  and 
talk  about  what  is  Federal  housing  policy  that  we  want  as  a  coun- 
try to  endorse  and  then  what  role  do  we  want  HUD  to  play;  what 
role  and  do  you  need  a  HUD.  Perhaps  the  role  you  then  carve  out 
through  the  execution  of  a  Federal  housing  policy  would  argue  you 
that  you  do  not  need  a  HUD  in  the  way  it  is  designed  today  or 
under  a  new  blueprint.  It  may  be  fundamentally  different.  If  you 
do  not  want  HUD,  but  you  want  some  Federal  entities  to  take  on 
some  responsibilities,  I  think  again  we  have  to  look  at  what  role 
you  want  the  Federal  Government  to  play. 

In  previous  hearings,  I  heard  from  Congressman  Knollenburg  a 
concern  about  self-sufficiency  and  issues  associated  with  how  are 
we  assuring  ourselves  that  the  design  of  programs  actually  provide 
an  incentive  for  economic  independence,  and  the  work  that  we  have 
done  in  GAO  tries  to  look  at  welfare  reform  in  a  much  broader  con- 
text, of  questioning  whether  housing  assistance  and  rental  assist- 
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ance  ought  to  be  a  part  of  a  debate  about  welfare  reform.  It  really 
has  not  until  recently  been  talked  about,  but  it  is  a  lot  of  money. 

It  is  not  an  entitlement  program,  but  virtually  anyone  that  gets 
into  the  program,  whether  public  housing  or  section  8  or  project 
based  section  8,  once  they  are  in,  they  are  in.  And  we  serve  only 
a  quarter  of  the  people  who  really  would  be  eligible  if  we  had  the 
freedom  to  search  everyone  that  we  could  serve. 

So  those  are  questions  I  would  propose  be  put  on  the  table.  And 
I  realize  those  are  not  easy  questions  to  answer.  I  would  also  say 
I  have  put  forth,  in  addition  to  what  Susan  put  forth,  opportunities 
in  terms  of  where  you  might  look  to  short-term  versus  many  of  the 
long-term  opportunities,  because  many  of  the  questions  I  am  posing 
are  long  term  and  certainly  not  easy  to  answer  or  implement  in  a 
12-  or  24-month  period.  But  looking  at  HUD's  budget  today,  you 
really  have  opportunities  in  three  or  four  major  areas.  That  is 
where  all  the  money  is  spent,  in  three  or  four  major  areas. 

Section  8  is  by  far  the  largest.  I  think  you  need  to  look  at  new 
increments;  do  you  want  to  fund  new  increments.  The  last  budget 
I  saw  showed  that  there  are  $3  billion  in  new  increments.  That 
means  more  than  you  have  served  in  the  past.  If  you  need  to  look 
at  places  to  cut,  that  is  a  place  you  might  go. 

You  need  to  also  look  at  renewals.  It  is  a  tough  call  to  say  you 
will  not  renew  a  section  8  subsidy,  because  more  than  likely  what 
that  could  mean  is  the  eviction  of  a  low-income  tenant  out  of  a 
housing  unit,  privately  owned  housing  unit.  But  you  need  to  take 
a  hard  look  at  that  because  it  is  a  huge  amount  of  money  and  it 
probably  drives  everything  else  at  HUD  in  terms  of  dollars. 

CDBG  is  the  third  largest,  with  $4  billion,  although  I  think  there 
is  a  lot  of  interest  in  keeping  CDBG  in  some  form,  perhaps  broad- 
ening it  because  of  the  flexibility  that  CDBG  provides  to  the  com- 
munities. But  that  is  the  fourth  biggest — the  third  biggest  area. 

And,  finally,  homes  and  homelessness  are  the  other  two  places 
you  have  big  dollar  savings.  Below  that,  you  are  really  talking 
about  very  small  programs  with  very  little  dollars.  You  would  have 
to  look  at  a  lot  of  programs  to  get  to  the  higher  dollar  amounts  if 
you  are  looking  at  cutting  their  budget. 

Let  me  say  one  last  thing  before  I  close,  and  that  is  that  even 
though  I  have  set  out  these  questions,  one  of  the  things  that  I 
would  pose  to  you,  in  addition  to  getting  agreement  about  the  HUD 
mission,  which  I  realize  is  not  an  easy  task,  I  can't  emphasize 
enough  you  need  to  lay  out  some  fairly  clear  performance  expecta- 
tions of  HUD  or  some  reinvented  entity  executing  housing  policy. 
We  have  not  had  clear  performance  expectations.  We  do  not  have 
clear  milestones  in  which  to  then  measure  or  gauge  the  progress 
or  the  progress  of  a  department  such  as  HUD.  Those  are  needed 
in  order  for  effective  oversight  and  certainly  a  determination  as  to 
whether  you  want  to  fund  certain  programs. 

I  would  stress  that  in  these  expectations  that  one  very  key  expec- 
tation has  to  be  some  deliberate  priority  given  to  building  this  in- 
frastructure that  I  mentioned,  even  if  you  don't  have  HUD.  Even 
if  tomorrow  you  choose  to  abolish  HUD,  because  of  the  commit- 
ments that  we  have  talked  about,  the  financial  commitments,  HUD 
would  not  go  away.  There  would  still  be  a  Federal  responsibility  be- 
cause of  these  financial  commitments. 
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Mr.  Lewis.  A  lot  of  contracts. 

Ms.  England-Joseph.  Contracts,  for  sure,  but  also  with  FHA, 
and  Ginnie  Mae.  Even  though  we  may  talk  about  moving  those  to 
other  entities  or  government  corporations,  the  bottom  line  is  it  does 
not  die  that  quickly  because  of  these  commitments.  So  you  are  still 
going  to  have  a  need  for  information  on  which  to  judge  progress 
that  is  made  in  future  years. 

So  data,  by  far,  I  say  is  critical  in  order  to  be  able  to  have  a  good 
baseline  on  which  to  judge  where  we  are  today  as  well  as  an  ability 
to  measure  what  progress  we  make  in  the  future.  So,  with  that,  I 
welcome  any  questions  that  you  and  the  subcommittee  Members 
might  have. 

Mr.  Lewis.  Thank  you  very  much. 

[The  information  follows:] 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

We  are  pleased  to  discuss  the  budget  and  management  problems 
facing  the  U.S.  Department  of  Housing  and  Urban  Development  (HUD) 
and  to  help  set  the  stage  for  addressing  those  problems.   Current 
housing  policy--if  continued--drives  huge  loan  commitments  and 
discretionary  spending.   Therefore,  controlling  HUD  spending  means 
reexamining  federal  housing  policies  and  HUD's  mission  to  carry  out 
those  policies.   Finally,  in  the  wake  of  the  HUD  scandals  and  HUD's 
multi-year  efforts  to  overcome  serious  managerial  problems,  the 
Congress  must  be  able  to  assure  itself  that  the  Department  has  the 
ability  and  the  resources  to  effectively  carry  out  its  current  or 
future  mission. 

My  statement  today  is  based  on  our  ongoing  work  as  well  as 
reports  that  we  have  issued  and  testimony  that  we  have  given  over 
the  past  3  years.   It  will  focus  on  (1)  long-standing  management 
deficiencies  at  HUD  that  heimper  its  effectiveness,  (2)  problems 
that  HUD  and  the  Congress  face  in  assisted  and  public  housing 
programs — which  account  for  the  bulk  of  HUD  outlays,  (3)  progress 
HUD  is  making  in  addressing  the  problems  it  faces,  and  (4)  some 
thoughts  on  the  future  of  HUD. 

In  summary, 

•  Four  longstanding  departmentwide  deficiencies  hamper  HUD's 
ability  to  effectively  carry  out  its  mission.   These  deficiencies 
are  weak  internal  controls,  an  ineffective  organizational 
structure,  an  insufficient  mix  of  staff  with  the  proper  skills, 
and  inadequate  information  and  financial  management  systems. 
Because  of  HUD's  slow  progress  in  correcting  these  management 
weaknesses,  in  January  1994,  we  determined  that  the  Department 
warranted  the  focused  attention  that  comes  with  being  designated 
as  a  GAO  "high-risk  area".^ 

•  The  four  departmentwide  management  deficiencies,  along  with  a 
variety  of  other  problems,  have  created  particularly  vexing 
problems  for  both  HUD  and  the  Congress  in  the  area  of  public  and 
assisted  housing.   These  problems  include  how  to  (1)  minimize 
mortgage  loan  defaults  and  address  the  physical  inadequacies  of 
insured  multifamily  properties--an  area  that  is  of  critical 
importance  given  that  HUD  expects  to  lose  about  $10  billion  as  a 
result  of  defaults  on  multifamily  loans  over  the  next  6  years, 
(2)  deal  with  billions  of  dollars  of  backlogged  housing 
rehabilitation  needs,  increased  vacancy  levels,  and  declining 
tenant  incomes  that  exist  in  public  housing,  and  (3)  address  the 
spiraling  costs  of  providing  housing  subsidies  to  lower-income 
families. 


^GAO  High  Risk  Program  (GAO/AIMD-94-72R,  Jan.  27,  1994). 

1 


825 


•  HUD  has  taken  steps  that  begin  to  address  its  department -wide 
deficiencies  as  well  as  the  problems  that  exist  in  assisted  and 
public  housing.   But  many  of  these  efforts  are  in  their  early 
stages.   HUD's  top  management  team  has  focused  much  attention  and 
energy  on  overhauling  the  way  the  Department  is  operated.   It  has 
formulated  an  entirely  new  management  approach  and  philosophy 
that  is  intended  to  balance  risks  with  results,  has  begun  to 
implement  a  substantial  field  reorganization,  and  has  initiated  a 
number  of  other  actions  that  begin  to  address  the  four 
fundamental  management  deficiencies.   But  HUD  still  has  a  long 
way  to  go. 

•  Solving  the  problems  that  exist  at  HUD  will  not  be  easy  and  will 
require  a  full  reexamination  of  housing  policy  and  HUD's  mission. 
Budget  needs  for  HUD's  programs  are  growing  and,  given  current 
housing  policy,  will  remain  at  high  levels  for  the  foreseeable 
future,  in  part  because  of  HUD's  long-term  financial  commitments. 
Also,  correcting  management  deficiencies  at  HUD  will  take  years 
and  will  require  an  infrastructure  that  provides  information  on 
which  to  base  policy  decisions.   Reforms--be  they  mild  or 
drastic--could  have  serious  budget  and  social  implications 
because  HUD  currently  serves  millions  of  Americans  by  providing 
rental  subsidies,  making  home  ownership  more  accessible, 
addressing  housing  discrimination,  and  helping  revitalize 
communities. 

HUD'S  PROGRAMS  AND  BUDGET 

Established  in  1965,  HUD  is  the  principal  federal  agency 
responsible  for  progrcims  dealing  with  housing  and  community 
development  and  fair  housing  opportunities.   Among  other  things, 
HUD's  programs  provide  (1)  mortgage  insurance  to  help  feimilies 
become  home  owners  and  to  help  provide  affordaible  multifamily 
rental  housing  for  low-  and  moderate- income  families,  (2)  rental 
subsidies  for  lower- income  families,  and  (3)  grants  and  loans  to 
states  and  communities  for  community  development  and  neighborhood 
revitalization  activities. 

HUD  is  responsible  for  the  expenditure  of  significant  amounts 
of  tax  dollars.   Discretionary  budget  outlays  for  HUD  programs  were 
estimated  to  be  close  to  $28  billion  in  fiscal  year  1994.   Over 
three  quarters  of  this  eimount  is  for  public  and  assisted  housing 
programs.   HUD  also  has  management  responsibility  for  more  than 
$400  billion  of  mortgage  insurance  and  another  $400  billion  in 
outstanding  securities. 

HUD'S  MANAGEMENT  DEFICIENCIES 

Scandals  that  occurred  during  the  late  1980s  focused  piiblic 
attention  on  meinagement  problems  at  HUD.   In  the  most  infamous  of 
these,  known  as  the  "Robin  HUD"  incident,  the  Federal  Housing 
Administration  (FHA)  did  not  have  accounting  data  and  internal 
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controls  in  place  to  reconcile  funds  from  the  sales  of  government- 
owned  properties  with  deposits  to  the  U.S.  Treasury.   As  a  result, 
private  real  estate  agents  were  able  to  steal  millions  of  dollars 
by  simply  keeping  the  proceeds  from  the  sale  of  FHA-owned 
properties  rather  than  transferring  the  funds  to  the  Treasury. 

Internal  control  weaknesses,  such  as  a  lack  of  necessary  data 
and  management  processes,  were  a  major  factor  leading  to  the  HUD 
scandals.   Organizational  problems  included  overlapping  and  ill- 
defined  responsibilities  and  authorities  between  HUD  headcjuarters 
and  field  organizations  and  a  fundamental  lack  of  management 
accountability  and  responsibility.   An  insufficient  mix  of  staff 
with  the  proper  skills  has  hampered  the  effective  monitoring  and 
oversight  of  HUD  programs  and  the  timely  updating  of  procedures. 
Poorly  integrated,  ineffective,  and  generally  unreliable 
information  and  financial  management  systems  have  failed  to  meet 
progrcim  managers'  needs  and  have  not  provided  adequate  oversight 
over  housing  and  community  development  programs. 

HUD'S  slow  progress  in  correcting  fundamental  management 
weaknesses  that  allowed  such  incidents  to  occur  and  a  concern  that 
HUD  needed  congressional  attention  led  us  to  decide  in  January  1994 
that  the  Department  warranted  the  focused  attention  that  comes  with 
being  designated  as  a  GAO  "high-risk  area."^ 

Similar  HUD  management  deficiencies  have  been  reported  by 
HUD'S  Office  of  Inspector  General  (OIG)  and  by  the  National  Academy 
of  Public  Administration  (NAPA).   The  OIG's  most  recent  Semiannual 
Report  to  the  Congress  (for  the  period  ending  Sept.  30,  1994), 
states  that  management  controls,  resource  management,  and  data 
systems  continue  to  be  systemic  management  problems  requiring 
significant  improvement  before  HUD  can  substantially  improve  its 
programs'  abilities  to  delivery  services  and  results.   In  addition 
to  pointing  out  problems  with  HUD's  organization,  staff  capacity, 
and  information  management  and  systems  integration,  NAPA  noted  that 
an  overload  of  programs  saps  HUD's  resources,  muddles  priorities, 
fragments  the  Department's  work  force,  creates  unmeetable 
expectations,  and  confuses  communities.   NAPA  concluded  that  the 
process  of  rationalizing  HUD's  programs  would  provide  the  badly 
needed  opportunity  for  the  Congress  and  the  administration  to 
decide  what  HUD  is  supposed  to  do. 

EXAMPLES  OF  MAJOR  BUDGET  AND  MANAGEMENT  PROBLEMS 

The  following  three  areas  illustrate  some  of  the  budget  and 
management  challenges  that  face  HUD.   These  areas  are  multifamily 

^We  identified  areas  throughout  the  government  that  are  especially 
vulnerable  to  waste,  fraud,  abuse,  and  mismanagement  and  termed 
these  "high  risk  areas." 
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assisted  housing,  public  housing,  and  the  high  cost  of  public  and 
assisted  housing  programs. 

HUD'S  Multifamilv  Housing  Portfolio: Status  and  Problems 

HUD  directly  subsidizes  and/or  insures  over  20,000  multifamily 
properties  with  about  2  million  units.   While  much  of  this 
inventory  reportedly  is  in  decent  condition,  it  has  been  estimated 
that  at  least  15  percent  have  severe  physical  problems  that 
threaten  tenants'  health  and  safety.   Also,  for  a  large  proportion 
of  this  housing,  the  government  is  paying  more  to  house  low- income 
fcunilies  than  it  would  if  these  families  received  tenant-based 
assistance''  in  the  form  of  certificates  and  vouchers  to  locate 
alternative  privately-owned  housing.   Finally,  these  properties 
expose  the  federal  government  to  sxibstantial  current  and  future 
financial  liabilities. 

A  large  portion  of  HUD's  assisted  housing  liabilities  derive 
from  the  use  of  FHA  mortgage  insurance,  which  protects  lenders  from 
financial  losses  stemming  from  borrowers'  defaults.   FHA  insures 
about  $43  billion  worth  of  mortgage  loans  that  support  about  14,700 
properties.*  About  $32  billion  of  the  insurance  supports  about 
13,300  multifamily  apartment  properties.   The  other  $11  billion 
provides  insurance  on  mortgage  loans  for  more  than  1,400  other 
projects  such  as  nursing  homes,  hospitals,  housing  cooperatives, 
student  housing,  and  condominiums.   In  addition  to  mortgage 
insurance,  about  three-fourths  of  all  FHA-insured  properties 
receive  some  form  of  direct  assistance  or  subsidy  such  as  below- 
market  interest  rates  or  section  8  project-based  rental  assistance 
from  HUD.^ 

While  demographic  information  on  residents  of  FHA-insured 
multifamily  properties  is  not  generally  available,  a  1992  study 
conducted  by  a  HUD  contractor--Abt  Associates--provides  estimates 
on  a  subset  of  properties.   According  to  the  Abt  study,  very-low 
income  households  represented  about  68  percent  of  the  units. 
Elderly  persons  occupied  about  33  percent  of  the  units. 

HUD  also  provides  section  8  project-based  assistance  to 
properties  that  are  not  FHA-insured.   According  to  HUD's  data,  HUD 


'Tenant-based  assistance  is  designed  to  allow  lower-income  families 
to  live  in  private  rental  housing  of  their  choice  provided  that 
units  meet  HUD's  requirements  for  rent  levels  and  housing  quality 
standards. 

*See  also  Multif^iXv  Hpugj^g: gUtVg  Qt   HTO' S  HyltifMiJly  LQ^h 

Portfolio  (GAO/RCED-94-173FS,  Apr.  12,  1994). 

^Unlike  tenant-based  rental  subsidies,  project-based  subsidies  are 
attached  to  specific  property  units. 


has  5,350  section  8  contracts  with  non-FHA- insured  projects 
containing  about  300,000  project-based  assisted  units. 

HUD  faces  three  fundamental  and  interrelated  problems  in 
overseeing  the  multifamily  housing  portfolio: 

•  First,  a  large  number  of  defaults  on  FHA-insured  loans  have 
occurred  in  the  past  and  are  expected  to  continue  into  the 
future,  partly  because  FHA  has  not  effectively  managed  its 
insured  loan  portfolio.   FHA  paid  out  over  $700  million  in 
multifamily  insurance  claims  in  1993  and  established  a  reserve  of 
$10.3  billion  to  cover  additional  losses  on  loans  in  the  insured 
multifamily  portfolio  as  of  September  30,  1993.   This  reserve 
would  have  been  even  higher  without  the  prospect  of  continuing 
section  8  project-based  and  other  types  of  assistance  used  to 
prevent  or  delay  loan  defaults.   While  some  loan  defaults  are 
inevitable,  early  identification  of  troubled  loans  and  prompt 
actions  to  address  underlying  problems  are  essential  if  defaults 
and  resulting  losses  are  to  be  minimized. 

Numerous  studies  over  the  last  two  decades  by  Price  Waterhouse, 
and  HUD'S  Office  of  Inspector  General,  and  us  have  identified 
weaknesses  in  HUD's  default  prevention  activities.   Many  of  the 
weaknesses  identified  were  the  same  fundamental  departmentwide 
deficiencies  that  we  noted  earlier  in  this  statement.   For 
example,  HUD's  automated  data  systems  cannot  be  relied  on  to 
provide  relevant,  timely,  accurate,  or  complete  information  and 
do  not  adequately  support  the  early  detection  of  problem  loans. 
Also,  not  having  enough  loan  servicers  with  the  proper  skills  has 
hampered  the  performance  of  fundamental  FHA  activities,  such  as 
monitoring  the  insured  loan  portfolio  and  servicing  loans  on 
properties  whose  owners  have  defaulted  on  their  mortgages. 
Furthermore,  field  office  physical  property  inspections, 
■  financial  statement  reviews,  and  on-site  management  reviews  have 
not  been  performed  in  a  way  that  consistently  identifies  and 
resolves  problems.' 

•  Second,  in  many  cases,  the  cost  to  the  federal  government  of 
providing  section  8  project-based  subsidies  is  excessive. 
Specifically,  about  three- fourths  of  the  almost  10,000  section  8 
New  Construction  and  Substantial  Rehabilitation  properties 
receive  rents  exceeding  those  in  the  marketplace.''  Furthermore, 
owner  neglect  is  making  matters  worse.   A  1992  study  estimated 


'We  are  currently  reviewing  FHA  default  prevention  activities  as 
part  of  a  legislatively-mandated  study. 

''The  section  8  New  Construction  and  Substantial  Rehabilitation 
programs  provided  assistance  to  private  developers  to  construct  new 
units  or  to  substantially  rehabilitate  existing  units  for  rental  to 
low-  and  moderate- income  families. 
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that  about  3,200  HUD-assisted  and/or  insured  properties  were  in 
such  severe  physical  and  financial  condition  that  they  needed 
almost  $1  billion  in  new  capital  to  correct  those  problems.   Some 
of  these  properties  were  the  subject  of  hearings  held  last  year 
at  which  both  the  HUD  Inspector  General  and  we  testified.^  We 
pointed  out  that  while  the  condition  of  properties  we  visited 
ranged  from  very  good  to  very  poor,  some  families  were  housed  in 
units  with  leaking  toilets  and  sinks,  exposed  electrical  wiring, 
holes  in  walls  and  ceilings,  inoperative  air  conditioners  and 
smoke  detectors,  missing  and  broken  kitchen  cabinets,  and 
evidence  of  roach  and  rodent  infestation.   Again,  because  of  the 
management  deficiencies  previously  cited,  HUD  does  not  know 
either  the  full  extent  of  these  conditions  or  all  the  properties 
with  such  conditions. 

Furthermore,  while  HUD  has  various  enforcement  tools  to  ensure 
that  owners  maintain  HUD-assisted  properties  in  compliance  with 
housing  quality  standards  and  other  requirements,  HUD  has  used 
these  tools  sparingly  and  inconsistently.   Also,  current 
legislation  and  regulations  limit  HUD's  discretion  in  dealing 
with  certain  properties  in  its  multifamily  portfolio.   For 
instance,  current  property  disposition  legislation  generally 
requires  that  HUD  preserve  the  housing  so  that  it  remains'^ 
available  to  and  affordable  for  low-income  persons. 

•  Third,  as  discussed  later,  subsidy  costs  associated  with  project- 
based  section  8  assistance  are  already  high  and  rising. 

Public  Housing:   Budget  and  Management  Issues 

Under  current  law,  HUD  provides  subsidies  to  public  housing 
agencies  to  modernize  and  pay  a  portion  of  the  costs  to  operate 
their  public  housing  projects.   In  recent  years  funding  in  both  of 
these  areas  has  increased  significantly.   However,  problems  still 
remain  because  of  billions  of  dollars  in  backlogged  modernization 
needs,  increased  public  housing  vacancy  levels,  and  declining 
tenant  incomes . 

HUD'S  public  housing  program  provides  homes  for  about  1.4 
million  very- low- income  individuals  and  families,  more  than  a  third 
of  whom  are  elderly  or  have  disabilities.   The  replacement  value  of 
this  housing  stock  is  estimated  at  about  $90  billion.   Although 
about  60  percent  of  all  public  housing  is  more  than  25  years  old, 
much  of  the  stock  is  still  in  good  condition.   Nonetheless,  HUD 


"Federally  As?i?ted  Hoyging: Ccnditipng  gf  S(?mg  Proper1;ies 

Receiving  Section  8  Proiect-Based  Assistance  Is  Below  Housing 
Quality  Standards  (GAO/T-RCED-94-273 ,  July  26,  1994)  and  Federally 

Assisted  Housing: Expanding  HUD's  Opticpng  for  Dealing  with 

Physically  Distressed  Properties  (GAO/T-RCED-95-38,  Oct.  6,  1994). 

6 


currently  spends  nearly  $8  billion  annually  to  operate  and 
modernize  this  housing. 

The  poverty  in  public  housing  (median  income  of  around  $7,500) 
is  due  in  large  part  to  housing  laws  that  require  housing  agencies 
to  give  higher  priority  (called  preferences')  to  anyone  who  is 
homeless,  is  paying  more  than  half  of  his/her  income  for  rent  and 
utilities,  is  living  in  substandard  housing,  and/or  has  been 
involuntarily  displaced.   Furthermore,  these  laws  restrict  housing 
agencies  from  admitting  more  than  a  set  proportion  of  tenants  whose 
incomes  exceed  50  percent  of  the  area's  median  income. 

The  financial  impact  that  the  poverty  of  public  housing 
residents  has  on  managing  public  housing  increases  the  need  for  an 
operating  subsidy  from  HUD.   Operating  subsidies  are  intended  to 
make  up  the  difference  between  reasonable  public  housing  expenses 
and  rental  income,  but  housing  agencies  are  generally  limited  by 
federal  law  to  charging  residents  30  percent  of  their  income  for 
rent.   However,  tenants'  income  has  not  grown  nearly  as  fast  as 
operating  expenses  so  operating  subsidies  have  increased  steadily. 
In  addition,  since  priority  for  admission  to  public  housing  is 
given  to  the  poorest  of  the  poor,  operating  subsidies  grow  even 
more.   In  the  last  5  years  operating  siibsidy  costs  have  increased 
by  $1  billion,  from  $1.9  billion  in  1990  to  $2.9  billion  in  1995 
(both  amounts  in  nominal  dollars) . 

Public  housing  expenses  are  also  growing  because  of  increasing 
and  poorly  managed  vacant  units.   Vacant  public  housing  is  costly 
and  inefficient.   It  provides  no  rent  revenue  to  housing  agencies 
to  offset  their  operating  costs,  and  a  lack  of  revenue  leads  to 
housing  agencies'  needs  for  higher  operating  subsidy  payments  from 
HUD.   Generally,  a  unit  of  vacant  housing  means  that  an  income- 
eligible  family  on  the  waiting  list  is  not  receiving  it. 

Since  1984,  the  average  vacancy  rate  in  public  housing  has 
increased  from  5.8  percent  to  8  percent.   This  8  percent  average, 
however,  masks  the  conditions  at  some  large  housing  agencies  in 
which  uninhabitable  buildings  caused  the  vacancy  rate  to  range  from 
15  to  41  percent.   In  our  ongoing  survey,  we  contacted  41  housing 
agencies  that  had  developments  that  were  70-percent-or-more  vacant. 
Of  these,  we  identified  1,177  totally  vacant  buildings.   In 
addition  to  the  estimated  $200  million  subsidy  cost  of  the  100,000 
vacant  units  nationwide,  vacant  buildings  exact  a  high  toll  in 
drug-related  crime  and  vandalism.   We  plan  to  issue  a  report 
discussing  housing  agencies'  need  for  more  flexibility  in  replacing 
deteriorated  housing  and  will  provide  a  copy  to  you. 

With  demand  in  most  cities  exceeding  supply,  why  are  vacancy 
rates  in  public  housing  so  high?  Aside  from  legitimate  reasons  for 


'Similar  preferences  also  apply  to  section  8  housing. 
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vacancies,  such  as  major  rehabilitation  work,  we  found  that  the 
primary  reason  was  the  lack  of  an   effective  maintenance  prograun. 
This  clearly  has  local  management  implications  and  spans  several 
problems  frequently  associated  with  pxiblic  housing  maintenance, 
including  a  lack  of  preventive  maintenance,  an  inability  to  spend 
modernization  funds  in  a  timely  manner,  emd  little  accountability 
for  maintenance  at  the  development  level.  However,  it  also 
indicates  that  improvements  in  the  quality  of  HUD's  oversight 
function  are  necessary,  and  we  will  address  this  issue  shortly. 

Our  final  exaunple  of  public  housing  cost  increases  is  in  the 
area  of  modernization  funding  for  major  rehabilitation  projects." 
Despite  almost  $15  billion  in  funding  for  modernization  since  1981, 
a  backlog  estimated  to  be  at  least  $20  billion  still  exists.   Some 
estimates  put  the  backlog  as  high  as  $28  billion.   And  needs 
continue  to  accrue. 

Over  the  years,  the  Congress  has  provided  HUD  with  significant 
authority  for  overseeing  and,  if  necessary,  intervening  into  the 
management  of  a  housing  agency.   However,  msmy  of  the  same  housing 
developments  and  agencies  continue  to  be  plagued  with  poor 
conditions  and  poor  mcuiagement.   HUD  calls  these  agencies  "troubled 
housing  agencies."  According  to  HUD  officials,  from  1979  through 
1994,  seven  large  housing  agencies  have  consistently  failed  HUD's 
management  performamce  evaluations.   However,  in  recent  months,  two 
housing  agencies  were  removed  from  this  "troxibled"  list.   These 
agencies  account  for  almost  9  percent  of  the  total  public  housing 
stock.   Although  HUD  can  intervene  in  the  mamagement  of  such 
housing  agencies,  it  has  seldom  used  this  authority. 

HUD's  oversight  methods  have  been  criticized  for  focusing  too 
much  on  the  administration  of  public  housing  prograuns  and  not 
enough  on  the  condition  of  the  units  or  management  of  the  housing 
agencies.  Critics  of  HUD's  oversight  strategy  have  stated  that  it 
does  not  ensure  that  housing  agencies  use  federal  funds  to  improve 
the  condition  and  mamagement  of  the  housing  units.   As  a  result, 
long-stauiding,  unacceptable  conditions  continue,  and  the  public 
perceptions  of  the  program  have  grown  increasingly  negative.  We 
are  currently  conducting  work  related  to  HUD's  oversight  of 
troubled  public  housing  and  will  keep  you  informed  of  our  progress. 


"Pvblig  HQUgjnq; mfprmatipn  pp  g^gklpgggd  tJQdgynjgtLtJQn  Fi^nd? 

(GAO/RCED-94-217FS,  July  15,  1994). 


High  Cost  of  Public  and  Assisted  Housing  Programs 

Since  1977,  the  number  of  families  assisted  by  HUD's  rental 
subsidy  programs  have  increased  by  over  2  million."  However,  the 
cumulative  effect  of  this  action  and  the  high  cost  of  providing 
subsidies  creates  severe  budget  pressures  on  the  Congress  as  it 
tries  to  meet  deficit  reduction  goals. 

According  to  the  Congressional  Budget  Of f ice^^  (CBO) ,  both  the 
number  of  families  that  receive  rental  assistance  and  the  federal 
outlays  for  those  subsidies  have  increased  almost  every  year  since 
1977.   According  to  CBO,  the  number  of  assisted  families  almost 
doubled  from  1977  through  1994,  rising  from  about  2.4  million  to 
about  4.7  million.   Growth  has  generally  slowed  in  later  years 
because  the  Congress  has  provided  funds  for  fewer  additional  units. 
Outlays  for  rental  assistance  have  also  increased  steadily  since 
1977.   According  to  CBO,  real  outlays  (adjusted  for  inflation)  more 
than  tripled  from  1977  through  1994,  rising  from  about  $6.6  billion 
to  about  $22  billion  (in  1994  dollars) .   Outlays  are  expected  to 
remain  at  the  same  current  high  level,  if  not  grow  somewhat.   The 
relatively  rapid  growth  in  outlays  is  primarily  due  to  (1) 
increases  in  the  number  of  assisted  households  and  (2)  rents  that 
increased  faster  than  assisted  faimilies'  incomes. 

What  does  the  high  cost  of  public  and  assisted  housing 
programs  mean  for  HUD?   For  one  thing,  absent  a  major  change  in 
federal  housing  policy,  many  of  the  housing  programs  have  now 
reached  the  point  where  they  need  additional  budget  authority  to 
preserve  the  number  and  quality  of  the  rental  units  that  current 
programs  assist.  ^^  Budget  authority  needs  are  directly  related  to 
certain  assumptions,  such  as  the  length  of  the  term  of  the  section 
8  contracts  being  renewed.   Assuming  a  5-year  renewal  period,  CBO 
has  estimated  that  the  cost  of  preserving  existing  units  will  be 
about  $22  billion  in  budget  authority  per  year.   As  the  Congress 
faces  increasing  pressure  to  reduce  the  deficit,  these  large 


"These  programs  include  public  housing,  section  8  tenant-based  and 
project  based  assistance,  and  section  236  assistance  (generally 
subsidized  interest  payments  to  help  produce  rental  housing) . 

^^Congressional  Budget  Office,  The  Challenges  Facing  Federal  Rental 
Assistance  Programs  (Dec.  1994). 

^^Budget  authority  would  be  needed  for  several  purposes,  including 
(1)  extending  the  life  of  assistance  contracts  that  have  started  to 
expire,  (2)  providing  incentives  to  owners  of  certain  assisted 
housing  projects  to  prevent  them  from  dropping  out  of  federal 
housing  programs,  (3)  disposing  of  projects  whose  owners  have 
defaulted  on  their  federally  insured  mortgages,  (4)  continuing 
operating  subsidies  for  public  housing,  and  (5)  reducing  the 
accumulated  backlog  of  repairs  to  the  assisted  housing  stoclc. 
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figures  present  difficult  choices  for  policymakers  when  considering 
competing  needs. 

HUD'S  PROGRESS  IN  IMPLEMENTING  MANAGEMENT  REFORMS 

Even  after  years  of  reform,  HUD  continues  to  face  the  severe 
organizational,  staff  capacity,  internal  controls,  and  information 
and  financial  management  problems  that  were  discussed  earlier  in 
our  statement.   HUD  has  started  to  correct  these  long-standing 
deficiencies  and  will  need  congressional  action  to  implement  some 
reforms.   HUD's  top  management  team  has  focused  much  attention  and 
energy  on  overhauling  the  way  the  Department  is  operated.   HUD  has 
formulated  a  new  management  approach  and  philosophy,  intended  to 
balance  risks  with  results;  has  begun  to  implement  a  substantial 
field  reorganization;  and  has  initiated  a  number  of  other  actions 
that  begin  to  address  its  four  fundamental  management  deficiencies. 

HUD  has  also  proposed  or  taken  actions  to  address  the  problems 
affecting  its  multifamily  and  public  housing  programs  that  I 
discussed  earlier  in  this  statement.   For  example,  the  Department 
has 

•  initiated  actions  to  improve  its  multifamily  default  prevention 
capabilities,  such  as  contracting  out  for  property  physical 
inspections  and  financial  statement  reviews  and  taking  steps  to 
develop  an  early  warning  system  that  should  better  identify 
financially-troubled  properties  and 

•  proposed  that  housing  agencies  be  permitted  to  borrow  against 
future  years'  modernization  grants,  use  their  modernization  f\inds 
to  replace  demolished  housing,  and  participate  in  a  more 
performance-based  oversight  activity  that  focuses  on  community 
partnerships  to  solve  housing  problems. 

However,  HUD  now  faces  the  formidable  challenges  of  completing 
its  plans,  translating  its  plems  into  effective  actions,  and 
implementing  its  new  management  approach  into  the  fabric  of  the 
Department's  day-to-day  operations.   Sustained  focus,  commitment, 
amd  diligence  by  all  HUD  managers  and  employees  will  be  needed- - 
something  that  has  not  accompanied  past  attempts  at  reform,  and 
that  was  recently  reported  as  a  concern  by  HUD's  Inspector  General. 
Also,  within  the  last  month,  we  have  seen  the  "HUD  Reinvention 
Blueprint,"  which  would  radically  restructure  and  consolidate  the 
Department's  programs.   Laying  the  massive  changes  envisioned  under 
the  blueprint  on  top  of  the  mission-driven/customer-oriented 
changes  currently  underway  creates  a  daunting  set  of  challenges. 
It  will  take  years  to  accomplish.   HUD  will  be  required  to  manage 
existing  programs  as  well  as  design  and  transition  to  its 
reinvented  form.   Major  reforms  will  likely  place  additional 
strains  on  the  Department  as  HUD  attempts  to  move  from  where  it  is 
to  where  it  and  the  Congress  wauit  HUD  to  be. 

10 
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THE  FUTURE  OF  HUD 

Just  as  the  problems  that  we  have  discussed  today  did  not 
arise  overnight,  they  certainly  will  not  be  resolved  overnight. 
Because  of  the  magnitude  of  the  commitments  that  HUD  has  made  in 
assisting  lower-income  families,  home  buyers,  distressed 
communities,  and  others,  any  "fixes"  will  neither  be  quick  nor  easy 
no  matter  which  path  to  reform  is  taken.   Recently  discussions  and 
proposals  have  pointed  to  the  need  to  fundamentally  redesign  HUD 
and  rethink  housing  policies.   Any  redesign  must  recognize  that  HUD 
has  massive  financial  responsibilities,  insuring  or  guaranteeing 
loans  and  providing  housing  assistance  totaling  about  one  trillion 
dollars. 

In  developing  and  implementing  any  redesign  effort,  it  will  be 
a  formidable  task  to  balance  business,  budget,  and  social  goals. 
The  first  step  in  this  effort  should  be  an  agreement  on  HUD's 
mission.   The  next  steps  should  include  clear  performance 
expectations  and  agreed-upon  milestones  from  which  to  judge 
progress  in  meeting  those  expectations.   Furthermore,  those 
expectations  should  include  the  building  of  HUD's  infrastructure, 
designed  to  provide  the  Congress  and  the  Department  with  quality 
information  on  which  to  base  sound  public  policy.   Without  good 
baseline  and  ongoing  program  data,  neither  the  Congress  nor  HUD 
will  have  the  information  essential  to  assess  the  implications  of 
any  redesign  or  the  ability  to  accurately  judge  progress. 


Mr.  Chairman,  this  concludes  our  prepared  remarks.   We  will  be 
pleased  to  answer  any  questions  that  you  and  other  members  of  the 
subcommittee  might  have.   We  would  also  be  pleased  to  provide  the 
Subcommittee  with  additional  information  and  analyses  to  assist  in 
its  deliberations. 


(385455) 
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Mr.  Lewis.  Thank  you  very  much,  both  of  you.  I  must  say,  Mrs. 
Joseph,  as  well  as  Ms.  GafFney,  both  very  provocative  statements. 
The  frustration  that  I  have  in  listening  to  them,  is  that  on  the  one 
hand,  I  am  very  interested,  Ms.  Gaffney,  in  a  report  that  is  coming 
out  that  says  opportunities  for  termination,  consolidation,  and  re- 
structuring of  HUD  programs,  we  expect  sometime — or  it  is  out, 
yes. 

Ms.  Gaffney.  You  have  it. 

RECENT  PUBLIC  HOUSING  ISSUES 

Mr.  Lewis.  At  the  same  time,  the  quote  that  you  used  that  essen- 
tially talked  about-  amputation  without  diagnosis,  which  would 
suggest  you  better  be  very  careful  before  you  move  too  quickly  with 
some  of  the  termination,  if  you  will,  as  a  piece  of  it. 

On  the  other  hand,  your  comments  about  a  major  driver  being 
contracts.  If  you  decide  not  to  renew  contracts  after  a  hard  look, 
that  may  lead  to  eviction  notices  and  that  flies  right  in  the  face  of 
a  very  real  problem  that  was  pointed  to,  that  is  140  percent  rental 
charges  in  areas  where  the  private  housing  around  does  not  justify 
those  kinds  of  rents.  Obviously  what  we  want  to  do,  in  the  final 
analysis,  as  we  are  using  a  scalpel,  is  reduce  spending,  get  us  on 
a  different  plane,  but  at  the  same  time  provide  services  that  are 
truly  needed. 

All  of  that,  I  have  been  listening  to  for  the  decade  I  have  been 
around  this  committee,  and  still  frustrated  by  relatively  little  re- 
sults. At  least  as  I  look  at  the  backdrop  of  those  people  who  are 
in  the  park  every  morning  when  I  walk  to  work.  What  do  you  think 
about  that?  The  potential  for  our  using  this  subcommittee  and 
maybe  tapping  a  Mr.  Walsh,  indeed  my  Ranking  Member,  to  ad- 
dress in  a  little  different  way  the  urban  center  problem,  not  only 
with  the  Nation's  capital,  but  other  urban  centers,  and  attempt  to 
have  the  two  of  you  help  us  ask  questions  that  will  lead  to  serious 
policy  recommendations  by  way  of  our  bill  as  we  continue  in  an  ef- 
fort to  have  a  relationship  with  our  policy  committee,  the  authoriz- 
ing committee. 

What  do  you  think  about  a  Mark  Neumann,  who  has  been  in  the 
housing  industry,  and  Ms.  Kaptur,  who  comes  from  a  totally  dif- 
ferent perspective  in  the  subject  area,  but  look  at  that  huge  public 
policy  thing  you  mentioned,  that  is  FHA,  for  example? 

Ms.  Gaffney.  I  couldn't  support  that  concept  more. 

Mr.  Lewis.  You  couldn't  support  it  or  you  couldn't  support  it 
more? 

Ms.  Gaffney.  I  couldn't  support  it  more.  One  of  my  great  fears, 
and  I  am  sure  you  hear  it,  is  we  in  Washington  are  so  fascinated 
with  new,  creative  policy,  that  we  are  in  the  habit  of  coming  up 
with  this  policy  without  any  regard  for  how  it  will  be  implemented 
and  carried  out. 

And  I  am  so  concerned  that  this  reinvention  blueprint  will  pro- 
ceed in  that  manner.  I  believe  that  your  approach  is  the  right  one, 
to  bring  in  different  interests  and  force  them  to  do  a  thorough  re- 
view. I  would  absolutely  support  it,  and  we  would  help  in  any  way. 
And  I  am  sure  Judy  would,  too. 

Ms.  England- Joseph.  Operation  no  question.  Actually,  we  have 
work  under  way  right  now  that  was  intended  to  look  at  it  from  the 
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place  or  the  people  perspective,  from  the  actual  client  or  customer, 
whether  you  look  at  the  public  housing  entity  as  a  recipient  of  serv- 
ices or  communities  through  a  community  revitalization  initiative, 
as  an  attempt  to  understand  how  Federal  programs  really  affect 
and  serve  local  communities,  or  whether  they  just  stand  in  the 
way. 

So  we  have  information  that  is  already  available  that  might  be 
useful  in  discussing  alternatives  and  approaches  perhaps,  or  cer- 
tainly just  in  trying  to  understand  the  problems.  So  we  would  wel- 
come any  opportunity  such  as  you  are  describing. 

Mr.  Lewis.  Well,  I  haven't  discussed  this  in  depth  yet  with  Mr. 
Stokes.  I  intend  to  do  that,  but  I  must  say  I  don't  believe  we  can 
afford  to  continue  to  go  forward  year  after  year  after  year  and  re- 
ceive reports  and  have  there  not  be  any  follow  through. 

To  do  that,  we  end  up  wasting  money  and  serving  probably  many 
fewer  people  than  we  might  be  able  to  serve.  So,  Mr.  Stokes,  I  have 
that  in  mind,  and  will  be  talking  with  you.  I  am  meeting  tomorrow 
with  the  Chairman  of  the  subcommittee  that  deals  with  housing  in 
the  Banking  Committee,  Mr.  Lazio,  to  have  some  preliminaries 
there  as  well. 

We  may  very  well  actually  have  the  appropriators  talking  to  the 
authorizers  ahead  of  time  in  the  process,  and  maybe  actually  bring 
about  some  serious  change  here  as  we  go  about  trying  to  reduce  the 
pressure  of  government. 

I  don't  have  further  questions,  but  I  would  be  very  interested  for 
additional  input  from  you.  We  will  examine  your  testimony  care- 
fully. We  hope  the  staff  needs  ideas,  if  instead  they  get  wheels  on 
it  in  the  next  several  weeks. 

Mr.  Stokes. 

HUD  MANAGEMENT  POLICIES 

Mr.  Stokes.  Thank  you,  Mr.  Chairman.  And  let  me  at  the  outset 
say  I  want  to  concur  in  the  comments  of  Chairman  Lewis  with  ref- 
erence to  the  very  thought-provoking  testimony  that  the  two  of  you 
have  given  us.  It  is  very  sobering. 

But  it  is  also  the  type  of  professional,  intelligent  testimony  we 
need  in  order  for  us  to  really  assess  the  kind  of  conditions  that  cur- 
rently exist  and  then  try  and  devolve  some  kind  of  approach  to- 
ward it,  such  as  that  which  has  been  espoused  by  our  Chairman 
here  in  terms  of  perhaps  some  type  of  a  task  force. 

Ms.  Gaffney,  you  mentioned  how  the  management  problems  go 
back  to  Secretary  Pierce,  back  TO  the  1980s.  And  of  course  that 
has  lived  with  us  up  until  now.  just  last  week,  when  the  announce- 
ment was  made  in  the  newspapers  that  no  indictment  is  going  to 
be  brought  against  Mr.  Pierce.  At  the  same  time  everyone  acknowl- 
edged that  this  was  one  of  the  most  scandal  and  corrupt-ridden 
times  in  the  history  of  this  Nation,  16  convictions,  $17  million  paid 
just  for  the  special  prosecutor  who  investigated  and  brought  these 
charges  against  the  16,  and  then  did  not  bring  them  against  Sec- 
retary Pierce. 

All  of  us  know  that  one  of  our  former  colleagues.  Secretary 
Kemp,  went  in  and  tried  to  make  changes  into  that  situation,  and 
did  a  good  job  in  terms  of  trying  to  bring  some  management  back 
to  that  agency.  But  the  thing  that  nobody  talks  about  here  is  the 
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fact  that  the  very  people  for  whom  these  programs  were  intended 
are  the  victims.  And  they  are  still  today  the  victims. 

Ms.  Gaffney.  Yes. 

Mr.  Stokes.  While  the  politicians  made  off  with  the  graft  and 
corruption  and  political  appointees  had  a  field  day  over  there,  the 
poor  people,  the  elderly,  the  disabled,  the  least  in  our  society  were 
those  who  suffered  from  all  of  this. 

I  thought  about  your  testimony  here,  there  is  a  very  real  ques- 
tion about  how  do  we  really  get  at  these  very  troubling  problems 
that  you  have  presented?  For  instance,  you  have  said  to  us  that  the 
reinvention  blueprint,  whatever  it  is  called,  is  a  skeleton,  and  I  can 
see  what  you  mean  by  your  comment  about  the  devil  is  in  the  de- 
tails. We  don't  know  when  that  is  forthcoming,  or  what  it  will  be 
when  it  does  come  into  fruition. 

I  am  not  sure  Congress  has  the  expertise  to  be  able — if  HUD 
doesn't  have  the  expertise — to  develop  a  management  plan.  Cer- 
tainly Congress  in  its  legislative  role,  I  am  sure  doesn't  have  that 
type  of  capacity  either.  The  question  in  my  mind  is  where  do  we 
really  go  to  get  the  people  who  have  the  kind  of  expertise  that  is 
needed  to  set  in  place  the  kind  of  management  principles  that  need 
to  be  set  in  place  in  HUD?  You  are  the  experts. 

Ms.  England- Joseph.  I  don't  think  it  is  a  question  of  expertise, 
sir,  I  think  it  is  a  question  of  commitment  and  due  diligence  in  car- 
rying it  through.  When  you  have  a  reauthorization  cycle  of  every 
two  years  and  every  two  years  you  have  20,  30,  40  new  programs 
that  are  added  to  that  agency,  which  is  what  we  have  seen  at  HUD 
over  many  years,  anything  that  you  thought  you  started  six  months 
ago  is  probably  going  to  be  changed  six  months  later. 

And  so  the  ability  to  put  something  into  concrete  and  live  with 
it  for  the  term,  isn't  done.  So  I  think  what  we  have  got  is  almost 
a  rudderless  ship,  and  I  do  not  want  to  openly  criticize  the  Sec- 
retary, because  I  do  think  he  is  a  victim  of  circumstance,  having 
taken  an  agency  with  as  many  programs  as  it  had,  and  for  prob- 
ably good  reason  each  program  had  a  purpose  or  has  a  purpose.  I 
don't  want  to  question  the  merit  of  several  of  the  programs  that 
exist  today,  but  at  the  same  time,  that  many  new  programs,  I 
mean  the  cycling  of  programs  that  even  again  if  you  kill  it,  if  you 
thought  you  killed  it,  there  is  still  someone  over  in  HUD  working 
on  it.  And  we  don't  build  the  infrastructure  to  support  that. 

So  I  would  say  at  one  level  in  terms  of  the  management  prob- 
lems, I  do  not  think  it  is  a  question  of  expertise.  I  do  think  it  is 
a  question  of  commitment.  And  you  have  got  to  design  a  system 
that  allows  there  to  be  sustained  commitment  over  time  to  see 
those  things  put  into  place. 

Now,  in  design  of  programs  and  housing  policy,  yes,  I  think  that 
is  an  expertise  that  really  begs  for  good  information  on  which  to 
lay  out  pros  and  cons.  I  think  you  all  are  the  ones  that  need  to 
make  that  decision  as  to  where  is  it  you  want  housing  policy  to  go, 
but  I  think  there  are  plenty  of  people  out  there  that  can  provide 
you  with  good  reactions  to  plans,  as  long  as  we  have  information 
on  which  to  at  least  lay  out  for  you  options  and  pros  and  cons,  so 
you  could  at  least  weigh  those  pros  and  cons.  I  think  that  is  doable. 

I  would  say  taking  the  whole  of  HUD  or  the  whole  of  housing 
policy  at  one  time  is  a  formidable  task.  I  take  program  by  program, 
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and  I  probably  focus  on  public  and  assisted  housing  first,  because 
of  the  dollars,  because  by  design  those  programs  are  crazy,  by  de- 
sign we  have  caused  situations  where  we  are  paying  ourselves,  you 
know,  through  rental  subsidies,  we  are  paying  a  developer  so  that 
he  does  not  default  on  a  loan  that  we  insured  because  we  are  wor- 
ried that  if  he  defaults,  we  pay  that  loan  off  through  the  insurance 
fund.  And  the  rents  keep  going  up  in  order  for  us  to  cover  the  cost 
of  that  note.  I  mean  that  is  crazy,  you  know. 

So  by  design  we  have  some  programs  we  have  really  got  to  tear 
apart  and  redesign.  And  I  would  go  there  probably  before  I  would 
talk  about  restructuring  FHA,  to  tell  you  the  truth.  I  think  FHA 
is  something  that  we  need  to  first  get  behind  multifamily  issues, 
we  have  got  to  decide  what  role  we  want  as  a  Federal  Government 
to  do  in  multi-family  housing. 

I  think  we  have  got  to  take  a  hard  look  at  do  we  have  a  single 
family  role,  and  what  role  is  that,  and  is  there  a  market  niche  that 
meets  a  government  need  to  fill  that  the  private  sector  cannot  fill? 
If  there  is,  I  think  we  need  to  design  that,  rather  than  just  take 
what  exists  as  FHA  and  make  it  a  government  corporation. 

Mr.  Stokes.  The  two  of  you  have  been  most  helpful.  And,  Mr. 
Chairman,  it  would  seem  to  me  further  that  there  has  to  be  some 
type  of  close  working  relationship  with  the  authorizing  side  in 
terms  of  housing  programs  if  we  are  to  really  make  any  type  of 
meaningful  impact. 

Mr.  Lewis.  I  get  the  impression  there  is  that  will  and  interest 
on  the  part  of  the  authorizers.  I  must  say  that  as  we  are  attempt- 
ing to  emphasize  at  least  the  oversight  responsibility  that  the  Com- 
mittee has,  we  intend  to  use  the  rescission  process  to  begin  to 
evaluate  what  might  be  a  new  glide  plane  for  us.  Both  of  you  in 
your  testimony  talked  about  potential  rescissions  and  programs 
that  could  deserve  some  immediate  attention.  We  may  focus  on 
that  early  on  and  ask  for  your  assistance  as  we  go  forward. 

But  for  other  Members,  Mr.  Walsh? 

SUBSIDIZED  VACANT  HOUSING 

Mr.  Walsh.  Thank  you,  Mr.  Chairman,  and  thank  you  for  your 
testimony.  This  is  the  most  depressing  testimony  that  I  have  ever 
heard. 

Ms.  Gaffney.  No,  that  can't  be  true  after  what  you  told  us  about 
D.C. 

Mr.  Walsh.  No,  no,  I  am  thinking  about  my  jurisdictional  re- 
sponsibilities. I  have  the  U.S.  Department  of  Agriculture,  which  is 
a  huge  bureaucracy  that  no  one  understands  or  manages.  The  Dis- 
trict of  Columbia,  which  everybody  knows  about.  And  HUD,  which 
has  no  management  structure,  spending  billions  of  dollars  that  no- 
body knows  where  the  money  goes.  Ninety  billion  dollars  in  phys- 
ical plant,  $30  billion  just  to  bring  it  up  to  code  basically.  This  is 
phenomenally  depressing. 

And  I  am  thinking,  well,  you  are  talking  about  one  of  my  favorite 
movies,  which  was  Jurassic  Park,  and  it  is  not  the  dinosaur  anal- 
ogy that  you  might  be  talking  about,  it  is  the  mathematician  who 
talked  about  chaos  theory.  I  don't  know  whether  you  saw  it  or  not. 

The  larger  and  more  complex  an  organization  is,  the  more  and 
more  it  evolves  towards  the  impossibility  of  managing  it,  and  the 
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more  often  things  go  wrong.  And  I  am  just  struck  that  the  only 
thing  that  we  can  do  to  control  all  of  this  is  to  make  it  smaller. 
I  think  that  is  the  only  thing,  the  only  direction  that  we  can  go  in. 
Federal  Grovemment,  District  of  Columbia,  Department  of  Agri- 
culture, Department  of  Housing  and  Urban  Development.  I  can't 
think  of  any  other  direction  to  go  in. 

And  I  said,  well,  you  know,  you  kill  one  program  and  there  is 
still  somebody  over  at  HUD  working  on  it.  I  am  not  even  sure  if 
we  can  do  that.  But  let  me  just  ask  this  one  question.  And  this  is 
something — I  worked  on  John  Kasich's  budget  last  year,  and  it  was 
this  idea  of  subsidizing  vacant  housing.  If  memory  serves,  it  is 
about  $1  billion  a  year. 

Ms.  England- Joseph.  Yes.  Actually,  it  is  probably  about  $200 
million. 

Mr.  Walsh.  Two  hundred  million  dollars  a  year.  What  if  we  just 
pull  the  plug  on  that,  what  happens? 

Ms.  England-Joseph.  Well,  in  those  buildings  where  the  unit  is 
vacant  but  you  still  need  to  keep  it  up  in  order  for  the 

Mr.  Walsh.  What  if  we  just  do  the  buildings  that  were  vacant, 
how  much  do  we  save? 

Ms.  England-Joseph.  I  would  have  to  go  back  and  check,  but  we 
could  get  you  that  number. 

Mr.  Lewis.  Why  don't  you  give  us  an  off-the-top  guesstimate,  we 
won't  hold  you  to  it. 

Mr.  Walsh.  Somebody  will. 

Ms.  Gaffney.  It  will  be  some  form  of  that  number. 

Mr.  Walsh.  Fair  enough,  fair  enough.  I  understand  nobody  has 
those  numbers.  But,  you  know,  the  thing  that  strikes  me  is — what 
we  have  got  to  do  is  take  this  $90  billion  in  housing  stock  that  we 
have,  see  what  of  it  we  can  keep,  what  of  it  we  can  sell,  what  of 
it  we  can  fix,  and  take  some  of  these  other  programs  that  we  are 
spending  $400  billion  on  new  programs,  that  is  crazy,  $200  million 
to  subsidize  vacant  housing,  use  that  money  to  rehab  the  property 
that  is  fixable. 

Ms.  Gaffney.  It  is  very  difficult,  in  listening  to  you — not  to  talk. 

Mr.  Walsh.  Go  ahead  and  talk,  I  am  finished.  I  don't  have  any- 
thing to  say. 

Ms.  Gaffney.  If  you  had  your  task  force  or  your  commission, 
that  is  the  kind  of  an  idea  that  someone  would  bring  to  the  table 
and  say,  well,  maybe  instead  of  just  whizzing  out  to  a  vouchering- 
out  concept,  maybe  we  need  to  go  at  this  project  by  project.  Let's 
resuscitate  the  ones  that  can  be  resuscitated,  get  rid  of  the  other 
ones.  I  am  so  concerned  that  all  those  kinds  of  views  be  aired  and 
discussed  in  the  process  of  going  forward. 

Mr.  Lewis.  It  does  strike  me,  if  you  will  let  me 

Mr.  Walsh.  Sure.  I  really  don't  have  any  other  ideas. 

Mr.  Lewis.  It  does  strike  me  that  if  a  Jim  Walsh,  who  has  the 
problems  that  he  has,  were  to  be  sitting  down  with  Lou  Stokes  and 
addressing  the  reality  that  we  are  oftentimes  wasting  more  money 
than  we  are  helping  people,  and  that  led  to  working  with  the  au- 
thorizing committee  so  that,  on  the  one  hand,  the  authorizers 
might  take  a  new  direction,  on  the  other  hand,  if  they  were  not 
able  to  settle  on  a  direction,  we  would  be  very  comfortable  with  our 
deciding  to  zero  out  X  and  see  what  happens,  with  some  knowledge 
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of  what  we  think  might  happen.  That  sort  of  subwork  of  our  sub- 
committee could  actually  produce  results  that  would  surprise  us. 

Ms.  Gaffney.  I  think  so,  too. 

Mr.  Lewis.  Let's  see.  Ms.  Kaptur  has  not  come  back  yet. 

Mr.  Knollenberg. 

SECTION  8  TRACKING 

Mr.  Knollenberg.  Mr.  Chairman,  thank  you.  Ms.  England-Jo- 
seph and  Ms.  Gaffney,  thank  you  for  what  it  was  that  upset  Mr. 
Walsh.  I  may  be  misdirecting  a  question  to  you,  but  I  think  you 
mentioned  that  there  was  no  database,  there  was  absolutely  noth- 
ing in  the  way  of  data  that  you  had  to,  for  example,  keep  track, 
monitor  the  inventory.  Didn't  you  make  that  comment? 

Ms.  Gaffney.  Section  8? 

Mr.  Knollenberg.  Yes. 

Ms.  Gaffney.  That  is  an  overstatement.  If  I  said  it,  that  was  an 
overstatement. 

Mr.  Knollenberg.  Then  you  correct  it,  define  it  the  way — I 
thought  I  heard  that,  but  define  it  the  way  in  your  own  words  that 
it  actually  is. 

Ms.  Gaffney.  The  data  that  HUD  has  on  its  assisted  housing 
projects  are  incomplete,  out  of  date,  not  reliable. 

Mr.  Knollenberg.  That  is  pretty  close  to  being — that  still — 

Mr.  Lewis.  But  it  does  exist. 

Ms.  Gaffney.  And  there  are  plans  in  place  for  building  the  sys- 
tems that  are  necessary  in  that  area,  but  implementation  of  those 
plans  is  proceeding  very  slowly. 

LEGAL  ISSUES  AT  HUD 

Mr.  Knollenberg.  Okay.  Also,  you  mentioned  I  think  in  the 
written  testimony,  I  don't  believe  I  heard  this  from  you,  maybe  this 
came  from  Ms.  England-Joseph  or  perhaps  both  of  you,  but  you 
talk  about  some  of  the  laws  that  prevent  HUD  from  doing  a  proper 
job,  not  compactly  in  those  words  perhaps,  but  some  of  those  laws 
that 

Ms.  Gaffney.  Restriction,  the  one  for  one. 

Mr.  Knollenberg.  Yes,  one  for  one,  in  fact  I  wanted  you  to  talk 
about  the  one  for  one.  And  specifically,  I  have  taken  a  tour  of  the 
housing  projects  in  Detroit,  Park  Side,  Jeffries  and  a  few  others 
that  I  am  sure  the  name  may  not  mean  much  to  you,  but  some  are 
atrocious.  They  are  not — ^you  both  commented  on  the  fact  that  we 
have  to  keep  them  alive  by  pumping  in  electricity,  water,  keeping 
them  warm,  for  what,  I  don't  know. 

But  one  project,  in  particular,  I  remember  I  think  85  percent  of 
the  units  were  uninhabited  and  couldn't  be  inhabited  without  tre- 
mendous work.  In  regard  to  the  one-for-one  rule,  I  know  that  we 
did  have  a  slight  version  of  that  that  got  through  the  housing  bill 
last  time  through  my  housing  subcommittee.  Expand  a  little  bit  on 
that,  how  that  would  improve  the  situation,  what  we  might  look  to 
in  terms  of  that  one  for  one  being  changed. 

Ms.  Gaffney.  Right  now  what  happens  is  you  cannot  demolish 
one  unit  of  public  housing  without  providing  for  its  replacement. 
The  trouble  is  there  is  essentially  no  funding  for  replacement  hous- 
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ing.  We  have  been  funding  rehab.  So,  Mr.  Walsh  two  things  hap- 
pen. 

One  is  that  we  are  maintaining  this  huge  stock  of  vacant  units 
that  continue  to  be  subsidized  because  we  have  no  way  of  replacing 
them  if  we  demolish  them.  The  second  thing  is  that  we  are  provid- 
ing funding  for  rehabilitation,  not  for  construction.  So  what  is  hap- 
pening is  in  a  place  like  New  Orleans,  for  instance,  is  that  we  are 
rehabilitating  units  at  much  higher  costs  than  we  could  build  new 
units. 

It  is  a  bizarre  situation  from  many  different  directions.  Now,  one 
of  the  things  that  happened  in  the  reauthorization  bill  last  year 
was  a  move  toward  using  modernization  funds,  for  demolition  and 
replacement,  instead  of  just  rehabilitation. 

Mr.  Knollenberg.  It  seemed  to  me  that  that  would  do  a  great 
deal,  a  great  deal  of  good. 

Ms.  Gaffney.  Oh,  indeed. 

Mr.  Knollenberg.  And  why  anybody  with  any  small  amount  of 
common  sense  would  object  to  that  is  beyond  me.  But  somebody  did 
somewhere,  I  guess.  Thank  you  very  much. 

Mr.  Lewis.  Thank  you.  Mr.  Frelinghuysen. 

Mr.  Frelinghuysen.  Mr.  Chairman,  bizarre  is  one  of  my  favorite 
words  as  well.  It  seems  to  me,  and  I  hope  I  am  not  out  of  order 
on  this,  that  a  lot  of  what  both  of  you  have  said  in  many  ways  you 
ought  to  precede  the  Secretary  in  your  testimony.  Because  with  all 
due  respect,  I  am  sure  there  are  tried  and  true  traditions  around 
here,  there  are  many  things  that  you  have  raised,  and  I  haven't 
taken  the  opportunity  to  read  the  IG's  report,  this  document  here, 
then  the  other  materials  and  then  the  one  from  the  GAO,  and  I 
must  say  the  GAO  presentation  here  is  much  better  than  the  one 
I  heard  in  some  other  committee. 

It  seemed  to  me  in  some  cases  it  is  difficult  to  separate  some- 
times, the  GAO  from  the  Department.  But  in  this  case,  you  have 
a  degree  of  independence,  at  least  in  what  you  have  presented  to 
us.  And  I  commend  you  for  that.  I  think  that  to  appreciate  what 
you  said  earlier,  Ms.  England-Joseph,  that  I  think  that  there  is  a 
need  for  communication,  and  you  have  offered  that  opportunity. 

But  I  do  think  that  some  of  the  people  who  are  actually  running 
the  Department  ought  to  be  here  at  the  table  and  be  sufficiently 
prepared  to  respond  to  some  of  your  audit-like  recommendations 
and  some  of  the  points  that  you  raised,  both  of  you  have  raised  in 
your  commentary.  But  this  is  very  bizarre  situation  here,  and  I 
must  say  that  I  am  not  sure  how  we  work  ourselves  out  of  it.  Com- 
munication is  absolutely  key  towards  a  resolution. 

Thank  you. 

Mr.  Lewis.  Thank  you  very  much. 

Mr.  Neumann. 

HUD  management 

Mr.  Neumann.  My  reaction  is  exactly  the  opposite  of  Mr. 
Walsh's.  I  find  reason  for  great  optimism  in  this  discussion  this 
afternoon.  I  could  not,  coming  in  as  a  new  Member,  for  the  life  of 
me  imagine  a  $4.8  trillion  debt,  and  how  it  was  allowed  to  accumu- 
late over  this  period  of  time. 
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But  listening  here,  I  am  beginning  to  understand  how  these 
things  are  happening.  Can  I  ask  a  question?  I  want  to  make  sure 
I  heard  this  correctly.  Did  you  tell  us  that  for  the  last  10  years  the 
deficiencies  have  been  weak  internal  controls,  ineffective  organiza- 
tional structure,  an  inefficient  mix  of  staff  with  proper  skills,  inad- 
equate information  and  financial  systems,  and  that  is  the  crux  of 
the  problem  with  the  HUD  institution? 

Ms.  Gaffney.  Yes.  But  give  me  one  second  to  go  back  to  what 
we  talked  about  in  terms  of  Secretary  Pierce.  The  Pierce  years 
were  terrible  for  HUD.  There  was  political  corruption  rampant, 
clearly. 

But  not  only  that,  the  number  of  programs  started  proliferating, 
the  staff  was  cut  by  an  incredible  amount.  Every  management  sys- 
tem was  destroyed,  every  major  management  system  was  de- 
stroyed. I  have  to  look  back  at  that  period  and  time  and  believe 
that  those  people  did  not  believe  in  HUD. 

HUD  became  largely  a  management  wasteland.  When  Secretary 
Kemp  came  in,  because  HUD  had  such  a  bad  reputation  as  scandal 
ridden  and  corrupt,  that  he  worked  almost  exclusively  on  that.  You 
couldn't  blame  him.  But  he  didn't  have  a  lot  of  time  for  the  man- 
agement stuff.  So  here  we  are,  all  these  years  later. 

Mr.  Neumann.  Well,  the  question,  I  should  probably  not  ask  this 
question  and  stay  out  of  trouble,  but  the  question  that  begs  asking 
it  would  seem  to  me  coming  from  the  private  sector  is  how  many 
folks  are  still  there  that  were  there  during  this  10  year  period  of 
time? 

And  the  responsibility,  we  seem  to  be  placing  the  responsibility 
only  at  the  Secretary  level,  and  it  would  seem  to  me  that  in  an  or- 
ganization of  this  size,  there  is  a  lot  more  responsibility  that  needs 
to  be  looked  at  up  and  down  the  line.  And  perhaps  some  of  the  an- 
swers, I  mean  I  know  if  this  was  my  corporate  board  room  and  you 
had  brought  me  this  kind  of  a  report 

Mr.  Frelinghuysen.  Fired. 

Mr.  Neumann.  You  say  it,  so  I  don't  get  in  trouble. 

Mr.  Lewis.  With  whom  will  you  get  in  trouble? 

Mr.  Neumann.  Well,  the  bottom  line  is  I  would  look  to  replace- 
ment at  a  variety  of  levels  up  and  down  the  line.  I  would  not  look 
necessarily  at  the  top  alone.  I  would  look  at  staff  positions  up  and 
down  the  line  and  say  if  these  folks  have  been  here  during  this  pe- 
riod of  time  and  this  is  the  end  result,  I  think  we  should  look  for 
new  people. 

And  personally,  I  think  of  the  use  of  our  tax  money  in  a  manner 
that  has  been  described  here  this  afternoon  is — I  don't  have  a  word 
to  describe  it.  Because  Mr.  Stokes'  point  that  it  is  the  people  that 
are  hurt  ultimately  because  of  this  waste  of  money,  is  a  point  very, 
very  well  taken. 

And  I  don't  think  there  is  an  excuse  for  letting  this  continue.  If 
people  have  been  there  for  10  years  and  this  is  the  end  result  of 
the  10  years,  I  think  it  is  time  to  look  for  new  people.  And,  Mr. 
Stokes,  I  would  hope  that  those  new  people  would  be  able  to  pro- 
vide the  truly  needy  folks  that  are  serviced  by  some  of  these  Fed- 
eral tax  dollars  that  we  are  spending  here,  that  those  dollars  get 
directed  to  the  people  that  deserve  the  dollars  so  we  can  actually 
help  people  instead  of  having  the  situation  you  have  here.  Now,  I 
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realize  I  am  new,  so  I  temper  all  of  this  with  the  fact  that  this  is 
my  first  time  around  here. 

Ms.  Gaffney.  No,  I  appreciate  your  remarks.  I  would  ask  for 
your  help  in  one  area,  if  you  would.  You  see,  there  is  such  a  fas- 
cination in  Washington  with  policy,  and  typically  people  are  so 
bored  with  management  that  when  we  have  these  hearings,  and 
Judy  and  I  say  these  things,  people  yawn,  you  know.  It  is  not  the 
kind  of  thing  that  grabs  attention. 

Mr.  Neumann.  Then  I  would  encourage — come  back  and  tell  us 
exactly  what  is  necessary. 

Ms.  Gaffney.  And  that  is  also  the  case  within  the  departments 
and  agencies.  So  that,  for  instance,  what  I  have  described  to  you 
as  management  deficiencies  in  HUD  are  the  province  of  something 
that  is  called  a  management  committee,  which  is  essentially  a  com- 
mittee without  charter,  without  power,  without  authority,  that  is 
fragmented  and  process  oriented.  So  you  could  help  me,  you  could 
help  us  all  get  the  message  across,  that  management  matters. 

Mr.  Neumann.  Maybe  we  need  to  work  together  to  empower  the 
folks,  folks  that  should  be  benefitting  by  these  programs,  to  allow 
them  to  help  in  the  decision-making  process  so  that  some  of  these 
funds  get  redirected  where  they  belong. 

Mr.  Stokes.  Makes  a  lot  of  sense. 

BIPARTISAN  cooperation 

Mr.  Lewis.  We  have  a  quorum  call  which  will  be  followed  by  a 
vote.  Seems  to  me  that  may  be  a  very  good  time  for  us  to  break 
this  portion  of  this  hearing,  and  come  back  for  our  last  two  wit- 
nesses. But  before  we  leave,  let  me  share  this  with  you.  And  Louis 
Stokes  knows  me  well  enough  to  know  I  wouldn't  say,  use  this 
quote  lightly,  even  though  it  refers  to  Democrats,  but  I  express  it 
because  out  of  this  discussion. 

I  feel  the  very  same  kind  of  enthusiastic  optimism  that  I  think 
I  felt  from  Mr.  Neumann.  So,  listen.  Democrats  must  figure  out 
what  works.  We  must  be  advocates  for  people  and  not  automati- 
cally defend  every  government  program.  One  example  is  Federal 
housing  policy. 

We  thought  if  we  gave  people  housing,  we  would  give  them  op- 
portunity. But  a  series  of  complicated  rules  and  boutique  programs 
have  rewarded  the  wrong  kind  of  behavior  and  made  housing 
projects  zip  codes  for  pathology.  But  Democrats'  addiction  to  other 
people's  misery  does  not  solve  their  problems  or  substitute  for  na- 
tional policy.  I  quote  Barbara  Mikulski,  the  Ranking  Member  of 
our  committee  in  the  Senate.  "If  there  are  those  concerns  and  those 
kinds  of  views  being  expressed  by  Democrats  and  Republicans 
around  here,  there  is  reason  to  be  optimistic."  Not  any  question 
that  there  will  be  follow  through  on  this  discussion.  I  am  not  sure 
exactly  the  form  it  will  take,  Mr.  Stokes,  but  I  do  intend  that  you 
and  I  will  talk  about  it  and  then  go  to  our  members,  see  what  we 
can  do. 

Mr.  Stokes.  And  I  think  that  from  what  I  have  heard  here  this 
afternoon,  obviously  there  is  concern,  I  think  genuine  concern,  on 
both  sides  of  the  table.  And  I  see  no  reason  why  we  can't  sit  down 
in  the  interest  of  what  is  best  for  the  people  we  are  trying  to  serve 
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and  be  sure  the  taxpayers'  dollar  is  reaching  those  individuals,  that 
we  cannot  look  together  to  see  that  is  accomplished. 

Mr.  Lewis.  When  we  come  back,  we  have  two  additional  wit- 
nesses. We  will  probably  have  them  sit  together  as  well.  This  didn't 
save  nearly  the  time  that  some  of  those  anticipated.  It  was  very  in- 
teresting to  have  you  both  here  at  the  same  time,  and  we  were  very 
interested  in  your  testimony  and  appreciate  your  help. 

[Vote  recess.] 

Mr.  Lewis.  Go  ahead. 

Mr.  FOSLER.  I  was  going  to  say,  unfortunately,  Mr.  Chairman, 
Feather  O'Connor  Houstoun,  who  is  the  Chair  of  our  panel,  had  to 
leave.  She  is  from  out  of  town  and  had  to  catch  a  train. 

Mr.  Lewis.  She  did?  Well,  I  am  sorry.  Tell  her  we  appreciate 
having  you  all  substitute.  Will  you  be  presenting  her  testimony,  by 
chance? 

Ms.  Rogers.  After  my  fashion. 

Mr.  Lewis.  After  your  fashion. 

Ms.  Rogers.  Certainly  not  as  eloquently  as  she  could.  But  I  am 
speaking  on  her  behalf. 

Mr.  Lewis.  Well,  we  don't  necessarily  have  to  make  that  distinc- 
tion. Mr.  Fosler,  then,  we  will  hear  your  testimony,  and  then  we 
will  turn  to  Ms.  Rogers. 

MR.  FOSLER'S  opening  REMARKS 

Mr.  FosLER.  Mr.  Chairman,  thank  you.  I  am  Scott  Fosler,  Presi- 
dent of  the  National  Academy  of  Public  Administration.  The  Acad- 
emy is  a  private,  nonprofit,  nonpartisan  organization  that  was 
chartered  by  Congress  to  improve  the  effectiveness  of  government 
at  all  levels.  Federal,  State,  and  local. 

In  1994,  an  Academy  panel  pursuant  to  a  congressional  mandate 
completed  a  major  study  of  HUD,  including  the  Department's 
human  resource  requirements  in  management,  financial  manage- 
ment, systems  integration,  and  resource  estimation  capabilities. 

The  appropriation  committees,  which  mandated  this  study,  were 
essentially  concerned  with  the  capability  of  HUD  to  be  able  to 
carry  out  its  mission  effectively  and  efficiently,  including  its  ability 
to  estimate  effectively,  and  allocate  staff",  to  monitor  potential  fi- 
nancial obligations  and  program  performance,  and  to  give  appro- 
priate priority  to  the  mainline  housing  and  community  develop- 
ment programs. 

During  the  course  of  the  study,  the  scope  of  it  was  extended  to 
include  the  overall  organization  of  HUD.  We  have  the  final  report, 
which  was  released  in  July  of  1994,  called  Renewing  HUD  Long 
Term  Agenda  for  Effective  Performance.  The  Academy  panel  ad- 
dressed fundamental  issues  of  how  to  simplify  and  consolidate  pro- 
grams, how  to  sustain  management  attention  on  building  and 
maintaining  HUD's  institutional  capacity,  and  it  focused  heavily  on 
how  the  Federal  Government  can  relate  to  communities  in  a  more 
constructive  manner. 

Copies  of  the  report  have  been  provided  to  the  subcommittee  and 
I  would  ask  that  request  that  a  summary  report  be  included  in  the 
record  of  the  hearing. 

The  Academy  fashions  panels  in  a  way  that  draws  on  our  400  fel- 
lows, who  are  people  with  expertise  in  public  management,  current 
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and  former  Cabinet  secretaries,  senior  career  executives,  business 
executives,  journalists.  State  and  local  government  officials,  and 
others. 

In  this  particular  instance,  we  put  together  a  panel  that  quite 
consciously  had  expertise  from  different  perspectives  in  the  inter- 
governmental system.  Our  Chair,  Feather  O'Connor  Houston,  as  I 
mentioned,  unfortunately  is  from  out  of  town  and  had  to  catch  a 
train  to  leave,  but  we  are  quite  pleased  that  Dr.  Jacqueline  Rogers, 
who  just  completed  a  tenure  as  the  Secretary  of  Housing  and  Com- 
munity Development  for  the  State  of  Maryland,  is  also  a  member 
of  the  panel  and  is  here  to  present  the  panel's  report.  And  we  also 
had  Greg  Ahart,  who  is  one  of  the  key  staff  members  on  our 
project. 

Mr.  Lewis.  Welcome,  Mr.  Ahart. 

Mr.  FOSLER.  Let  me  ask  Dr.  Rogers  if  she  could  summarize  Ms. 
Houstoun's  report. 

DR.  JACQUELESI  ROGERS  SUMMARY  REMARKS 

Ms.  Rogers.  Mr.  Lewis  and  Mr.  Stokes,  you  have  had  a  long  day 
and  I  don't  think  we  want  to  keep  you  any  longer  than  we  have 
to.  The  Academy  panel  was  very  troubled  by  the  conditions  that  we 
found  HUD  in. 

And  I  don't  think  I  have  to  go  through  yet  another  recitation  of 
the  management  problems  that  you  heard  ably  presented  by  out- 
side, I  guess,  HUD's,  I  guess,  by  the  GAO  representative.  We  did 
conclude  that  Secretary  Cisneros  is  probably  the  first  strong  leader 
that  HUD  has  had  in  many,  many  years,  and  that  he  has  thought- 
fully undertaken  reform  measures  that  could,  if  sustained,  lead  to 
a  strong  and  operable  HUD. 

We  also  concluded,  however,  that  it  would  be  inappropriate  to  lay 
the  full  responsibility  for  the  managerial  defaults  at  HUD  on  HUD 
and  on  its  management  because  it  was  very  clear  to  us  at  the  end 
of  our  study  that  the  authorization  or  the  laws  that  create  and  gov- 
ern HUD  are  sorely  in  need  of  review.  They  have  become  laden 
with  intricacies  so  that  HUD  is  hamstrung  virtually  at  every  turn 
and  does  not  have  the  flexibility  it  needs  to  use  its  Federal  funds 
wisely. 

So  our  bottom  line  simply  stated  was  that  if  after — if  after  five 
years  HUD  did  not  have  a  thoughtful  reauthorization  for  HUD,  as 
well  as  a  far  more  effective  managerial  system,  then  it  would  be 
time  to  declare  the  war  over  and  some  new  institution  should  be 
sought  to  replace  HUD. 

We  picked  the  five-year  time  frame  because  we  recognized  that 
neither  reauthorization  at  the  congressional  level  nor  management 
reform  is  something  that  you  can  achieve  at  the  snap  of  a  finger. 
It  takes  a  lot  of  long-term,  sustained  effort  on  both  sides  to  get  re- 
form. 

But  we  wanted  to  emphasize  that  the  President,  the  Congress, 
and  HUD,  would  all  have  to  work  together  if  the  problems  that 
now  face  HUD  were  to  be  solved. 

In  looking  at  Secretary  Cisneros'  agenda,  there  is  much  to  be 
commended.  It  may  still  be  in  skeletal  form,  as  everyone  today 
said,  but  it  certainly  serves  as,  I  think,  a  very  thoughtful  point  of 
departure  for  action.  The  HUD — the  NAPA  panel  concluded  that 
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program  proliferation  was  enormously  inefficient  and  wasteful,  and 
we  suggested  that  HUD  should  try  to  get  down  to  10  or  so  pro- 
grams. 

The  Secretary's  proposal  first  to  go  to  eight  and  then  to  three 
program  categories,  following  the  lines  of  the  block  grant  model 
which  would  delegate  under  broad  programmatic  guidelines  to  the 
lowest  accountable  level  of  government.  And  I  think  everyone  on 
the  panel  would  endorse  that  broad  approach  and  encourage  you  to 
pursue  authorization  along  those  lines. 

I  am  very  heartened  to  see  the  dialogue  about  having  the  Appro- 
priations Committee  and  the  authorizing  committees  both  on  the 
House  side  and  the  Senate  side  work  together.  Because  it  is  essen- 
tial that  that  dialogue  occur  here  if  we  are  going  to  get  some  sen- 
sible programs  out  the  other  end. 

NAPA  also  recommended  that  FHA  be  spun  off.  We  had  a  lot  of 
discussion  within  the  panel  about  the  nature  of  that  and  concluded 
that  a  corporate  structure  that  was  still  answerable  directly  to  the 
Secretary  of  Housing  and  Urban  Development  would  be  the  best 
approach.  We  didn't  feel  that  creating  a  wholly  independent  new 
housing  corporation  made  sense. 

You  probably  read  the  articles  in  The  Washington  Post  about 
Fannie  Mae,  and  it  is  certainly  a  major  money-maker  for  its  cor- 
porate stockholders,  but  if  you  have  ever  worked  with  Fannie  Mae, 
you  know  that  taking  risk  is  not  high  on  its  agenda  and  serving 
those  least  able  to  compete  is  very  far  down  on  the  agenda.  And 
we  believe  that  FHA  or  an  FHA-like  insurance  vehicle  is  necessary 
if  people  are  going  to  get  that  first  step  into  home  ownership. 

Maryland  operates  a  State-funded  insurance  program  with  a 
very,  very  low  default  rate,  and  we  believe  that  FHA  can  operate 
in  a  professionally  successful  manner.  We  think  that  the  single 
family  side  of  FHA  is  pretty  much  in  good  shape  and  not  a  source 
of  huge  concern.  The  multifamily  side,  as  you  heard  from  the  ear- 
lier testimony,  is  in  much  more  serious  condition.  Managing  risk  is 
a  business,  and  government  is  not  often  well  equipped  to  comport 
itself  in  a  businesslike  fashion. 

If  you  have  a  multibillion  dollar  business  and  you  are  managing 
risk  in  a  real  estate  portfolio  with  ever-changing  conditions  on  the 
street  and  you  are  hampered  in  your  management  of  that  portfolio 
by  personnel  ceilings,  by  merit  system  hiring  and  staff  allocating 
resources,  you  are  almost  doomed  to  operate  yourselves  into  a 
nonbusinesslike  way. 

So  in  recommending  a  corporate  structure,  what  we  had  in  mind 
was  that  HUD  could  organize  itself  and  staff  itself  to  carry  out  its 
functions  in  a  businesslike  way.  And  we  don't  really  see  any  pros- 
pect for  that  happening  within  the  current  Federal  Governmental 
structure. 

Our  review  demonstrated  that  area  offices  had  sometimes  gone 
for  years  without  their  own  general  counsel.  Think  about  running 
a  real  estate  portfolio  without  a  lawyer.  I  mean  it  makes  no  sense 
at  all.  They  don't  have  the  legislative  flexibility  to  do  workouts  and 
write  off  small  amounts  of  debt  in  order  to  reestablish  property  so 
that  it  can  carry  the  remainder  of  the  debt.  They  are  instead 
doomed  to  spiral  evei  down  until  the  property  is  totally  dead  and 
lost,  after  which  they  are  in  a  position  to  give  things  away. 
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Now,  the  Federal  (jovemment  has  just  been  through  its  exercise 
with  the  RTC.  The  banking  community  all  over  America  has 
learned  a  great  deal  about  how  to  manage  troubled  portfolios,  be- 
cause FHA  was  not  the  only  entity  that  got  in  trouble  with  multi- 
family  property. 

So  there  is  a  tremendous  amount  of  current  expertise  out  there 
in  the  workplace  now  about  how  to  work  through  a  troubled  port- 
folio and  either  spin  it  off  or  stabilize  it  so  that  it  can  be  a  good 
insurance  risk.  But  there  is  a  great  mismatch  between  HUD's  cur- 
rent staff  and  that  expertise  that  is  out  there.  And  a 
corporatization  of  FHA  might  permit  them  to  access  the  resources 
they  need  to  fulfill  what  is  a  very  legitimate  mandate.  So  we  place 
that  aspect  of  reform  very  high  on  the  agenda. 

[The  information  follows:] 
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STATEMENT  OF 
R.  SCOTT  FOSLER 

Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  R.  Scott  Fosler,  President  of  the  National  Academy  of  Public  Administration  and 
a  fellow  of  the  Academy.    The  Academy  is  a  private,  non-profit  and  non-partisan 
organization  chartered  by  Congress  to  improve  the  effectiveness  of  government  at  all  levels  - 
federal,  state  and  local.    I  am  pleased  to  respond  to  your  invitation  to  appear  at  this  hearing 
on  the  future  of  HUD. 

In  1994,  an  Academy  panel,  pursuant  to  a  congressional  mandate,  completed  a  major 
study  of  HUD,  including  the  department's  human  resource  requirements  and  management, 
fmancial  management,  systems  integration,  and  resource  estimation  capabilities.    The 
Appropriations  Committees,  which  mandated  this  study,  were  concerned  about  HUD's  ability 
to  carry  out  its  mission  efficiently  and  effectively,  including  its  ability  to  estimate  and 
effectively  allocate  staff,  monitor  potential  financial  obligations  and  program  performance, 
and  give  appropriate  priority  to  the  mainline  housing  and  community  development  programs, 
such  as  community  development  block  grants,  mortgage  insurance,  section  8  programs,  and 
public  and  Indian  housing.   Eventually,  the  study's  scope  was  extended  to  include  an 
assessment  of  HUD's  organization.   The  panel's   final  report.  Renewing  HUD:  A  Long-Term 
Agenda  for  Effective  Performance,  was  issued  in  July  1994. 

The  Academy  panel  addressed  the  fundamental  issues  of  how  to  simplify  and 
consolidate  programs  and  sustain  management  attention  on  building  and  maintaining  HUD's 
institutional  capacity,  and  focused  heavily  on  how  the  federal  government  can  relate  to 
communities  in  a  more  constructive  manner.   Copies  of  the  panel's  report  have  been 
provided  to  the  Subcommittee,  and  I  request  that  the  Summary  Report  be  included  in  the 
record  of  this  hearing. 

Feather  O'Connor  Houstoun,  a  fellow  of  the  Academy,  chaired  the  Academy  panel 
and  is  here  today  to  discuss  the  panel's  report.   Jacqueline  Rogers,  a  member  of  the 
Academy  panel,  and  Gregory  Ahart,  a  member  of  the  study  project  staff,  are  also  here.    Ms. 
Houstoun  will  summarize  the  panel's  findings  and  we  would  be  pleased  to  respond  to 
questions. 
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STATEMENT  OF 
FEATHER  O'CONNOR  HOUSTON 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

My  name  is  Feather  O'Connor  Houstoun,  and  I  am  a  Fellow  of  the  National 
Academy  of  Public  Administration  (NAPA).   Last  year,  I  served  as  chair  of  the  Academy's 
Panel  on  the  Future  Organization  and  Management  of  the  Department  of  Housing  and  Urban 
Development  (HUD). 

THE  CHALLENGE  AHEAD 

After  reviewing  the  evidence,  our  panel  concluded  that  HUD  is  at  a  crossroads.    It 
can  become  an  effective  public  institution  or  it  can  continue  down  the  now  familiar  road  of 
poor  performance.   Our  panel  concluded  that  if,  after  five  years,  HUD  is  not  operating  under 
a  clear  legislative  mandate  and  in  an  effective,  accountable  manner,  the  President  and 
Congress  should  seriously  consider  dismantling  the  department  and  moving  its  core  programs 
elsewhere. 

If  HUD  is  to  function  effectively,  the  administration,  the  department,  and  Congress 
need  to  proceed  expeditiously  with  a  comprehensive  reconsideration,  consolidation  and 
reauthorization  of  HUD's  programs.    Until  HUD  can  get  its  programmatic  house  in  order,  no 
amount  of  tinkering  with  management  will  cure  what  ails  this  organization.   There  must  be  a 
rationalization  of  HUD  programs.    Instead  of  having  between  150  and  200  separate  programs 
that  HUD  cannot  manage  effectively  within  its  available  resources,    HUD's  program 
structure  should  be  reorganized  to  have  not  more  than  10  major  programs.    In  the  meantime, 
HUD  should  have  additional  waiver  and  demonstration  authority. 

HUD  IN  THE  COMMUNITIES: 

MOVE  FROM  REQUIREMENTS  TO  RESULTS 

A  consequence  of  having  so  many  targeted  and  narrowly  focused  initiatives  is  that 
communities  confront  a  confusing  array  of  programs,  each  with  their  own  application  and 
reporting  requirements.    Communities  are  sometimes  unable  to  allocate  federal  resources  on 
the  basis  of  local  priorities.    Instead,  to  obtain  HUD  resources,  states,  localities,  or  other 
direct  service  providers  must  apply  for  more  narrowly  targeted  funds  often  meeting  a 
community's  lower-priority  needs,  simply  because  those  are  the  fiinds  available. 

Our  panel  recommended  that  HUD: 

♦  Work  through  a  single  community  planning  mechanism  to  coordinate 
information  and  reporting  requirements  among  HUD's  programs  and  across  its 
offices. 

♦  Eliminate  requests  for  data,  in  plans  and  reports,  unless  they  are  integral  to 
direct  program  operations  and  HUD  consistently  uses  the  data. 
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♦  Emphasize  the  need  to  demonstrate  results  rather  than  to  document  processes. 
This  must  be  done  through  substantive  changes,  such  as  modifying  reporting 
requirements  so  that  users  are  asked  largely  to  present  information  on 
performance. 

♦  Consolidate  calls  for  data,  among  HUD's  programs  and  across  its  divisions, 
and  take  advantage  of  technology.   Automate  data  requests  and  input  whenever 
possible. 

♦  Work  with  Congress  to  draft  amendments  to  the  HUD  Reform  Act  so  that  the 
Act's  requirements,  while  working  toward  sound  management  and 
accountability,  do  not  serve  as  impediments  to  HUD's  goals  in  working  with 
developers,  direct  service  providers,  and  communities. 

FROM  BIT  PLAYER  TO  FULL  PARTNER 

While  HUD's  housing  role  in  the  nation's  communities  has  diminished,  increasingly 
important  parts  have  been  played  by  state  and  local  governments,  other  federal  departments, 
government-sponsored  enterprises  (GSEs),  private  financial  institutions,  and  innovative  local 
lending  programs.  In  many  states,  the  housing  finance  agency  is  significantly  more 
prominent  than  HUD  in  funding  projects  and  in  spearheading  innovative  programs.  HUD's 
staff  were  not  seen  as  having  the  sophisticated  level  of  skills  necessary  to  work  on  complex 
housing  or  community  development  issues,  and  HUD  was  not  seen  as  creating  incentives  or 
providing  the  resources  for  its  staff  to  become  more  meaningful  partners  with  its 
communities  of  users. 

"Partnership"  has  become  a  consistent  theme  at  HUD  in  the  mid-1990s,  and  there  is 
commitment  to  this  concept.   It  is  not  yet  clear,  however,  where  HUD  will  acquire  the  staff 
resources  or  flexibility  to  participate  in  the  very  time-intensive,  sophisticated  deal-making 
that  is  central  to  housing  and  community  development  partnering.   True  cross-program, 
community-based  efforts  are  very  labor  intensive  and  cannot  be  done  unless  staff  are  trained 
to  work  cooperatively  rather  than  as  principally  monitors  or  regulators.    Still,  commitment  is 
the  first  step,  and  HUD  has  pledged  to  be  a  full  partner  with  the  nation's  communities. 

Our  panel  recommended  that  HUD: 

♦  Use  the  newly  formed  Community  Empowerment  Teams  in  HUD's  81 
locations  to  seek  regular  input  from  HUD's  communities  of  users  on  HUD 
policies  and  requirements  and  the  impact  they  will  have  on  communities. 

♦  Minimize  Washington-based  interference  in  local  decisions  and  partnerships. 

♦  Legitimize  interaction  between  HUD  and  the  various  communities  it  serves. 
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♦  Study  the  Negotiated  Investment  Strategy  concept,  which  entails 
intergovernmental  negotiation  to  facilitate  local  urban  strategies;  consider 
implementing  some  of  these  concepts— without  creating  a  separate  program  to 
do  so. 

♦  Revise  the  employee  incentive  system  (expectations,  rating  criteria,  and 
promotion  considerations)  to  emphasize  that  working  with  communities  and 
other  agencies  is  as  important  as  enforcing  regulations. 

♦  Undertake  a  major  investment  in  retooling  HUD  staff  to  prepare  for  different 
kinds  of  relationships  with  all  communities  of  users. 

♦  Create  short-term  staff  rotation  assignments  between  HUD  and  state  and  local 
govemmenU  and  nonprofit  organizations. 

HUD'S  REORGANIZATION  -  MORE  CHANGES  NEEDED 

In  the  new  HUD  organization,  all  authority  moves  along  program  lines  and  there  is 
no  local  decisionmaker  to  integrate  HUD's  work  in  the  communities.   This  is  unlikely  to 
advance  HUD's  stated  mission  of  creating  communities  of  opportunity.    As  long  as  HUD's 
field  structure  is  tied  to  the  programs  it  administers  rather  than  geared  to  helping 
communities  leverage  resources,  it  is  not  likely  HUD  will  be  an  effective  partner. 

Our  panel  concluded  that  HUD  should: 

♦  Readdress  the  issue  of  providing  field-level  decision-making  authority  to  area 
coordinators  to  work  through  inter-program  issues  among  HUD  staff  and  with 
communities. 

♦  Take  a  hard  look  at  how  its  new  structure  is  meeting  the  secretary's  goal  of  putting 
communities  first. 

4        Maintain  a  flexible  attitude  to  change  course  as  necessary. 

Changes  in  workload  and  advances  in  communication  technology  mean  that  the  HUD 
of  the  future  will  not  need  81  offices  scattered  throughout  the  country.   With  processing 
centers  handling  location-neutral  activities,  HUD  can  function  with  a  smaller  number  of  full- 
service  offices  that  have  outreach  programs  joining  in  partnerships  with  communities.   That 
does  not  mean  that  HUD  needs  to  be  a  lesser  player  in  the  nation's  communities.   HUD 
needs  to  be  able  to  organize  its  work  and  allocate  its  staff  to  best  fulfill  its  mission  and  to 
support  intergovernmental  and  organizational  partnerships  that  build  on  community  priorities. 

Our  panel  recommended  that  HUD: 
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♦  Maximize  the  use  of  processing  centers  to  handle  location-neutral  activities. 

♦  Use  the  next  two  years  to  determine  the  number  of  offices  needed  to 
effectively  perform  its  mission  and  propose  to  Congress  the  needed  workplace 
and  workforce  realignments. 

CORPORATIZE  THE  FEDERAL  HOUSING  ADMINISTRATION 

The  vertical  program  structure  best  serves  a  commercial-type  function  such  as  the 
Federal  Housing  Administration  (FHA).   FHA's  insurance  puts  the  federal  government  at 
substantial  financial  risk  and  requires  a  very  different  mode  of  operation  to  manage  that  risk 
properly.   Thus,  our  panel  recommended  creating  a  separate  structure  for  FHA  within  HUD. 
The  FHA  commissioner  must  be  able  to  decide  how  to  organize  and  manage  this  complex 
insurance  enterprise  in  such  a  way  that  the  government's  interest  is  protected  over  the  long 
term.   With  the  flexibility  for  administrative  and  product  decisions,  FHA  will  also  be  able  to 
apply  different  program  devices,  depending  on  a  community's  needs,  and  can  better  work 
with  the  rest  of  HUD  as  a  true  partner  in  the  nation's  communities. 

Once  FHA  becomes  a  separate  entity  under  the  secretary's  policy  direction,  the 
secretary  can  concentrate  on  creating  a  department  that  ensures  that  issues  are  resolved  in  the 
HUD  office  closest  to  a  community,  and  minimizes  the  number  of  problems  that  get  bucked 
up  to  headquarters. 

MANAGEMENT  SYSTEMS  AND  INITIATIVES 

By  any  measure,  our  panel  found  HUD's  management  systems  had  failed  to  meet 
essential  needs.   They  failed  the  secretary  in  fulfilling  his  stewardship  responsibilities  to  the 
American  public.   They  failed  to  provide  credible  data  for  Congress  on  which  to  evaluate 
programs.    And,  not  least,  they  failed  HUD's  staff  on  the  front  lines  who  need  to  be  well- 
trained,  highly  motivated,  and  adequately  served  by  computers  and  systems  if  they  are  to  do 
their  jobs  well.   Studies  by  HUD  management,  the  HUD  inspector  general,  GAG, 
congressional  committees,  and  outside  consultants  all  documented  significant  problems  with 
HUD  management  systems.    Secretary  Cisneros  recognized  the  inadequacies  and  placed  a 
high  priority  on  fixing  the  systems. 

Overall,  the  panel  concluded  that  HUD's  initiatives  were  sound  and  moving  in  the 
right  directions.    Many  of  the  problems  in  HUD's  management  systems,  however,  cannot  be 
solved  easily  or  quickly.    Sustained  efforts  and  concerted  management  attention  ~  over  a 
number  of  years  and  probably  beyond  the  tenure  of  many  of  HUD's  top  leadership  —  is 
essential.   Moreover,  long-term  commitment  and  support  by  HUD  leadership,  as  well  as  the 
0MB  (on  behalf  of  the  President),  and  by  Congress  are  critical  to  the  process. 


Here  are  some  observations  on  specific  areas: 
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♦  Financial  management:   HUD  has  made  a  good  start  at  addressing  the  department's 
financial  management  problems.   But,  raising  the  quality  of  HUD  financial 
management  to  an  acceptable  level  will  take  years  of  consistent  and  concerted 
leadership  and  effort. 

♦  Information  management:   HUD  has  moved  aggressively  to  address  its  many 
problems  in  information  management  and  systems  integration.   To  build  on  these 
early  successes,  HUD  needs  to  consider  issues  focusing  on  leadership  and  oversight, 
strategic  business  and  information  planning,  information  management,  field 
involvement  in  systems,  enterprise  architecture,  and  investment  in  information 
infrastructure. 

4         Staff  estimation  and  allocation:   Any  proposal  for  significant  adjustments  in  HUD's 
resources— up  or  down— should  be  supported  by  an  analysis  of  the  impact  of  that 
adjustment  on  HUD's  capacity  to  carry  out  its  responsibilities. 

4         Human  resources  management:   HUD's  work  force  is  not  in  good  shape.    It  suffers 
from  a  poor  public  image  and  criticism  from  its  clients,  and  it  is  aging.   For  nearly 
15  years,  HUD  has  done  little  to  recruit  new  staff.   Particular  attention  should  be 
directed  to  staffing,  executive  and  supervisory  development,  performance 
management,  and  staff  communication. 

BUILDING  AND  MAINTAINING  THE  INSTITUTION: 
A  LONG-TERM  AGENDA  IS  KEY 

The  policy  and  management  initiatives  of  the  administration  and  Congress  will  have 
little  value  to  the  people  to  be  served,  and  taxpayer  dollars  will  continue  to  be  at  risk  unless 
HUD  creates  a  long-term  institution-building  agenda  and  a  focal  point  to  implement  and  track 
it.   Here  are  the  key  elements: 

♦  Strong  and  sustained  leadership  for  HUD  at  headquarters  and  in  the  field. 

♦  An  ensured  supply  of  new  staff  talent. 

4        A  focus  for  administration  and  management  that  emphasizes  continuity  in 
leadership,  systems,  and  organizational  principles. 

♦  Change  in  culture  from  reactive  to  proactive,  from  defensive  to  offensive. 

4         Effective  and  stable  core  management  systems  in  information  management,  human 
resources  management,  and  fmancial  management. 

f         A  process  for  thinking  and  acting  strategically  to  ensure  alignment  between  the 
department's  vision,  values,  goals,  and  legislative  reforms. 


855 


LEADERSHIP  NEEDED  TO  CARRY  OUT  THE  AGENDA 

There  are  two  key  elements  in  providing  the  leadership  for  carrying  out  the  long-term 
agenda.   The  first  is  clarification  and  consolidation  of  responsibility  for  developing  and 
carrying  out  the  agenda.   The  second  is  continuity.   Sustained  management  competence  and 
continuity  are  vital  to  building  and  maintaining  an  effective  department.   Without  it,  the 
discipline  required  to  "stay  the  course"  in  rebuilding  HUD  will  not  be  present.    Our  panel 
recommended  that  HUD: 

♦  Develop  legislation  that  would  provide  continuity  of  leadership  by  establishing 
an  under  secretary  for  management  and  requiring  that  the  individual  in  this 
position  be  appointed  by  the  President  and  subject  to  Senate  confirmation  with 
qualifications  to  manage  a  large  public  organization  set  forth  in  the  law.    Like 
the  inspectors  general,  Congress  should  be  notified  on  removal  of  any 
incumbent  in  this  position. 

♦  Assign  responsibility  for  implementing  elements  of  the  agenda  to  specific 
individuals  or  groups  under  the  leadership  of  the  chief  operating  officer 
[deputy  secretary],  working  with  the  under  secretary  for  management. 

♦  Provide  a  career  staff  to  support  the  work  of  the  under  secretary. 

HUD'S  REINVENTION  BLUEPRINT 

On  December  19,  1994,  President  Clinton  announced  $24  billion  in  cuts  in 
"bureaucracy,  red  tape,  and  outmoded  programs"  as  well  as  a  commitment  to 
continuing  the  freeze  on  discretionary  spending  designed  to  save 

another  $52  billion  in  the  next  five-year  budget  cycle.    HUD  was  one  of  five  departments 
and  agencies  whose  programs  were  to  be  cut.   Secretary  Cisneros  committed  to  changes  that 
would  save  $800  million  over  five  years. 

In  a  19-page  "Reinvention  Blueprint"  issued  the  same  day,  HUD  outlined  a 
"fundamental  overhaul"  and  the  further  "reinvention"  of  the  department.   The  plan  has  three 
components:  (1)  consolidating  programs  and  moving  to  performance-based  funding,  (2) 
transforming  public  housing,  and  (3)  creating  an  entrepreneurial,  government-owned  FHA 
corporation.   Sixty  HUD  programs  are  to  be  consolidated  into  three  flexible,  pciformance- 
based  funds  with  major  responsibilities  devolved  to  state  and  local  governments.   Operating 
subsidies  for  public  housing  would  be  converted  to  rental  assistance  for  residents.    FHA's 
conversion  to  a  government  corporation  would,  according  to  HUD,  "enhance  the  ability  of 
the  public  and  private  sectors  to  expand  ownership  opportunities  for  millions  of  Americans. " 

We  applaud  HUD's  plans  to  consolidate  its  major  programs  and  convert  FHA  to  a 
government  corporation.   These  are  consistent  with  our  panel's  recommendations.   However, 
we  found  this  document  to  be  more  like  an  "artist's  rendition"  than  a  "blueprint."   To 
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accomplish  anything  close  to  what  is  envisioned  will  require  much  more  detailed  definition  of 
needed  revisions  to  existing  laws,  further  changes  in  internal  organization,  and  new 
arrangements  between  HUD  and  its  stakeholders,  including  state  and  local  governments  and 
community-based  organizations. 

We  are  also  concerned  about  the  proposed  timetable.   HUD  wants  to  have  everything 
in  place  by  fiscal  year  1998,  about  three  years  away.   The  secretary  also  has  announced  a 
goal  of  reducing  HUD's  staff  to  about  7,500  employees,  down  by  about  one-third.   This 
could  widen  further  the  gap  between  HUD's  capacity  and  the  program  requirements  assigned 
the  department  by  law.   Change  of  the  magnitude  postulated  by  the  administration  could 
require  more  resources  in  the  short  run,  not  fewer.   This  proposal  would  be  more  realistic 
and  effective  if  offered  as  a  starting  point  for  discussion  and  debate,  rather  than  something 
expected  to  be  implemented  totally  and  on  a  tight  timetable.   We  risk  having  the  savings 
included  in  the  budget  before  the  changes  are  in  place  to  make  the  savings  possible.    A  lot  of 
voices  will  need  to  be  heard  before  anything  this  comprehensive  can  become  a  reality. 

In  promising  a  "new  HUD,"  the  blueprint  said  the  department  would  dramatically 
change  the  way  it  does  business.    Secretary  Cisneros  already  declared  a  "new  HUD"  in 
March  1994.   It  is  not  clear  how  this  further  transformation  compares  with  the  model  rolled 
out  only  a  few  months  ago.    Also,  the  issue  of  state  and  local  control  is  left  quite  clouded. 
The  statement  calls  for  wide  latitude  for  community  definition  of  needs  and  how  to  meet 
them,  but  calls  also  for  the  specification  of  detailed  national  objectives  and  performance 
targets.   The  blueprint  briefly  discusses  some  essential  functions,  such  as  "performance 
measurement  and  accountability"  and  "regulatory  oversight." 

Of  additional  concern  is  that  it  omits  any  discussion  on  how  HUD's  long-standing 
management  problems  discussed  in  the  NAPA  report  as  well  as  various  HUD  inspector 
general  and  GAO  reports  will  be  addressed.    Our  panel  called  for  a  long-term,  institution- 
building  agenda  and  a  focal  point  to  implement  and  track  it.   We  called  for  clarification  and 
consolidation  of  responsibility  for  developing  and  carrying  out  the  agenda  as  well  as 
sustained  management  competence  and  continuity,  including  an  under  secretary  for 
management.   The  need  for  such  continuity  was  highlighted  by  the  resignations  a  few  months 
after  our  report  was  issued  of  two  key  officials  leading  HUD's  management  initiatives  ~  its 
deputy  secretary  and  chief  financial  officer.   Each  had  been  in  office  only  about  a  year  and  a 
half. 

THE  CHALLENGE  FOR  CONGRESS 

The  challenge  for  Congress  is  to  help  bring  stability  to  the  renewal  of  HUD  and 
ensure  predictability  in  its  programs  so  that  communities  know  what  resources  will  be 
available.   The  104th  Congress  should: 

♦         Work  with  the  administration  and  the  secretary  to  develop  a  long-term  agenda  for 
change. 
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♦  Work  with  the  secretary  in  creating  additional  waiver  and  demonstration  authority  for 
HUD. 

♦  Provide  the  continuous  resource  stream  and  support  to  keep  the  revitalization  agenda 
on  track. 

♦  Hold  annual  hearings  at  which  the  HUD  secretary  and  leadership  team  report  on  their 
performance  against  the  agreed-upon  plan  for  rebuilding  HUD  as  an  effectively 
performing  public  institution. 

DISMANTLE  THE  DEPARTMENT? 

In  the  final  analysis,  the  department  should  be  preserved  only  if  it  can  demonstrate 
the  capacity  to  manage  its  resources  responsibly,  and  if  the  administration.  Congress,  and 
HUD  can  put  aside  the  past  to  look  toward  how  the  department  can  best  help  communities 
meet  their  needs  in  a  flexible  fashion.  As  stated  earlier,  our  panel  concluded  that  if,  after 
five  years,  HUD  is  not  operating  under  a  clear  legislative  mandate  and  in  an  effective, 
accountable  manner,  the  President  and  Congress  should  seriously  consider  dismantling  the 
department  and  moving  its  core  programs  elsewhere. 

Mr.  Chairman,  this  concludes  my  prepared  statement. 
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ATTACHMENT  1 
ABOUT  THE  ACADEMY 

The  National  Academy  of  Public  Administration  is  a  nonprofit,  non-partisan,  collegial 
organization  chartered  by  Congress  to  improve  governance  at  all  levels-federal,  state  and 
local.    NAPA  works  toward  that  end  chiefly  by  using  the  individual  and  collective 
experiences  of  its  Fellows  to  provide  expert  advice  and  counsel  to  government  leaders.    Its 
congressional  charter,  signed  by  President  Reagan  in  1984,  was  the  first  granted  to  a 
research  organization  since  President  Lincoln  signed  the  charter  for  the  National  Academy  of 
Sciences  in  1863. 

The  unique  source  of  NAPA's  expertise  is  its  membership.   It  consists  of  more  than 
400  current  and  former  Cabinet  officers,  members  of  Congress,  governors,  mayors, 
legislators,  jurists,  business  executives,  public  managers,  and  scholars  who  have  been  elected 
as  Fellows  because  of  their  distinguished  contributions  to  the  nation's  public  life. 

Since  its  establishment  in  1967,  NAPA  has  responded  to  many  requests  for  assistance 
from  various  agencies  and  has  undertaken  a  growing  number  of  studies  on  issues  of 
particular  interest  to  Congress. 

Its  work  has  covered  a  wide  range  of  topics,  including  agriculture,  education,  health, 
human  services,  housing,  urban  development,  prisons,  courts,  space,  defense,  environment, 
emergency  management,  human  resources,  organization  and  management  analysis,  and 
international  public  management. 
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ATTACHMENT  2 
BIOGRAPHICAL  SKETCHES  OF 
THE  NAPA  PANEL  AND  PROJECT  DIRECTOR 

Academy  Panyl 

Feather  O'Connor  Houstoun  -  Former  Chief  Financial  Officer,  Southeastern  Pennsylvania 
Transportation  Authority  (SEPTA);  Treasurer  and  Chief  Financial  Officer,  State  of  New 
Jersey;  Executive  Director,  New  Jersey  Housing  and  Mortgage  Finance  Agency;  Deputy 
Assistant  Secretary  for  Policy  Development  (Acting),  U.S.  Department  of  Housing  and 
Urban  Development. 

Alan  L.  Dean  -  Consultant.    Former  Vice  President  for  Administration,  U.S.  Railway 
Association;  Deputy  Assistant  Director,  U.S.  Office  of  Management  and  Budget;  Assistant 
Secretary  for  Administration,  U.S.  Department  of  Transportation;  Associate  Administrator 
for  Administration,  Federal  Aviation  Administration. 

Henry  Gardner  -  Senior  Vice  President,  Donaldson,  Lufkin  &  Jenrette,  San  Francisco, 
California.   Former  positions  with  Oakland  City,  California:  Assistant  Personnel  Analyst; 
Administrative  Assistant;  Assistant  to  the  City  Manager;  Assistant  City  Manager;  City 
Manager. 

Jonathan  B.  Howes  -  Secretary,  Department  of  Environment,  Health  and  Natural  Resources, 
State  of  North  Carolina.    Former  Research  Professor  and  Director,  Center  for  Urban  and 
Regional  Studies,  University  of  North  Carolina;  Mayor,  Town  of  Chapel  Hill;  Director, 
Urban  Policy  Center,  Urban  America,  Inc.;  Director,  State  and  Local  Planning  Assistance, 
U.S.  Department  of  Housing  and  Urban  Development. 

John  Parr  -  President,  National  Civic  League.   Adjunct  Associate  Professor,  Graduate 
School  of  Public  Affairs,  and  Former  Director,  Center  for  Public-Private  Sector 
Cooperation,  University  of  Colorado  at  Denver;  Director,  Colorado  Front  Range  Project, 
Office  of  the  Governor,  State  of  Colorado;  Special  Assistant  to  the  Governor,  State  of 
Colorado;  and  a  licensed  attorney. 

Jacqueline  Rogers  -  Secretary,  Maryland  Department  of  Housing  and  Community 
Development;  15  years  with  Montgomery  County,  Maryland,  the  last  seven  of  which  were  as 
Director  of  the  Office  of  Management  and  Budget;  Faculty  Member  of  the  University  of 
Maryland  School  of  Public  Affairs. 

Barbara  Sabol  -  Consultant.   Former  Administrator/Commissioner,  Human  Resources 
Administration,  City  of  New  York;  Executive  Deputy  Commissioner,  Department  of  Social 
Services,  State  of  New  York;  Secretary,  Department  of  Health  and  Environment,  State  of 
Kansas;  Director,  Office  of  Policy  and  Planning,  Department  of  Human  Service, 
Washington,  D.C.;  Chief,  Office  of  Program  Coordination  and  Review,  Office  of  Human 
Development  Services,  U.S.  Department  of  Health  and  Human  Services. 
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Mitchell  Sviridoff  -  Professor,  New  School  for  Social  Research,  New  York.  Former 
President,  Local  Initiatives  Support  Corporation;  Vice  President,  Division  of  National 
Affairs,  The  Ford 

Foundation;  Administrator,  Human  Resources  Administration,  New  York  City;  Executive 
Director,  Community  Development,  New  Haven,  Connecticut. 

Joe!  D.  Valdez  -  Vice  President  for  Business  Affairs,  University  of  Arizona.   Former  City 
Manager,  Assistant  City  Manager  and  Administrative  Assistant,  City  of  Tucson; 
Administrator,  Detention  Services,  Juvenile  Court,  Pima  County,  Arizona. 


Project  Dir^pr 

Don  I.  Wortman  -  Fellow  and  former  Vice  President,  National  Academy  of  Public 
Administration;  Deputy  Director  for  Administration,  Central  Intelligence  Agency;  Acting 
Commissioner  and  Deputy  Commissioner,  Social  Security  Administration;  and  Associate 
Director,  Community  Action,  Office  of  Economic  Opportunity. 
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OVERSIGHT  RECOMMENDATIONS 

Mr.  Lewis.  Corporate  management  with  a  board  of  directors  in 
turn  reportable  on  an  annual  basis,  I  presume,  or  some  more  regu- 
lar basis,  to  the  Secretary? 

Ms.  Rogers.  Right.  And  accountable  in  terms  of  priority  and 
broad  direction  to  the  Secretary. 

Mr.  Lewis.  Is  that  the  office  that  does  not  exist  with  Fannie 
Mae,  for  example? 

Ms.  Rogers.  Yes.  HUD  has  oversight  over  Fannie  Mae,  but  it  is 
more  in  theory  than  in  practice.  And  Fannie  Mae's  just  enormously 
out  of  gun  sight  in  terms  of  capacity  to  do  anything. 

And  we  would  want  to  see  the  corporate  charter  say  you  are 
chartered  to  provide  insurance  in  high-risk  areas  to  serve  lower  in^ 
come  people,  that  is  your  job.  Now,  go  do  it  in  a  businesslike  way, 
but  stay  inside  the  priorities  that  govern  the  Department  of  Hous- 
ing and  Urban  Development. 

Mr.  Lewis.  Let  me,  because  I  guess  we  can  have  this  kind  of  ex- 
change, because  we  think  reorganization  would  be  helpful  in  terms 
of  FHA,  would  nonetheless  we  want  to  make  sure  there  was  a 
built-in  and  structured  reporting  process  so  that  they  didn't  lose 
sight  of  some  of  the  congressional  priorities,  namely 

Ms.  Rogers.  That  is  right. 

Mr.  Lewis.  Now,  Fannie  Mae  had,  in  its  original  organizational 
format  or  purpose,  a  design  to  make  more  available  funding  for 
middle  income,  maybe  lower  income,  et  cetera,  and  yet  it  has  got- 
ten away  from  that. 

Ms.  Rogers.  And  Congress  is  bringing,  putting  pressure  to  bear 
on  them  in  the  last  two  years  to  deliver  more,  as  well  as  on  Freddie 
Mac,  and  we  are  beginning  to  see  tentative  movement  in  the  direc- 
tion of  taking  real  risk  to  serve  lower  income  people. 

Mr.  Lewis.  But  it  is  that  history  that  causes  you  to  put  forth  this 
caution? 

Ms.  Rogers.  Yes,  that  was  our  concern.  We  sat  around  the  table 
and  said  in  providing  the  corporate  structure  for  FHA,  we  did  not 
want  to  get  yet  another  Fannie  Mae.  We  wanted  the  mission  to  be 
preserved. 

Mr.  FOSLER.  I  think  also  Fannie  Mae  is  a  significantly  different 
kind  of  a  structure  as  a  government-sponsored  enterprise,  privately 
owned.  It  is  far  more  independent,  totally  self-supportive. 

Mr.  Lewis.  It  is  now.  It  was  not  necessarily  at  one  time;  is  that 
correct? 

Mr.  FosLER.  It  did  move  in  that  direction.  And  we  are  not  rec- 
ommending that  kind  of  a  format  for  FHA. 

Mr.  Lewis.  I  recognize  that.  I  wanted  to  reemphasize  in  my  own 
mind's  eye  that  Fannie  Mae  has  gone  along  a  path  that  took  a  di- 
rection that  we  might  not  have  designed  if  we  thought  it  through 
or  had  the  experience,  thereby,  as  you  look  at — 

Ms.  Rogers.  I  think  we  shouldn't  put  Fannie  Mae  down.  I  think 
Fannie  Mae  is  a  wonderful  vehicle  for  promoting  home  ownership. 
It  is  just  that  it  doesn't  serve  people  who  can't  afford  a  conven- 
tional down  payment  and  don't  have  necessarily  the  kind  of  credit 
history  that  would  make  them  a  desirable  risk  on  the  part  of  the 
private  bank. 
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And  HUD  traditionally  has  been  the  way  in  or  FHA  has  been  the 
way  in  for  the  first-time  home  buyer  with  fewer  assets  to  the 
American  dream.  And  that  is  the  piece  that — that  is  FHA's  core 
business  and  we  would  like  to  see  that  preserved. 

Mr.  Stokes.  Mr.  Chairman,  if  I  may  on  that  point. 

Mr.  Lewis.  Sure. 

Mr.  Stokes.  Recently  Fannie  Mae  did  announce  a  special  pro- 
gram that  is  aimed  towards  low  income  people.  And  it  is  a  multi- 
million  dollar  program,  the  first  time  that  they  have  ever  made  a 
move  in  this  direction  to  target  that  population.  But  I  have  been 
very  impressed  by  the  fact  that  they  finally  have  taken  this  type 
of  a  step.  I  guess  they  are  in  the  process  of  moving  in  about  26 
cities  around  the  country,  setting  up  this  type  of  a  program. 

Ms.  Rogers.  And  that  has  been  in  response  to  strong  congres- 
sional pressure,  among  other  things,  to  be  more  responsive  to  that 
segment  of  the  marketplace.  The  public  and  Indian  housing  compo- 
nent of  the  Secretary's  reform  proposal  hasn't  been  discussed  with 
the  full  panel,  but  it  certainly  gives  both  Feather  and  me  more 
pause  than  some  of  the  other  proposals,  simply  because  of  the 
physical  plant  that  is  in  place  there  that  needs  to  be  managed  and 
dealt  with. 

And  I  thought  what  Mr.  Walsh  said  earlier  about  if  you  are  going 
to  vie  to  solve  that  problem  starting  with  what  have  you  got,  figur- 
ing out  what  you  can  stabilize  and  how  you  can  make  it  run,  what 
you  can  make  healthy,  what  is  already  healthy  and  what  should  be 
torn  down  and  eliminated,  is  probably  a  more  rational  way  to  go. 

And  I  think  we  on  the  panel  all  support  the  notion  that  there 
should  be  a  mix  of  project-based  and  certificate  or  voucher-based 
housing  opportunities  for  people.  Some  work  better  in  some  com- 
munities and  not  so  well  in  other  communities. 

It  disturbs  me  personally  greatly  to  hear  so  much  emphasis 
placed  on  vouchers  so  that  people  in  the  inner  city  can  move  to  the 
suburbs.  Now,  I  am  a  suburban  person,  but  in  truth,  we  don't  want 
to  promote  further  flight  from  the  cities. 

And  what  we  need  is  lots  of  attractive  housing  opportunities  in 
the  cities  that  people  can  have  so  that  they  might  want  to  live 
there  and  a  set  of  tools  that  can  encourage  the  middle  class  to  re- 
turn to  the  cities  so  that  we  don't  lose  the  value  of  the  infrastruc- 
ture that  exists  in  cities. 

And  my  concern  about  a  totally  voucher-based  property  program 
is  that  it  might  further  slow  the  cities  down.  We  certainly  endorse 
completely  the  notion  of  the  elimination  of  the  one-for-one  rule  so 
that  really  bad  public  housing  can  be  torn  down. 

Mr.  Lewis.  We  have  heard  that  from  several  sources,  but  your 
panel  has  come  up  with  that? 

Ms.  Rogers.  The  panel  didn't  come  out  and  really  recommend 
that  because  it  wasn't  an  issue  that  was  on  the  table.  This  dialogue 
has  evolved  a  lot  since  last  July  when  our  report  came  out. 

Finally,  we  did  propose  after  much  discussion  that  consideration 
be  given  to  creating  an  under  secretary  within  HUD  for  manage- 
ment, specifically  because  of  these  ongoing  management  issues  that 
don't  get  a  lot  of  attention. 

And  there  was  debate  that  went  on  for  days  over  whether  this 
should  be  a  merit  system  position  or  whether  it  should  be  an  ap- 
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pointive  position.  Of  course  we  didn't  really  solve  that.  Because  if 
you  have  an  under  secretary  for  management  who  is  merit  and 
isn't  beholden  to  the  Secretary's  agenda,  that  person  could  be  ig- 
nored. 

If  you  have  an  under  secretary  for  management  who  is  an  ap- 
pointee, you  might  not  get  the  sustainability  you  need.  And  so  we 
sort  of  punted  on  that  and  simply  said  there  has  to  be  some  way 
within  HUD  to  organize — find  a  way  to  emphasize  the  importance 
of  family  management.  And  those  I  think  were  the  primary  points 
that  you  will  find  elaborated  greatly  in  our  report. 

Mr.  Lewis.  Mr.  Ahart,  would  you  like  to  add  anything?  You  are 
welcome. 

Mr.  Ahart.  I  would  like  to  reinforce  what  Susan  Gaffney  said 
and  Judy  England-Joseph  said,  and  what  Jacqueline  Rogers  said 
regarding  the  emphasis  in  the  management  area;  that  unless  you 
have  some  sustained  and  concerted  and  continuity  of  attention  in 
that  area,  it  is  not  likely  you  are  going  to  have  an  institution 
strong  enough  and  effective  enough  to  manage  a  program  set, 
whether  it  is  the  present  program  set  or  a  reconstituted  program 
set.  You  just  need  that  kind  of  continuity  and  sustainability. 

Ms.  Rogers.  If  you  look  at  the  program  for  privatizing  the  FHA, 
part  of  that  was  to  staff  the  job  that  is  available.  HUD  has  had  9 
hires  in  the  junior  ranks  in  the  last  5  years,  63  new  hires  in  total 
from  people  from  the  outside.  This  is  a  bureaucracy  of  11,000.  And 
what  essentially  has  happened,  over  the  years,  is  that  people  who 
were  employable  elsewhere  have  gone;  people  who  could  retire  have 
gone;  and  you  have  left  people  who  are  not  otherwise  employable 
or  people  who  are  locked  into  the  retirement  system.  And  they 
have  not  been  supported  by  any  ongoing  and  effective  training  pro- 
grams that  would  permit  them  to  function  in  a  changing  real  estate 
world. 

HUD  has  recently,  through  its  academy,  entered  into  a  partner- 
ship with  the  University  of  Maryland,  where  I  now  teach,  to  begin 
to  address  this  problem  of  work  force  capacity.  We  had  our  first 
class  in  September  and  October  of  last  year.  What  we  found,  actu- 
ally, were  a  number  of  good,  highly  motivated  or  motivatable  peo- 
ple who  were  equipped  with  primitive  hardware  in  their  own  offices 
and  had  not  been  exposed  to  any  sort  of  training  that  would,  by 
and  large,  equip  them  to  see  how  to  do  their  jobs  well. 

Everybody  was  sort  of  in  a  narrow  little  fiefdom.  If  you  were  in 
public  and  Indian  housing,  you  did  not  know  your  housing  existed 
in  a  community  that  might  be  supported  by  a  community  develop- 
ment and  housing.  If  you  were  in  CPDG,  which  is  the  community 
development  group,  you  did  not  understand  how  appropriate  under- 
writing in  the  insurance  phase  or  asset  management  in  the  oper- 
ational phase  contributed  to  the  health  of  a  property  which  in  turn 
would  impact  on  your  neighborhood. 

That  is  the  kind  of  thing  that  the  Secretary  is  now  trying  to  do; 
to  teach  his  work  force  what  the  modern  tools  are  and  what  the 
interrelationships  are.  But  they  have  not  had  any  of  that  for  a  dec- 
ade. 

Mr.  Lewis.  I  am  finding  a  lot  of  enthusiasm  around  here  that 
maybe  you  saw  some  of  in  the  panel  discussion,  in  the  Member  dis- 
cussion earlier,  and  extending  over  to  the  authorizing  side.  I  really 
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am  hopeful  that  we  can  do  more  than  we  see  in  your  report  and 
maybe  have  staff  analyze  it  and  bring  us  some  comments  about  it, 
adding  to  your  testimony.  Seems  to  me  what  you  are  saying  here 
and  that  NAPA's  panel  has  been  about  would  help  provide  some  of 
the  synergy  we  might  need  between  the  authorizing  committee  and 
this  committee. 

Ms.  Rogers.  I  think  we  all  stand  ready  to  help  in  any  way  that 
we  can.  We  are  delighted  to  see  the  dialogue  going  on  and  we  think 
that — I  guess  I  would  like  to  end  my  remarks  by  saying  I  do  be- 
lieve there  is  a  need  for  HUD.  This  was  raised  when  we  talked  to 
the  Senate  committee.  If  not  HUD,  then  a  housing  agency  of  some 
sort  with  a  discreet  mandate. 

There  is  enormous  commitment  to  an  imbedded  physical  plant 
that  will  have  to  be  managed  somehow  over  the  next  20  or  30  years 
anyhow.  You  cannot  just  declare  that  gone.  And  my  observation 
about  the  human  service  areas  is  that  the  health  and  mental  hy- 
giene people  and  welfare  people  are  probably  more  process  driven 
than  the  housers  are  even.  And  if  there  were  to  be  an  enormous 
block  grant  that  would  put  housing  in  with  the  human  needs  peo- 
ple, what  I  think  would  happen  is  that  the  housing  portion  would 
simply  be  absorbed  into  operating  subsidies  for  people,  and  the  cur- 
rent commitments  would  be  placed  further  at  risk. 

So  I  am  not  personally,  and  I  can't  speak  for  the  panel  as  a 
whole,  but  we  did  conclude,  I  guess,  there  should  be  a  HUD  if  it 
could  be  fixed.  Safe  to  say  on  behalf  of  the  whole  panel. 

Mr.  Lewis.  Mr.  Chairmsin,  do  you  want  to  ask  any  questions? 

HOUSING  IN  URBAN  AREAS 

Mr.  Stokes.  The  question,  Mr.  Chairman,  I  would  like  to  ask  Dr. 
Rogers,  I  quite  agree  with  you,  with  reference  to  trying  to  arrest 
flight  to  the  suburbs,  and  since  I  think  in  our  inner  cities,  if  we 
properly  revitalize  and  redevelop  our  neighborhoods,  and  improve 
the  school  systems,  there  is  no  need  for  people  to  seek  suburban 
flight. 

And  in  Cleveland,  we  are  doing  a  great  deal  of  that,  where  we 
are  building  some  houses  in  our  neighborhoods  there  that  are  the 
type  of  homes  formerly  you  found  in  the  suburbs,  homes  that  in  the 
inner  city  are  $160,000,  $180,000.  People  can  move  out  of  the  sub- 
urbs back  into  the  city.  But  are  you  advocating  government  or  pri- 
vate reforms  in  housing  in  the  cities? 

Ms.  Rogers.  In  Maryland,  sir,  we  use  every  resource  that  is 
available,  and  that  means  we  take  advantage  of  every  Federal  dol- 
lar we  can  get.  We  rely  heavily  on  the  private  sector.  And  there  is 
a  large  State  financial  commitment. 

We  have  laws  that  permit  us  to  make  loans  on  very  flexible 
terms  to  private  for-profit  and  nonprofit  and  governmental  spon- 
sors who  are  delivering  housing  of  a  quality  and  character  the 
State  wishes  to  have.  We  do  not  distinguish  among  sponsors.  We 
look  at  housing  being  built  by  whoever  can  build  it  in  the  manner 
that  it  will  enhance  the  neighborhood  and  do  not  worry  about  who 
does  it. 

Mr.  Stokes.  But  in  that  vein,  one  of  the  concerns  is  that  if  gov- 
ernment is  getting  out  of  the  housing  business,  if  they  are  leaving 
the  business,  and  you  heard  about  the  problems  in  terms  of  not 
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having  money  to  replace  public  housing  on  the  one-to-one  basis, 
therein  lies  a  real  problem  that  confronts  our  cities.  Where  do  peo- 
ple get  housing? 

In  many,  many  cities  no  new  housing  has  been  built  for  50  years. 
And  so  all  you  have  is  the  old  stock  and  the  old  public  housing 
stock,  which  is  dilapidated  and  vandalized  and  everything  else  and 
vacant.  So  this  is  where  I  think  we  have  to  be  talking  about  some 
role  for  the  Federal  Government. 

Ms.  Rogers.  Absolutely.  Absolutely.  And  the  broad  category  of 
programs  that  Secretary  Cisneros  raised  both  in  public  housing 
and  for  the  category  of  the  programs  make  sense.  He  was  talking 
about  a  housing  production  program  as  a  block  grant;  a  community 
program  and  an  operating  subsidy  program.  The  mix  of  those  three 
things  is  appropriate,  in  my  mind. 

And  then  he  talked  in  public  housing  in  terms  of  having  operat- 
ing subsidies  and  capital  subsidies  and  not  making  these  narrow 
distinctions  between  whether  a  capital  dollar  can  be  spent  for  reha- 
bilitation or  new  construction.  I  think  that  is  major  progress  in 
terms  of  their  thinking. 

Mr.  Stokes.  Thank  you  very  much. 

Mr.  Lewis.  Mr.  Frelinghuysen. 

Mr.  Frelinghuysen.  No. 

Mr.  Lewis.  No?  Miss  Kaptur. 

PUBLIC  housing  in  THE  PAST 

Ms.  Kaptur.  I  was  just  sitting  and  thinking  about  the  history  of 
the  last  50  years  or  so  and  where  the  government  started,  back  in 
right  after  Roosevelt,  with  the  creation  of  a  whole  separate  credit 
system  through  the  thrifts  so  people  could  save,  along  with  the 
FHA  insurance.  We  began  to  move  the  majority  of  the  population 
of  our  country  into  homeownership. 

There  were  also  developments  for  the  public  through  the  author- 
ity structures  that  have  been  on  the  books  for  most  of  this  century 
now.  And  then  we  moved,  after  World  War  II,  into,  for  lack  of  a 
better  term,  what  was  urban  renewal.  We  saw  things  happen  and 
there  were  problems  and  we  decided  to  bulldoze  through  Federal 
support  for  major  portions  of  cities  and  did  not  provide — I  remem- 
ber because  it  happened  in  my  city,  and  there  were  huge  swaths 
of  open  property  all  over  this  country.  So  we  did  that  through 
HUD. 

And  then  I  remember  model  cities.  There  was  another  iteration 
where  model  cities  came  along  and  whole  sections  were  just  carved 
out.  And  we  said  we  will  do  social  services,  we  will  do  physical 
rehab  in  these  areas  at  the  same  time  as  there  was  the  new  towns 
initiative  that  HUD  was  involved  in.  I  guess  this  must  have  been 
back  in  the  1960s  or  so,  and  they  were  building  new  towns,  and 
that  is  where  the  people  were  supposed  to  live. 

So  HUD  had  clear  missions.  Because  in  this  statement  you  said 
HUD  is  not  operating  under  a  clear  legislative  mandate.  I  was  in- 
terested in  this  because  in  the  past  it  has  had  a  certain  legislative 
mandate. 

Then  we  moved  to  a  period  where  we  said  we  have  too  many 
categoricals  so  we  will  lump  them  into  CDBG  and  we  will  give  it 
a  formula.  And  then  since  the  government  cannot  do  it  right,  we 
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will  incentivize  the  private  sector  so,  we  had,  what,  235,  236,  or 
202.  So  we  had  all  these  programs.  And  then  we  had  too  many  peo- 
ple who  had  their  hands  in  HUD's  pocket  and  all  the  rest,  and 
some  of  that  did  not  work  out  either. 

And  then  we  moved  into  the  period  of  section  8.  And  then,  post 
1980,  I  would  say — well,  mid  1970s  to  1980s,  you  had  a  period 
where  there  was  a  struggle  to  really  devolve  things  down  to  com- 
munity development  corporations.  The  Neighborhood  Reinvestment 
Corporation,  formerly  Neighborhood  Housing  Services,  was  started. 
And  the  credit  system,  which  I  am  not  going  to  get  into,  changing 
all  the  while,  to  the  point  where  commercials  and  thrifts  were  com- 
peting for  people's  private  dollars,  and  you  had  mortgage-backed 
securities.  So  the  whole  financial  market  changed  at  the  same 
time. 

And  it  was  some  of  the  local  efforts — I  remember  Jack  Kemp 
talking  about  Kimi  Gray  and  co-ops  and  people  owning  things.  And 
it  seems  to  me  that  now  we  are  moving  towards  the  year  2000,  it 
is  not  as  clear  what  it  is  exactly  we  are  trying  to  do  here. 

Frankly,  I  am  not  real  comfortable  with  just  subsidizing  local 
mayors.  If  you  get  a  good  one,  you  are  lucky.  If  you  get  disaster, 
you  are  in  big  trouble.  I  was  attracted  by  the  Jimmy  Carter  ideas 
and  the  Jack  Kemp  ideas  of  empowering  people  through  their  own 
development  corporations  to  take  responsibility  at  the  most  local  of 
levels;  so  you  could  empower  churches,  you  could  empower  neigh- 
borhood groups,  or  you  could  empower  institutions  of  a  local  com- 
munity and  use  the  private  sector,  use  the  public  sector  in  that 
kind  of  an  approach. 

That  is  not  what  you  are  talking  about  here  necessarily  because 
you  are  going  to  give  most  of  the  money  to  local  governments.  Let 
us  hope  they  spend  it  well.  But  I  think  I  would  certainly  enjoy 
more  discussions  as  to  as  you  move  toward  the  21st  Century,  what 
really  is  HUD's  mission,  and  what  kind  of  energy  do  you  want  to 
coalesce  out  there  in  America's  communities,  particularly  where 
you  have  a  large  number  of  low-income  families. 

It  seems  to  me  we  try  different  approaches  looking  for  the  an- 
swer and  we  keep  changing  the  answer.  Public  housing  remains  as 
kind  of  a  permanent  stock  but  the  fundamental  change  there  is 
back  in  the  1950s  people  moved  through  and  out  and  now  people 
are  permanently  resident. 

Ms.  Rogers.  That  is  actually  another  area  where  legislation  has 
really  come  to  interfere  with  the  operation  of  the  units.  Because  as 
the  supply  became  smaller  in  relation  to  the  demand,  the  national 
emphasis  was  to  try  to  direct  those  units  to  the  most  needy  people. 
The  end  result  of  that  is  instead  of  having  mixed  income  housing, 
which  public  housing  basically  was  until  about  15  years  ago,  you 
had  blue  collar  families  living  side  by  side  with  welfare  mothers  in 
relatively  stable  housing. 

In  Baltimore  city  highrises,  for  example,  we  have  5  highrise  de- 
velopments. Altogether,  there  are  3,000  units,  family  highrises.  The 
average  income  is  $5,600  a  year.  So  you  have  3,000  units,  highrise 
buildings  with  the  most  economically  and  socially  disadvantaged 
families  all  crammed  together  in  obsolete  buildings  that  really 
should  not  be  inhabited  by  anybody.  That,  of  course,  then  fosters 
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further  social  unrest  and  there  are  no  models  of  upward  mobility 
available  for  the  families  and  the  children. 

The  alternative  model  of  integrating  small  numbers  of  very  low- 
income  families  into  mixed-income  housing  developments  has  en- 
joyed much  more  success  in  Maryland  in  terms  of  providing  sta- 
bilizing neighborhoods  and  providing  upward  mobile  opportunities 
for  families.  So  we  are  getting  rid  of  our  highrises.  The  State  is 
coughing  up  $70  million  to  help  tear  down  the  highrises  and  re- 
place them  with  something  we  consider  to  be  credible. 

Mr.  FOSLER.  Your  point  underscores  one  of  the  key  themes  of  the 
NAPA  studies,  and  it  is  quite  consistent  with  what  we  are  finding 
in  the  work  that  we  are  doing  elsewhere  in  the  government  as  well, 
and  that  is  that  unless  it  is  clear  what  the  mission  is,  you  can  de- 
vise all  of  the  management  systems  in  the  world  and  it  is  not  going 
to  work.  Unless  there  is  a  clear  consensus,  unless  there  are  goals 
that  can  be  articulated  that  are  not  so  broad  that  they  leave  end- 
less latitude  or  so  narrow  that  they  leave  no  flexibility  or  that  are 
contradictory,  unless  people  know  what  it  is  they  are  supposed  to 
do  and  there  is  some  way  of  measuring  and  holding  them  account- 
able for  the  results,  all  of  the  emphasis  on  improving  management 
is  not  likely  to  get  very  far. 

EMPOWERMENT  ENTERPRISES 

Ms.  Kaptur.  I  remember  the  old  UDAG.  That  is  kind  of  the  pre- 
cursor to  the  community  enterprise  communities,  or  community  en- 
terprise— these  empowerment  enterprises,  whatever  they  are 
called.  In  UDAG,  basically  the  hotel  industry  came  in  and  took  the 
money;  right?  And  they  built  hotels  all  over  the  country.  So  wheth- 
er the  legislative  mandate  was  clear  or  not,  that  was  what  re- 
sulted. That  was  the  output  in  90  percent  of  the  cases. 

Now,  we  have  the  enterprise  communities.  I  don't  know  if  that 
is  a  modern  day  version  of  that  or  not,  but  it  was  an  effort  to  try 
to  mobilize  the  private  sector  to  invest.  It  had  some  sort  of  output. 

Ms.  Rogers.  We  do  have  some  successes.  There  has  been  so 
much  emphasis  today  on  failures.  We  should  come  back  at  least  to 
remember  that  there  are  some  very  effective  public  housing  au- 
thorities operating  good  public  housing  throughout  the  United 
States. 

I  could  ride  to  public  housing  in  20  minutes  that  you  would  not 
even  recognize  was  public  housing  because  it  looks  so  good  and 
matches  so  well  with  neighborhoods.  We  do  not  want  to  lose  track 
of  that.  There  is  a  lot  of  good  out  there.  The  community  develop- 
ment block  grant  program  is  good.  It  works.  It  is  flexible,  you  can 
respond  to  a  huge  variety  of  different  local  conditions  in  a  manner 
that  is  responsive. 

Ms.  Kaptur.  Will  the  gentlelady  yield?  In  my  community — are 
all  the  microphones  off — in  my  community,  CDBG  has  as  often 
been  used  for  political  friendships:  Little  diwy  up  here,  little  diwy 
up  here,  little  here,  little  here,  little  here.  When  you  have  the  type 
of  city  councils  we  have,  it  has  done  some  good.  It  also  probably 
has  not  been  used  to  its  maximum  effectiveness. 

Ms.  Rogers.  That  goes  back  to  Scott's  notion  about  outcome 
measurement  in  the  end  is  being  able  to  say  if  a  community  is  not 
using  a  tool  the  way  it  was  intended  by  Congress,  you  should  not 
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have  more  money.  And  that,  again,  is  a  question  perhaps  of  both 
the  legislation  and  political  will. 

Mr,  Lewis.  Ladies  and  gentlemen,  while  there  is  a  vote  on,  that 
is  not  really  our  biggest  problem.  The  Capitol  Police  want  the 
building  closed  down  by  5:30  so  they  can  sweep  for  the  State  of  the 
Union  tonight. 

In  the  meantime,  we  are  not  the  policy  committee.  We  just  ap- 
propriate or  do  not  appropriate  the  money.  But  it  seems  to  me  that 
there  is  a  good  deal  of  energy  being  applied  to  the  thought  that  it 
is  long  past  due.  Perhaps,  we  should  communicate  with  one  an- 
other and  think  about  what  those  missions  are,  what  the  definition 
is;  and  as  we  go  about  appropriating,  hopefully,  get  more  of  the 
money  to  where  the  people  are  as  well. 

In  the  meantime,  we  very  much  appreciate  your  input  and  hope 
that  you  will  be  responsive.  I  am  sure  you  will  because  you  are 
called  on  to  help  us  work  our  way  through  this  process. 

Thank  you  for  your  patience  with  time  today  and  I  think  it  has 
been  a  very  good  hearing. 

Mr.  FOSLER.  Thank  you,  Mr.  Chairman. 

Mr.  Lewis.  We  are  adjourned  for  now. 
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Thursday,  February  2,  1995. 

RESTRUCTURING  GOVERNMENT:  ENVIRONMENTAL 
PROTECTION  AGENCY 

WITNESSES 

fred  smith,  competitive  enterprise  institute 
david  gibbons,  partner,  eop  group,  inc. 

Opening  Remarks 

Mr.  Lewis.  My  understanding  is  Chairman  Stokes  is  on  his  way. 

Welcome  to  the  second  in  a  series  of  oversight  hearings  involving 
the  widely  varied  agencies  and  programs  within  the  jurisdiction  of 
VA,  HUD  and  Independent  Agencies  under  the  jurisdiction  of  the 
Appropriations  Committee. 

Our  first  hearing  included  testimony  from  some  think  tanks  and 
focused  largely  on  the  programs  of  the  U.S.  Department  of  Housing 
and  Urban  Development.  Our  hearing  today  shifts  to  the 
downsizing  of  two  of  our  other  major  agencies  in  our  jurisdiction. 

We  have  two  panels  this  morning.  The  first  two  witnesses  will 
help  us  look  at  the  programs  of  the  U.S.  Environmental  Protection 
Agency,  which  received  $7.2  billion  in  last  year's  bill.  The  second 
panel  will  examine  funding  issues  associated  with  the  National 
Aeronautics  and  Space  Administration,  which  received  just  over 
$14  billion  in  our  fiscal  year  1995  bill. 

This  afternoon's  hearings  will  entertain  a  second  panel  of  EPA 
witnesses,  with  a  focus  on  the  mandates  within  the  Federal  Clean 
Air  Act.  Our  witnesses  for  the  afternoon  will  be  the  administrator 
of  the  Agency,  Carol  Browner;  EPA's  Assistant  Administrator  for 
Air  and  Radiation,  Miss  Mary  Nichols;  and  California's  top  environ- 
mental official,  Jim  Strock. 

I  know  that  there  are  a  number  of  questions  and  problems  that 
are  not  dissimilar  from  those — that  have  California  under  the  gun, 
and  I  would  urge  Members  who  in  their  own  States  have  problems 
and  questions  that  relate  to  this  same  subject  area  to  prepare 
themselves  and  feel  free  to  ask  questions  in  that  connection. 

By  way  of  announcement  for  the  Members,  we  anticipate  that 
our  third  hearing  will  be  one  week  from  today;  and  we  are  working 
out  arrangements  for  that  hearing  with  the  Minority.  I  think  it  is 
very  important  that  we  make  sure  in  a  bipartisan  way  there  is 
input  in  the  subcommittee  as  we  go  about  what  will  be  an  ex- 
tremely difficult  appropriations  year  in  this  subcommittee. 

Mr.  Lewis.  To  begin  our  hearings,  our  witnesses  have  decided  to 
flip-flop  in  terms  of  their  calendars.  We  appreciate  you  being  avail- 
able. 

Our  first  scheduled  witness  this  morning,  David  Gibbons,  who  is 
a  partner  in  EOP  Incorporated.  Mr.  Gibbons. 

Mr.  Dave  Gibbons  Summary  Statement 

Mr.  Gibbons.  As  you  indicated,  my  name  is  Dave  Gibbons. 
For  the  past  20  years — do  I  need  a  microphone? 
Mr.  Lewis.  Why  don't  you  pull  the  mike  over? 
Mr.  Gibbons.  For  the  majority  of  the  past  20  years,  I  have  been 
the  Deputy  Associate  Director  of  Natural  Resources  at  the  Office 
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of  Management  and  Budget.  In  that  capacity,  I  had  the  oversight 
responsibility  for  all  the  Natural  Resources  Department,  including 
Interior,  EPA,  the  Corps  of  Engineers  and  a  host  of  other  smaller 
agencies. 

Because  of  that,  I  have  had  a  very  close  working  relationship 
with  EPA  and  EPA's  management  across  seven  different  adminis- 
trations. I  am  not  sure  EPA  would  agree  that  it  was  a  close  work- 
ing relationship,  but  I  certainly  felt  it  was,  an3rway.  And  because 
of  that,  also,  what  I  would  like  to  talk  about  this  morning  is  to  try 
and  help  point  the  subcommittee  towards  those  areas  in  EPA's 
management  and  structure  which  could  be  improved,  and  from 
which  you  could  also  obtain  potential  budgetary  savings. 

There  are  a  number  of  people  who  would  like  to  talk  to  you  about 
the  Clean  Air  Act  and  about  the  Agency's  regulatory  program, 
about  the  content  of  their  legislation.  Of  course,  I  would  like  to  be 
one  of  those,  too,  some  time  later. 

But  for  the  moment,  I  think  that  my  contribution  to  your  future 
deliberations  on  the  1996  budget  and  1995  rescission  process  would 
be  to  point  you  to  areas  that.  A,  yield  immediate  savings  in  both 
budget  authority  and  in  outlays  and,  second,  require  no  changes  in 
organic  laws.  So  these  are  changes  which  the  subcommittee  could 
introduce  immediately  and  from  which  immediate  savings  would  be 
achieved. 

I  would  do  this  in  two  parts,  the  first  part  being  the  Agency's  re- 
lationship to  both  the  other  Federal  departments,  particularly  the 
Natural  Resources  Department;  and,  second,  the  Agency's  relation- 
ship to  the  States.  And  then,  finally,  some  internal  management 
structure  changes  to  which  I  believe  would  also  yield  some  signifi- 
cant savings. 

With  respect  to  other  departments,  it  is  probably  not  a  big  sur- 
prise to  anyone  that  EPA  has  a  number  of  programs  which  outright 
duplicate  programs  that  are  ongoing  in  other  departments  and  ex- 
pertise exists  in  a  number  of  natural  resource  departments  which 
EPA  could  utilize  rather  than  obtaining  increasing  budgets  over 
time. 

The  Superfund  program  is  an  excellent  example.  As  you  may 
well  know,  both  the  Corps  of  Engineers  and  the  Bureau  of  Rec- 
lamation have  proven  engineering  and  construction  expertise.  Both 
of  those  organizations  are  looking  for  new  missions.  Both  of  those 
organizations  are  seeking  new  missions  in  the  environmental  area. 
The  Superfund  reforms  last  year  anticipated  through  accelerated 
cleanup  schedules,  reduced  retroactive  liability,  increased  Federal 
responsibility  for  orphan  share  and  a  number  of  others,  all  led  to 
a  larger  future  Federal  responsibility  in  that  program.  And  I  don't 
think  even  this  year  most  of  the  reforms  also  will — ^would  indicate 
a  larger  Federal  Government  responsibility. 

Now  that  responsibility  is  going  to  have  to  be  paid.  It  will  reside 
in  this  subcommittee  to  determine  how  much  that  should  be  paid. 
My  argument  is  that,  with  organizations  like  the  Bureau  of  Rec- 
lamation and  the  Corps  of  Engineers  that  are  downsizing,  rather 
than  increase  the  Superfund  program,  utilize  the  expertise  of  those 
organizations  and  ask  those  organizations  to  provide  many  of  the 
functions  that  EPA  will  undoubtedly  request  as  a  result  of  the  re- 
authorization. 
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Last  year,  in  the  1995  budget,  the  Agency  was  asked  to  hire  Bu- 
reau of  Reclamation  employees  that  were  being  RIF'd  in  the 
Superfund  program  to  provide  that  kind  of  expertise,  and  the  Agen- 
cy rejected  that  urging. 

In  the  line  item  operating  programs  outside  of  the  construction 
area,  there  exists  another  class  of  programs  which  either  duplicate 
or  are  very  similar  to  those  being  conducted  by  other  departments, 
particularly  in  the  area  of  science,  in  research,  in  data  collection, 
in  monitoring.  The  Department  of  Agriculture,  the  Department  of 
Interior,  the  Corps  of  Engineers,  the  Bureau  of  Reclamation  have 
enormous,  highly  sophisticated  databases  which  EPA  could  be 
using. 

As  an  example,  two,  three,  four  years  ago,  the  Agency  began  ask- 
ing for  resources  for  a  new  program  called  EMAT,  the  Environ- 
mental Monitoring  Assessment  Program.  It  is  a  multimedia  fund- 
ing program.  It  is  between  $25  and  $50  million  a  year.  Every  ele- 
ment of  that  program  was  already  being  funded — significantly 
funded — by  other  agencies,  and  all  of  the  information  requested  by 
EPA  in  that  program  was  already  being  obtained  by  other  agencies. 

Now,  it  has  possible  over  time  to  design  a  program  so  specifically 
that  no  one  else's  data  meets  your  needs.  But  when  you  are  in  an 
era  of  rapidly  diminishing  resources  governmentwide,  I  believe  that 
it  is  important  to  ask  the  question  about  why  in  areas  of  science 
and  research  and  data  collection  is  it  necessary  for  EPA  to  dupli- 
cate the  research  of  DOE  on  energy  issues,  the  Forest  Service  on 
terrestrial  issues  and  the  National  Biological  Service  on  national 
management  ecosystems. 

More  importantly,  I  think  this  problem  is  going  to  increase  in  the 
1996  budget  and  in  the  outyears.  The  Agency  has  already  begun 
to  expand  and  broaden  its  mission  to  include  activities  that  have 
historically  been  reserved  to  other  departments — whether  it  is  the 
Endangered  Species  Act  and  its  use  in  individual  permit  decisions 
that  the  Agency  is  now  using  or  whether  it  is  other  nontraditional 
activities  related  to  ecosystem  management  and  the  regulation  on 
the  broader  basis  of  ecosystem  management  criteria.  These  activi- 
ties will  bring  in  other  Agency  and  departmental  traditional  re- 
sponsibilities, such  as  agriculture. 

EPA's  insistence  on  doing  its  own  research  and  analysis  means 
that,  rather  than  relying  on  other  departments  such  as  Interior, 
Energy  and  Agriculture,  it  will  seek  more  resources  to  conduct  its 
own  data  collection,  monitoring  and  analysis.  Across  the  entire 
Agency,  this  amounts  to  millions  and  millions  of  dollars  in  both  the 
operating  program  and  in  the  research  program. 

A  third  area  of  relationship  between  EPA  and  other  departments 
is  in  enforcement.  Some  of  you  may  be  aware  over  time,  and  espe- 
cially in  the  last  five  to  10  years — the  measure  of  success  of  EPA's 
enforcement  program  has  been  the  number  of  cases  that  the  Agen- 
cy has  filed.  It  is  not  the  number,  the  quality  of  the  cases  or  the 
severity  of  the  allegations.  It  is  the  sheer  number  of  cases. 

What  people  have  failed  to  realize  is  that  EPA  does  not  pros- 
ecute. The  Department  of  Justice  prosecutes.  What  has  emerged  is 
a  large  number  of  alleged  violations  which  the  Department  of  Jus- 
tice is  simply  unable  to  handle. 
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I  would  urge  the  committee  in  meeting  and  assessing  increasing 
demands  for  more  enforcement  resources  to  consider  the  impact  of 
those  increases  on  other  departments  that  have  to  implement  those 
decisions. 

Moving  to  the  States.  It  has  been  a  long-standing  assumption 
amongst  us  professional  budgeters  that  if  you  delegate  a  program 
to  the  State,  the  result  of  that  delegation  is:  A)  States  will  need 
more  resources  to  implement  the  program;  and,  B)  the  Federal 
Government  should  need  less  resources  as  a  result  of  the  delega- 
tion. 

This  has  not  occurred  in  EPA.  The  committee  has  provided  in- 
creasing grant  levels  to  States  to  implement  delegated  programs. 
The  Agency  has  argued  that,  as  the  States  take  over  more  pro- 
grams, the  Agency  needs  more  oversight  resources  itself  to  ensure 
that  the  States  carry  out  those  programs  in  a  manner  which  EPA 
would  have  carried  them  out  if  they  had  maintained  the  delegation 
themselves. 

In  other  words,  if  EPA  implements  the  program,  EPA  needs 
more  resources.  If  the  States  implement  the  program,  EPA  needs 
more  resources. 

I  think  that  this  issue  goes  to  the  very  heart  of  whether  or  not 
and  how  much  authority  the  States  will  actually  have  in  imple- 
menting programs.  This  area  of  duplication  can  easily  be  reduced 
without  jeopardizing  environmental  protection.  The  amount  of  in- 
terference by  EPA  in  State  actions,  whether  it  is  State  implementa- 
tion plans  under  the  Clean  Air  Act  or  whether  it  is  the  review  of 
individual  permit  decisions  by  the  State  under  the  Clean  Water 
Act,  the  amount  of  oversight  resources  you  provide  to  EPA  is  a 
major  issue.  And  it  is  a  growing  issue.  It  will  have  great  signifi- 
cance in  the  1996  and  in  the  1997  budget. 

It  is  also  true  that  many  of  the  proposed  reforms  to  the 
Superfund  program  and  many  of  the  proposals  that  will  be  debated 
by  Congress  over  the  next  year  involve  a  shift  of  the  Superfund 
program  to  the  States.  The  amount  of  oversight  that  EPA  will  have 
as  a  result  of  that  shift  is  something  that  this  subcommittee  can 
determine. 

From  my  view,  the  best  way  to  solve  this  issue  of  oversight  is  for 
this  subcommittee  to  decide  the  appropriate  balance  in  terms  of  re- 
sources between  what  the  Federal  implementation  needs  are  and 
the  State  implementation  needs  are  and  to  keep  everything  else  at 
an  absolute  minimum.  With  overall  declining  budgets,  this  balance 
is  going  to  become  more  critical  over  the  next  two  to  three  years. 

Internally  within  EPA  it  has  been  a  long-debated  issue  on  the 
current  structure  of  the  Agency  in  its  media-by-media,  program-by- 
program  organization.  Everyone  seems  to  agree — certainly  every- 
one in  the  regulated  community  seems  to  agree  that  this  structure 
is  inefficient,  contradictory,  frustrating  for  the  State  and  the  regu- 
lating community.  The  combination  of  media-specific  programs  and 
first-come,  first-served  regulatory  apparatus  has  led  to  a  severe 
crazy  quilt  work  of  regulations. 

Any  restructures  of  EPA's  management  program  away  from  the 
media-by-media  implementation  methodology  would  save  money, 
improve  environmental  protection  and  certainly  provide  a  more  ra- 
tional regulatory  process. 
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A  more  delicate  topic  concerning  the  sewage  treatment  grant  pro- 
gram. This  subcommittee  faces  an  increasing  problem  with  respect 
to  its  outlaying  cap.  Much  of  that  is  due  to  the  spendout  of  prior 
year  budget  authority. 

Let  me  back  up.  If  the  objective  is  to  reduce  those  outlays  in  the 
current  year  as  well  as  in  the  outyears,  particularly  in  the  next  two 
to  three  years,  the  only  place  in  EPA  that  you  can  go  to  achieve 
those  levels  of  significant  savings  in  outlays  is  in  the  State  revolv- 
ing fund  which  capitalizes  State  funds  for  the  construction  of  sew- 
age treatment  plants. 

The  slower  payout  of  that  program  suggests  that  future  outlays 
savings  will  require  a  significant  budget  authority  reduction  for 
this  program.  Bluntly  put,  the  question  is  whether  or  not  the  Fed- 
eral Government  should  continue  to  subsidize  the  construction  of 
sewage  treatment  facilities. 

The  reason  that  is  relevant  is  because  in  the  next  two  to  three 
years  there  is  a  new  wave  called  the  second  round  of  construction. 
That  means  facilities  which  were  built  in  the  late  1960s  and  early 
1970s  with  Federal  funds  will  have  exhausted  their  useful  life  and 
either  will  have  to  be  reconstructed  or  greatly  expanded. 

In  the  original  legislation  of  the  Clean  Water  Act,  this  program 
was  intended  to  be  a  one-time  program.  The  committee's  continued 
funding  of  this  program,  if  that  is  what  you  decide  to  do,  should 
know  that  there  is  another  wave  of  construction  that  will  soon  be 
hitting  the  State  revolving  fund  process. 

And,  lastly,  and  a  bit  of  a  stretch  I  admit,  critics  of  the  EPA  on 
the  outside,  in  the  regulated  community,  often  cite  the  bad  regu- 
latory decisions  of  the  Agency  as  proof  that  the  Agency  is  not  man- 
aged well.  I  do  not  think  that  this  is  the  case.  I  think  that  this  con- 
fuses cause  and  effect. 

It  is  my  argument  that  what  is  really  missing  and  what  has  di- 
minished over  time  is  a  strong  economic  capability  in  EPA.  In  the 
early  1970s  and  in  the  1980s,  the  Agency  had  a  highly  sophisti- 
cated, centralized  economic  program.  That  program  has  been  elimi- 
nated in  EPA  in  the  last  few  years.  I  would  urge  the  committee  to 
restore  that  economic  capability  to  achieve  significant,  better-bal- 
anced regulations. 

Thank  you. 

Mr.  Lewis.  Thank  you  very  much,  Mr.  Gibbons. 

[The  information  follows:] 
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Mr.  Chainnan,  members  of  the  Subcommittee,  thank  you  for  inviting  me  this  morning  to 
testify  about  EPA's  management  process. 

My  name  is  David  Gibbons.   Until  recently  and  over  the  past  twenty  years  I  have  spent  the 
vast  majority  of  my  time  at  the  Office  of  Management  and  Budget  overseeing  the 
implementation  of  budget,  policy,  legislation  and  regulations  by  all  the  Natural  Resources 
Departments  and,  over  much  of  that  time,  specifically  by  EPA.   I  also  spent  five  of  those 
years  at  EPA  implementing  the  water  pollution  control  regulatory  program.   In  both 
capacities  I  have  had  the  opportunity  to  observe  the  evolution  of  EPA  and  its  management 
structure. 

Given  the  brief  allotted  time,  I  am  going  to  restrict  my  comments  solely  to  areas  of  EPA's 
management  which  I  believe  can  be  modified  to  improve  the  Agency's  operations,  its 
relationship  to  other  Departments  and  the  Sutes,  and  also  provide  significant  savings.   I  will 
not  address  the  various  organic  sututes  which  EPA  implements  except  in  the  context  of  how 
they  are  administered  by  the  Agency.   I  will  also  not  provide  funding  recommendations  with 
respect  to  specific  program  content  or  how  EPA's  priorities  should  be  changed  although  I 
would  welcome  the  opportunity  to  do  so  at  a  later  date.   Instead,  I  will  restrict  my  comments 
to  how  the  Agency's  management  structure  could  be  altered  to  improve  its  performance  and 
produce  savings. 
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The  Relationship  of  EPA  Programs  to  Those  of  Other  Departments: 

As  budget  reductions  and  downsizing  accelerate  across  the  Executive  Branch,  one  very 
significant  potential  is  to  utilize  the  expertise  of  other  Federal  Agencies.  EPA  has  a 
number  of  programs  that  either  duplicate  activities  conducted  by  other  Departments  or 
which  could  utilize  the  expertise  of  other  Departments  rather  than  secure  additional 
expertise  through  FTE  increases  or  new  extramural  funding. 

The  Superfund  program  is  an  excellent  example.  Both  the  Corps  of  Engineers  and  the 
Bureau  of  Reclamation  have  proven  engineering  and  construction  expertise.  Both  are 
also  searching  for  new  missions  including  missions  relevant  to  environmental  protection. 
The  BuRec  has  been  rapidly  reducing  its  staff  throughout  the  organization  as  old 
construction  programs  come  to  an  end.  At  the  same  time,  many  Superfund  reform 
proposals,  such  as  accelerated  cleanup  schedules,  reduced  retroactive  liability,  increased 
Federal  responsibility  for  orphan  share  remediation  and  accelerated  cleanup  actions  at 
Federal  facilities,  envision  an  enhanced  role  on  the  part  of  the  Federal  Government. 
Rather  than  continue  to  increase  EPA  programs,  the  utilization  of  the  expertise  of  the 
Corps  and  BuRec  to  implement  or  oversee  the  implementation  of  the  Superfund  program 
both  saves  money  and  potentially  reduces  the  tremendous  pressure  to  downsize  those 
organizations.  In  the  early  1980's,  the  wastetreatment  grant  program  turned  to  the  Corps 
of  Engineers  to  oversee  the  construction  of  the  largest  and  most  complicated  municipal 
sewage  treatment  facilities,  drawing  on  ahnost  $20  million  in  COE  Staff  expertise  each 
year.    There  is  a  proven  record  of  success  in  utilizing  other  Agency  expertise  in  large 
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construction  programs.  Yet,  efforts  last  year  to  encourage  EPA  to  hire  BuRec  staff  being 
subjected  to  reductions  in  force  (RIF)  were  rejected  by  the  Agency. 

In  the  line  operating  programs  there  exists  another  class  of  programs  that  are  also 
duplicative  or  very  similar  to  those  being  conducted  by  other  Departments.  It  is  likely 
that  even  a  simple  cross  cut  of  similar  activities  among  Natural  Resource  Departments 
would  reveal  a  number  of  opportunities  to  combine  or  eliminate  EPA  activities  without 
affecting  the  Agency's  mission.  Just  one  example  is  an  EPA  program  in  the  Office  of 
Research  and  Development,  the  Environmental  Monitoring  Assessment  Program 
(EMAP),  a  multi-media  monitoring  program  funded  at  between  $25  and  $50  million  per 
year.  Begun  only  three  or  four  years  ago,  the  program  is  very  similar  to  a  number  of 
ambient  monitoring  program  conducted  by  the  Department  of  Interior  and  the  Department 
of  Agriculture.  Its  initiation  was  initially  resisted  by  0MB  because  it  was  duplicative  of 
ongoing  Interior  activities.  Even  if  outright  duplication  could  be  avoided  through  highly 
specific  program  design,  in  an  era  of  rapidly  diminishing  resources  government-wide,  the 
more  basic  question  about  the  need  for  multiple  programs  that  obtain  and  analyze  the 
same  generic  data  for  the  same. function  and  purpose  should  still  be  asked  and  a  higher 
level  of  justification  demanded.  In  the  areas  of  science,  research,  and  data  collection 
especially,  is  it  necessary  for  EPA  to  duplicate  the  research  of  DOE  on  energy  issues, 
or  the  Forest  Service  on  terrestrial  research  programs,  or  the  National  Biological  Service 
on  eco-system  management  programs? 
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This  type  of  program  overlap  is  particularly  important  for  the  current  and  future  budgets 
for  EPA  because  the  Agency  has  clearly  begun  and  will  continue  to  expand  and  broaden 
its  mission  to  include  activities  that  have  historically  been  reserved  to  other  Departments, 
such  as  the  inclusion  of  the  Endangered  Species  Act  in  regulatory  and  permitting 
decisions  and  regulation  on  the  basis  of  broader  ecosystem  management  criteria.  These 
actions  may  well  bring  non-traditional  EPA  activities,  such  as  Agriculture,  into  its 
regulatory  purview.  The  merits  of  that  change  is  not  the  point  here.  What  is  important 
to  this  Subconmiittee  is  that  EPA's  insistence  on  doing  its  own  research  and  its  own 
analysis  of  issues  means  that  rather  than  relying  on  the  Departments  of  Agriculture  or 
Interior  or  Energy  science  and  research  programs,  it  will  seek  more  resources  to  conduct 
its  own.  Across  the  entire  agency  this  could  easily  mean  millions  of  dollars  per  year 
over  the  next  few  years  in  potential  operating  program  costs. 

Enforcement 

The  Agency's  various  authorizing  statutes  provide  EPA  with  a  large  degree  of 
enforcement  authority.  For  some  number  of  years  the  success  of  the  enforcement 
program  at  EPA  has  been  measured  by  the  total  number  of  enforcement  actions  brought 
against  the  private  sector  for  alleged  violations.  The  scope  and  severity  of  violations  was 
much  less  relevant  than  the  numbers.  But  in  the  process  of  increasing  the  numbers,  other 
Departments,  especially  the  Department  of  Justice,  have  become  caught  in  a  real 
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dilemma.  They  cannot  prosecute  all  the  cases  EPA  develops  and  have  found  themselves 
in  a  rather  significant  resource  deficit  created  by  EPA's  enforcement  policy. 

Because  the  total  EPA  enforcement  program  has  been  rising  steadily  for  over  the  past 
several  years,  I  believe,  at  a  minimum,  it  is  important  that  the  Subconmiittee  take  note 
of  the  ramifications  of  continued  increases  on  other  Departments. 

The  Relationship  of  EPA  to  the  States: 

There  has  been  a  longstanding  general  assumption  among  us  professional  budgeters  that 
delegating  to  the  States  would  result  in  higher  resource  needs  at  the  State  level  and  less 
resource  needs  at  the  Federal  level.  EPA  State  grant  programs  have  been  providing  the 
resources  to  the  States  to  implement  delegated  programs.  A  check  of  EPA's  historic 
funding  levels  will  reveal,  however,  that  Federal  resources  did  not  decline 
conmiensurately. 

The  Subcommittee  is  urged  to  review  these  historic  funding  patterns  because  they  go 
directly  to  the  real  heart  of  the  State  delegation  issue.  The  Agency  has  argued  that  as 
States  take  over  more  programs  EPA  needs  more  oversight  resources  to  ensure  proper 
implementation.  In  other  words,  if  EPA  implements  programs,  more  EPA  resources  are 
needed,  and  if  Stries  Implement  the  programs,  more  EPA  resources  are  needed.  If  States 
are  truly  given  the  authority  to  implement  a  program  in  the  future,  with  minimal  Federal 
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interference,  the  need  for  EPA  oversight  of  State  actions  should  be  greatly  reduced. 
Even  a  quick  review  of  EPA's  operating  budget  reveals  a  very  significant  percentage  of 
its  staff  resources  devoted  to  oversight  of  programs  that  have  been  fully  or  partially 
delegated  to  the  States.  This  area  of  duplication  can  easily  be  reduced  without 
jeopardizing  environmental  protection. 

The  issue  will  also  have  great  significance  as  the  Clean  Water  Act  and  Superfund 
programs  are  reauthorized  this  year.  Many  proposals  for  both  laws,  especially  for 
Superfund,  envision  a  significant  shift  of  the  program  to  the  States.  I  would  argue  that 
the  extent  of  EPA's  oversight  of  State  programs,  if  this  shift  occurs,  should  be  debated 
explicitly  within  this  Subcommittee.  Should  other  reauthorization  proposals  also 
accelerate  the  shift  of  programs  to  the  States,  the  scope  of  EPA  oversight  will  become 
an  even  greater  budget  issue. 

Perhaps  the  best  way  to  solve  the  problem  is  for  the  Subcommittee  to  determine  the 
appropriate  balance  between  Federal  and  State  implementation  needs.  With  an  overall 
declining  budget,  this  balance  will  become  of  increasing  importance. 

Structure  of  Operating  Programs 

Shifting  to  specific  internal  EPA  programs  it  is  well  known  (and  has  been  debated  both 
within  EPA  and  between  EPA  and  0MB  and  the  States  for  years)  that  the  current  media 
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or  program  specific  structure  of  the  Agency  is  extremely  inefficient,  often  contradictory, 
and  frustrating  for  both  the  States  and  the  regulated  community.  Because  it  is  a 
constantly  debated  topic,  I  need  not  repeat  the  arguments  or  potential  solutions  here. 
Suffice  it  to  say  that  ahnost  any  restructuring  of  EPA's  management  structure  that  leads 
to  real  regulatory  process  change  must  include  the  elimination  of  individual  media-by- 
media  program  implementation,  and  its  replacement  with  a  functional  or  multimedia 
structure.  Almost  any  restructuring  would  save  significant  Federal  funds,  tremendous 
private  resources  and  would  probably  achieve  greater  risk  reduction.  I  recommend  to 
you  the  National  Association  of  Public  Administrators  recent  study  of  the  Agency's 
organizational  structure,  tracing  its  evolution  back  to  the  early  1970's. 

The  Subcommittee  will  soon  be  faced  with  some  difficult  choices  with  respect  to  the  size 
of  the  State  Revolving  Fund  for  the  construction  of  municipal  sewage  treatment  plants. 
It  is  important  for  two  reasons.  The  budget  authority  provided  to  this  program  is  a 
significant  percentage  of  EPA's  total  budget  and  is  (and  should  be)  a  major  potential 
source  of  savings.  Second,  as  with  any  large  construction-type  program  administered  by 
this  Subcommittee,  prior  year  Budget  Authority  for  this  program  is  a  major  factor  in  the 
squeeze  on  outlays  that  continues  to  occur.  The  slower  payout  of  the  program  suggests 
strongly  that  savings  in  future  year  outlays  will  require  a  significant  reduction  in  Budget 
Authority  for  these  programs  today. 
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The  importance  of  the  decision  also  has  significant  policy  implications.  First,  many  of 
the  plants  built  with  Federal  funds  in  the  early  1970's  are  reaching  the  end  of  their  useful 
lives  and/or  capacity.  Bluntly  put,  the  question  is  whether  or  not  the  Federal 
Government  should  subsidize  the  reconstruction  of  these  facilities.  This  "second  round" 
will,  of  course,  increase  pressure  on  State  Revolving  Funds  and,  in  turn,  on  this 
Subcommittee  to  increase  funding  significantly.  Continued  funding  of  the  SRFs  at 
current  levels  is  an  implicit  if  not  explicit  decision  that  the  Federal  Government  has  a 
long  term  obligation  in  this  construction  program.  A  long  term  role  was  not  envisioned 
in  the  original  program  authorization.  It  was  crafted  as  a  one  time  Federal  assistance  to 
bring  the  entire  nation  up  to  secondary  treatment  levels.  That  objective  has  been  virmally 
completed.  Although  admittedly  a  very  difficult  decision,  a  significant  reduction  in  this 
program  will  allow  for  the  accommodation  of  other  Subcommittee  initiatives  and,  over 
the  next  few  years,  could  provide  significant  outlay  savings  as  well. 

The  Role  of  Economics 

Critics  of  EPA  often  site  the  promulgation  of  bad  regulatory  decisions  as  proof  that  the 
Agency  is  not  managed  well.  My  experience  suggests  that  this  is  a  confusion  of  cause 
and  effect.  The  Agency,  in  my  opinion,  is  simply  not  strong  enough  in  its  use  of 
economics  as  both  a  decision  tool  and  a  tool  for  informing  Congress  and  the  public  about 
the  real  costs,  including  the  full  opportunity  costs  of  its  regulatory  decisions.  A  major, 
centralized  policy  and  economic  role  existed  in  EPA  throughout  most  of  the  1970's  and 


882 


-8- 

1980's  but  has  largely  disappeared.  The  essential  check  and  balance  that  economics 
analysis  provides  and  that  existed  in  the  Agency  throughout  the  1970's  and  early  1980's 
has  disappeared  and  has  recently  been  consciously  removed  from  the  Agency's  policy 
office.   Its  statistical  capability  is  also  under  significant  threat,  I  am  told. 

A  simple  way  to  vastly  improve  EPA's  management,  as  it  is  viewed  by  many  outside  of 
the  Agency  would  be  to  reestablish  a  strong  role  for  economic  analysis  in  the  policy 
decision  process.  If  risks  and  benefits  are  ever  to  become  reasonably  available  criteria 
for  future  regulatory  and  program  decisions,  and  post  promulgation  transaction  costs  are 
to  be  reduced  a  solid  economic  policy  apparatus  must  be  restored. 

Again,  thank  you  for  inviting  me  this  morning.    I  would  be  pleased  to  answer  any  questions 
generated  by  this  testimony. 
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Mr.  Lewis.  We  had  planned  you  to  operate  as  a  panel.  You  chose 
to  switch  your  testimony.  We  can  continue  on  the  earlier  pattern 
presuming  that  is  acceptable  to  you.  I  gather  because  of  the  heart 
of  your  individual  subject  matter  you  wanted  to  reverse  them.  Is 
that  correct? 

Mr.  Smith.  That  is  correct. 

Mr.  Lewis.  If  it  is  all  right  with  the  committee,  we  will  proceed 
by  hearing  the  balance  of  the  panel,  and  then  we  will  go  forward 
on  what  I  would  like  to  experiment  with — a  10-minute  rule  for  each 
of  the  Members.  That  is,  it  is  hard  to  establish  a  dialogue  in  the 
five-minute  questioning  period,  and  so  you  will  be  given  10  min- 
utes, and  we  will  have  at  least  one  round. 

From  there,  we  would  appreciate  it  if  you  possibly  can,  Mr. 
Smith,  for  your  testimony  is  reasonably  extended,  if  you  would 

Mr.  Smith.  I  am  going  to  cut  it  back. 

Mr.  Lewis  [continuing].  If  we  can  go  from  there. 

Mr.  Smith.  I  am  not  a  Hubert  Humphrey  fan.  I  usually  speak 
60  words  a  minute,  but  I  hit  gusts  at  150. 

Mr.  Lewis.  He  is  president  of  the  Competitive  Enterprise  Insti- 
tute. 

Mr.  Fred  Smith's  Summary  Statement 

Mr.  Smith.  Gk)od  morning,  Mr.  Chairman.  As  President  of  the 
Competitive  Enterprise  Institute,  we  welcome  the  invitation  today 
to  discuss  how  to  restore  limited  government  in  America,  specifi- 
cally in  this  important  area. 

CEI  is  heavily  involved  in  the  whole  array  of  risk  management, 
natural  resource,  energy,  environmental  areas  which  are  the  sub- 
stance of  EPA's  policy.  Many  of  you  have  received  the  Environ- 
mental Briefing  Book  that  was  distributed  to  all  candidates  during 
the  debate;  and  I  have  asked  that  all  of  you  get  a  shot  at  our  Fed- 
eral Disaster  Calendar,  which  is  a  more  humorous  attempt  to  dis- 
cuss some  of  the  silliness  that  you  are  dealing  with  on  this  commit- 
tee and  Congress  has  got  to  address  in  the  next  year. 

Reducing  the  scale  and  scope  of  government  is  what  this  last 
election  was  all  about.  The  American  people  did  not  call  for  good 
government,  not  even  good  Republican  government.  They  called  for 
less  government,  and  that  means  fewer  programs  and  fewer  regula- 
tions. 

Americans  understand,  even  if  the  special  interests  who  have 
long  dominated  this  city  do  not,  that  good  government  is  limited 
government,  that  a  government  that  seeks  to  regulate  everj^hing 
will  regulate  nothing  well;  and  the  major  challenge,  as  you  well 
know,  is  political,  not  intellectual. 

But  let  me  say  that  you  have  a  much  easier  time  than  some  poli- 
ticians do  in  other  countries.  Suppose  you  were  in  the  Soviet  Union 
now  tr3dng  to  figure  out  how  to  privatize  and  deregulate  everything 
or  Congressman  Walsh  knows  the  difficulties  we  face  here  in  D.C. 
And  The  New  York  Times  tadks  about  Sweden  having  some  difficul- 
ties. 

It  is  important  we  get  a  control  over  those  issues  because  the 
EPA  is  expanding.  EPA's  spending  is  up  in  1995,  10  percent  over 
its  prior  budgets.  Those  budgets  consist  of  two  visible  parts;  one, 
the  core  regulatory  and  enforcement  functions  that  Dave  talked 
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about  and  two,  essentially  pork  barrel  public  works  projects — water 
infrastructure  and  Superfund. 

The  visible  EPA  budget,  however,  as  everyone  knows,  is  but  the 
tip  of  the  iceberg.  Most  regulatory  causes  go  off  budget.  That  is  one 
of  the  reasons  America  has  become  such  a  regulatory  state,  because 
it  has  been  easier  to  hide  the  cost  through  regulation  than  through 
the  honest  way  of  buying  something  directly. 

Viewed  in  this  way,  EPA  is  one  of  the  most  powerful  economic 
planning  agencies  in  the  history  of  the  world.  The  total  costs  of 
EPA  are  estimated  already  at  over  $150  billion  a  year,  about  two 
percent  of  gross  domestic  product,  and  growing  rapidly. 

Now  if  EPA  were  achieving  major  benefits  then  these  costs  might 
be  acceptable.  But  study  after  study  finds  that  EPA's  major  fault 
is  not  that  it  is  doing  intelligent  things  foolishly  but  that  it  is  doing 
too  many  foolish  things. 

EPA's  ability  to  set  meaningful  priorities  that  can  advance  eco- 
logical objectives  in  an  economical,  rational  way  is  virtually  non- 
existent for  many  reasons.  My  testimony  dealt  with  three  cat- 
egories. I  call  them  barnacles,  tumors  and  paradigm  shifts. 

The  barnacles  are  those  programs  that,  basically,  are  the  irra- 
tional pieces  of  government  that  fit  in  because  somebody  thought 
it  was  a  good  idea  some  time,  and  we  have  never  gone  back  to  re- 
visit them. 

I  talked  about  the  Radon  Action  Program,  which  is  a  typical  fear- 
mongering  program  of  EPA.  What  it  basically  does  is  it  goes 
around  terrifying  Americans  that  radon  is  a  serious  health  risk,  re- 
quiring or  requesting  that  they  go  through  testing  procedures — ad- 
vanced, of  course,  by  testing  groups  who  love  these  kind  of  pro- 
grams— and  then  asking  that  if  certain  things  show  up  that  we  re- 
quire expensive  remediation. 

The  cost  of  that  remediation  action,  of  course,  is  the  tip  of  the 
iceberg.  The  programs  themselves  are  a  few  million  dollars,  but  the 
cost  of  remediating  all  the  homes  that  EPA  estimates  may  be  sub- 
ject to  these  mythical,  h3T)othetical  radon  risk  could  exceed  $45  bil- 
lion. 

Personally,  I  should  say  that  my  sister-in-law  lives  down  in  Flor- 
ida, was  selling  her  house.  She  called  in  frantic  dismay  one  night 
because  her  home  was  supposedly  filling  with  radon.  She  had  her 
kids  out  in  the  backyard  wondering  if  it  was  safe  to  have  them 
back  home  again. 

These  kinds  of  terrorist  campaigns  allows  EPA  to  retain  far  too 
much  public  support  that  have  done  nothing  to  advance  environ- 
mental objectives.  They  are  not  instructional.  EPA  is  alarming  the 
American  public,  not  informing  them. 

The  Green  Lights  Program.  Green  Lights  is  one  of  them — ^"the 
American  public  is  too  stupid  to  do  it,  so  we  will  tell  them  how  to 
run  their  life" — that  litter  government  today.  The  idea  that  con- 
servation is  somehow  now  our  largest  source  of  energy  to  which 
most  of  us  should  respond,  and  dieting  is  our  largest  source  of  food 
but  you  can't  live  off  of  someone  else's  diet  and  you  can't  really 
light  your  home  off  of  someone  else's  conservation  program. 

If  EPA  is  so  smart  and  EPA's  Office  of  Green  Lights  is  so  smart 
in  discovering  unexplored  economic  opportunities  for  energy  effi- 
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ciency,  then  we  should  privatize  the  whole  department  and  let 
these  people  become  rich  individuals  in  the  capitalist  economy. 

Incidentally,  Robert;  Reich  has  suggested  we  eliminate  corporate 
welfare  programs  since  these  programs  are  designed  to  help  cor- 
porations become  more  energy  efficient.  Let's  put  this  right  on  the 
top  of  the  block  for  elimination. 

In  the  tumors  area,  there  is  a  whole  series  I  mentioned.  Let  me 
quickly  go  through  a  few. 

The  Pollution  Prevention  and  Waste  Reduction  Program.  EPA 
confuses  emissions — the  unavoidable  energy  and  material  residues 
connected  with  all  real-world  economic  activities — with  pollution — 
the  transfer  of  such  residuals  to  the  property  of  another  without 
permission. 

To  EPA  a  pet,  whether  housebroken  or  not,  is  a  source  of  nega- 
tive externalities.  God  knows  how  they  view  babies  and  diapers. 
This  whole  program  misdirects  EPA's  effort  and  is  in  dramatic 
need  of  improvement.  Eliminating  the  program  might  get  EPA  to 
rethink  this  inherent  confusion  at  the  core  of  their  programs. 

The  404  Program.  Few  programs  have  done  more  to  increase  the 
distrust  between  Americans  and  their  government  than  the  wet- 
lands protection  programs.  CEI  has  a  program  called  Gaining  New 
Ground  which  argues  that  wetland  restoration  is  already  occurring. 
We  are  already  in  positive  flow  in  that  situation.  It  is  time  now  to 
get  rid  of  the  whole  404  program.  We  still  have  the  Corps  of  Engi- 
neers to  worry  about.  But  Refunding  EPA  in  this  area  would  do 
much  to  restore  the  ability  for  government  and  citizenry  to  trust 
each  other. 

I  ask  that  the  Office  of  Environmental  Education  be  eliminated. 
There  is  no  market  failure  in  this  area.  If  the  goal  of  EPA  is  to  en- 
courage young  people  to  think  about  recycling,  a  green  turtle  say- 
ing, "hey,  dude,  recycling"  is  going  to  have  a  lot  more  effect  than 
a  babbling  bureaucrat. 

Shifting  paradigms.  The  critical  issues  are  going  to  go  beyond  the 
trivial  to  the  serious  issues.  Here  we  are  getting  into  some  of  the 
things  David  talked  about.  We  have  to  realize  the  whole  program 
at  EPA  today  is  based  on  a  misguided  premise,  the  so-called  mar- 
ket failure  paradigm.  As  Senator  Moynihan  has  argued,  spending 
$150  a  year  on  environmental  protection  may  not  be  foolish,  but 
doing  it  without  thinking  about  it  certainly  is. 

Today,  environmental  policy  is  political  policy.  Everything  should 
be  done  by  politics,  and  everything  should  be  done  at  the  Federal 
level. 

When  you  look  at  EPA's  two  major  functions:  resource  manage- 
ment questions,  groundwater  protection,  urban  air  quality,  waste 
management,  global  issues — and  those  related  to  risk  management 
concern  over  pesticides,  Superfund,  and  global  warming,  you  find 
that  in  both  areas  EPA  never  entertains  private  sector  alternatives 
to  govemment-knows-best  arguments. 

You  are  going  to  be  talking  about  the  urban  air  pollution  pro- 
gram this  afternoon.  We  have  done  a  lot  of  work  in  that  area  at 
CEI,  and  an  illustration  of  the  value  of  viewing  environmental  is- 
sues in  a  more  creative  way  is  harder  to  find. 

Urban  air  quality  is  largely  a  local  matter.  Yet  the  current  laws 
provide  the  localities  almost  no  flexibility,  no  freedom.  Current  law 
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charges  EPA  with  both  monitoring  air  quaUty  via  an  extremely 
strange  set  of  statistics  and  then  determining  what  control  strate- 
gies will  be  allowed.  The  result  is  the  conflict  now  occurring 
throughout  America  on  how  best  to  meet  nationally  imposed  locsd 
air  concerns. 

EPA  is  insisting  on  anti-energy,  anti-car  policies  that  are  creat- 
ing major  backlashes  in  America  from  California  to  Virginia.  More- 
over, EPA  has  used  obsolete  data  to  justify  those  programs.  They 
are  arguing  we  have  to  do  these  things  because  the  air  quality  isn't 
good,  but  the  data  base  they  are  using  has  been — goes  back  to  the 
1980s.  EPA  wants  to  retain  power  regardless  of  what  is  really 
going  on  in  the  urban  community.  Cities  have  other  problems  than 
spending  money  where  it  is  not  needed. 

This  committee,  I  suggest,  should  specify  that  no  funds  can  be 
used  by  EPA  under  this  bill  to  enforce  any  statute  that  is  based 
on  data  that  is  less  than  timely. 

Superfund  is  a  classic  pork  barrel  program.  Indeed,  it  was  de- 
signed to  be  the  black  hole  of  all  pork  barrel  programs.  Move  a 
dump  a  day  where  we  spend  large  sums  of  money  on  very  difficult- 
to-ascertain  problems  which  would  pose,  by  all  accounts,  very  little 
risk  are  typical  of  the  out-of-control  programs  which  have  given 
Washington  such  a  bad  rap  today. 

What  we  need  to  do  in  these  areas  is  shift  these  programs  back 
to  the  States,  liquidate  the  trust  fund,  distribute  it  to  the  various 
communities  and  let  local  communities  resolve  the  question  of  how 
clean  is  clean.  We  have  some  specific  recommendations  in  an  at- 
tachment to  my  testimony  that  you  have. 

Incidentally,  these  things  aren't  so  controversial.  A  New  York 
Times  series  very  recently  pointed  out  that  often  the  best  way  to 
address  a  Superfund  site  is  simply  to  put  a  fence  around  it  and  to 
put  a  sign  up. 

The  Sewage  Construction  Grant  Program,  the  other  pork  barrel 
program  at  EPA,  was  addressed  by  David  well.  Basically,  this  is 
the  first  of  the  major  public  works  programs  overseen  by  EPA.  Its 
experience  has  been  disastrous  from  the  beginning. 

There  was  a  series  in  the  1980s  by  The  Washington  Post  called 
Monuments  to  Idealism  Mired  in  the  Muck  which  went  through 
some  of  the  reasons  why  the  program  didn't  work.  We  did  some 
moderate  reforms  in  the  early  Reagan  years;  but,  as  Dave  knows 
better  than  I,  they  are  inadequate.  We  are  still  wasting  large 
amounts  of  money  in  that  area.  We  should  shift  the  programs  back 
to  the  States  and  localities. 

I  address  in  my  testimony  some  changes  that  I  think  the  commit- 
tee also  ought  to  investigate  at  the  same  time.  If  we  are  going  to 
shift  responsibilities  back  to  States  and  localities,  we  need  to  strip 
from  some  of  the  older  common  law  defenses  that  allow  commu- 
nities to  defend  themselves  against  upstream  or  uplake  pollution. 

There  is  an  interesting  example  of  Chicago  and  the  City  of  Mil- 
waukee that  got  in  a  dispute.  Chicago  prevailed  on  environmental 
grounds.  The  Clean  Water  Act  was  passed,  and  Chicago's  claim 
then  was  overturned  because  it  was  up  to  EPA  to  decide  how  clean 
is  clean  and  whether  Milwaukee's  concerns  were  more  important 
than  those  of  Chicago. 

Mr.  Lewis.  We  are  rapidly  approaching  10  minutes. 
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Mr.  Smith.  This  is  a  gigantic  subject.  It  is  awful  hard  to  get  in 
in  a  small  amount  of  time. 

In  addressing  regulatory  problems,  it  is  particularly  difficult 
from  a  budgetary  viewpoint.  As  I  have  noted,  most  of  the  con- 
sequences of  the  things  you  are  looking  at  occur  off  budget. 

One  of  the  things  you  might  want  to  do  is  consider  an  integrated 
approach  which  would  take  on  budget  and  off  budget  expenses  and 
put  them  in  the  same  reporting  format.  The  things  we  have  talked 
about:  devolution  of  responsibility;  authority  to  State  and  local 
groups;  allowing  options  to  opt  out  of  the  Federal  programs:  en- 
couraging private  sector  solutions;  and  specifically  encouraging  pri- 
vate property  extensions  to  resources  that  are,  you  know,  mis- 
managed in  the  political  area,  and  the  whole  risk  area  moving  to- 
wards a  risk-risk  framework  which  is  being  considered  by  many 
communities  today. 

The  major  thing  to  recognize  is  we  have  relied  almost  totally  on 
politics  to  resolve  environmental  problems.  It  is  one  of  the  last 
areas  where  political  solutions  remain  unchallenged.  In  the  area  of 
economics,  we  all  understand  that  private  solutions  are  vastly  su- 
perior to  political  means  to  create  wealth.  In  the  welfare  area,  we 
are  beginning  to  raise  that  same  paradigm  shift.  Only  in  the  envi- 
ronmental areas  have  they  been  mired  in  the  idea  that  if  it  doesn't 
happen  politically,  if  it  doesn't  happen  in  D.C.,  it  is  not  real.  That 
is  a  wrong  assumption.  It  is  time  to  question  it. 

Thank  you. 

Mr.  Lewis.  Thank  you,  Mr.  Smith. 

[The  information  follows:] 
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Good  morning,  my  name  is  Fred  Smith.   As  President  of  the 
Competitive  Enterprise  Institute,  I  welcome  your  invitation  to 
discuss  today  steps  to  restore  limited  government  to  America. 
CEI  is  a  public  interest  group  established  in  1984  with  a  current 
staff  of  24  and  an  annual  budget  of  about  $2  million.   Located  in 
Washington,  D.C.,  CEI  works  to  educate  and  inform  policymakers, 
journalists,  and  other  opinion  leaders  on  private  alternatives  to 
political  programs  and  regulations.   CEI  also  engages  in  public 
interest  litigation  to  protect  property  rights  and  economic 
liberty. 

CEI  is  heavily  involved  in  natural  resource,  risk 
management,  science  and  economic  development  policy  —  the 
primary  issue  areas  relevant  to  the  Environmental  Protection 
Agency.   CEI  circulated  to  all  candidates  in  the  recent 
elections,  our  Environmental   Briefing  Book,    which  outlines  our 
views  on  environmental  reform.   Together  with  Kent  Jeffreys,  I 
co-authored  the  energy  and  environment  chapter  of  the  recently 
released  book.  Market  Liberalism:   A  Paradigm  for  the  21st  Century 
and  I  am  the  co-editor  of  the  book.  Environmental   Politics: 
Public  Costs,    Pri\/ate  Rewards   which  addresses  ways  in  which  the 
public  interest  has  suffered  in  the  natural  resource  area.   I 
also  authored  a  chapter  critical  of  the  Reagan  era  approach  to 
environmental  policy:  "What  Environmental  Policy?"  in  the  Cato 
volume.  Assessing  the  Reagan   Years. 

Prior  to  Earth  Day  1995,  CEI  will  publish  a  book.  The  True 
State  of  the  Planet,    a  positive  antidote  to  the  doom  and  gloom 
publications  that  dominate  the  environmental  field.   CEI  also 
championed  the  electricity  deregulation  decision  by  the 
California  Public  Utility  Commission  (the  decision  to  foster 
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retail  wheeling)  opposed  by  some  within  the  environmental 
establishment.   CEI  staffer  Jonathan  Tolman  recently  completed  a 
paper,  "Gaining  More  Ground"  arguing  that  America  has  already  met 
the  "no  net  loss  of  wetlands"  standard,  suggesting  that 
eliminating  the  Section  404  program  is  now  warranted.   Finally,  a 
confession,  for  five  years  during  the  70s,  I  was  employed  at  EPA, 
leaving  as  Senior  Policy  Analyst.   At  that  time,  eco-taxes, 
pollution  prevention,  life  cycle  analyses  and  a  host  of  other  now 
popular  programs  were  in  vogue.   EPA  has  learned  little  over  the 
last  20  years. 

On  a  lighter  note,  CEI  recently  published  a  Federal  Disaster 
Calendar  to  illustrate  the  vast  wastefulness  of  the  current 
federal  establishment.   The  Vertac  Superfund  project  is  all  too 
indicative  of  the  problems  posed  by  EPA's  approach  to  hazardous 
waste  management.   Copies  should  be  available  for  each  member  of 
this  panel. 


REOnCIMO  THB  SCALE  AND  SCOPE  OP  OOVEBIMENT: 

The  recent  election  represents  a  major  opportunity  for 
change.   The  American  people  did  not  call  for  good  government, 
not  even  good  Republicmn  government  —  they  called  for  less 
government  and  that  means  fewer  programs  and  fewer  regulations. 
Americans  understand  —  even  if  the  special  interests  who  have 
long  dominated  this  town  still  do  not  —  that  good  government  is 
li«it«d  government,  that  a  government  that  seeks  to  do 
everything,  will  do  nothing  well. 

America  now  has  the  opportunity  to  take  a  U-turn  on  the  Road 
to  Serfdom,  to  back  away  from  what  had  seemed  an  inevitable 
growth  of  Leviathan.   Vour  challenge  is  to  translate  that 
opportunity  into  reality.   It  will  not  be  easy.   Many  think  you 
will  fail.   To  most  in  the  media  and  elsewhere,  this  election 
signifies  only  that  one  team  has  replaced  another.   Like  others 
before  you,  you  come  to  Washington  to  drain  the  swamps,  but  you 
may  soon  relax  and  come  to  view  it  more  as  a  hot  tub!   And  you 
will  be  pressured  to  back  off  serious  reforms.   As  my  Daddy  said 
long  ago:  When  you  get  between  the  pigs  and  the  trough,  you're 
going  to   hear  a  lot  of  squealing. 

One  way  to  test  out  the  legitimacy  of  government  spending 
was  suggested  by  P.J.  O'Rourke,  the  humorist.   Since  all  Federal 
program  are  funded  or  enforced  by  the  coercive  power  of  the 
state,  O'Rourke  suggested  we  first  ask  for  each  program:  would 
you  place  a  gun  at  Granny's  head  and  say,  "Okay,  Granny,  cough  up 
..  or  else!"   Take  that  suggestion  to  heart  and  you'll  find  many 
ways  to  reduce  America's  regulatory  burden. 

The  major  challenge  is  political,  not  intellectual  but  you 
have  a  much  easier  time  of  it  than  your  counterparts  elsewhere  — 
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say  in  the  former  conununist  nations  now  seeking  to  privatize  and 
deregulate  their  encumbered  economies.   We're  fortunate  here  in 
America.   We've  not  traveled  so  far  down  the  Road  to  Serfdom  and 
thus  our  turnaround  is  much  easier.   Much  of  our  economy  is 
already  in  private  hands,  we  have  a  robust  (albeit  bruised)  rule 
of  law  and  have  already  freed  ourselves  of  many  burdensome 
regulatory  restrictions.   Still,  it  will  not  be  easy.   My  advice 
on  steps  that  might  make  it  possible  to  do  so  follow. 

ADDRESS ING  EPA '8  IMPACT  ON  THE  ECONOMY: 

Environmental  values  are  critical;  nearly  all  Americans  wish 
to  see  a  clean  environment.   Yet,  the  EPA  is  not  working  well  and 
must  be  reformed.   Would  anyone  starting  afresh  to  address 
environmental  concerns  recreate  today's  EPA?   I  think  not. 
Operating  under  the  belief  that  markets  cannot  address 
environmental  concerns,  EPA  has  assumed  regulatory  control  over 
all  economic  activities  having  any  environmental  impact.   Since 
all  economic  activities  have  some  such  impact;  EPA  now  seeks  to 
regulate,  in  principle,  the  whole  U.S.  economy.   EPA  can  block 
new  technologies,  restrict  land  use,  limit  economic  growth,  and  ' 
impose  arbitrary  and  capricious  requirements  on  private  and  non- 
federal governmental  activities.    Increasingly,  scarce 
managerial  and  engineering  talent  are  diverted  from  economic 
growth  to  paperwork,  from  wealth  creation  to  regulatory 
compliance.    The  resulting  costs  may  well  explain  the  stagnation 
of  American  wage  rates  over  the  last  decade. 

EPA  has  become  the  1000  pound  gorilla  of  regulatory  excess. 
Its  "market  failure"  rationale  justifies  ecological  central 
planning  —  a  more  complex  and  even  less  feasible  form  of 
economic  central  planning.   Given  the  disasters  of  central 
planning  around  the  world,  we  would  not  expect  EPA  to  function 
well  and  it  does  not.   Environmentalists  and  businessmen  and  an 
increasingly  array  of  analysts  find  EPA's  performance  disastrous. 
Reform  is  critical.   Your  control  over  the  environmental  budget 
can  advancing  such  reform. 

Moreover,  EPA  is  still  expanding.   EPA  spending  is  up  in 
1995  —  a  ten  percent  hike  to  $7.25  billion.   EPA's  core 
regulatory  and  enforcement  programs  comprise  the  largest  fraction 
of  this  budget  at  some  $2.7  billion,  while  the  EPA  two  most 
significant  public  works  or  pork-barrel  programs  (water 
infrastructure  and  Superfund)  consume  $2.5  billion  and  $1.5 
billion  respectively.   This  visible  federal  EPA  budget,  as  this 
Committee  knows  well,  is  but  the  tip  of  the  iceberg.   Most 
regulatory  costs  are  off-budget  which  suggests  that  we  view  total 
costs  as  the  more  relevant  metric.   Viewed  in  this  way,  EPA  is 
massive;  the  total  costs  of  EPA  are  estimated  at  over  $150 
billion  per  year,  or  well  over  2  percent  of  GDP.   Minor  changes 
in  the  EPA's  powers  can  have  major  economic  implications.   And 
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EPA  is  still  gaining  power.   Title  V  of  the  Clean  Air  Act 
Anendnents  of  1990  created  a  whole  new  set  of  permitting 
requirements  which  will  impose  new  costs  on  the  American  people. 

If  EPA  were  achieving  major  benefits,  then  these  costs  might 
be  acceptable.   But  study  after  study  finds  that  EPA's  major 
fault  is  not  that  it  does  intelligent  things  foolishly,  but 
rather  that  it  does  too  many  foolish  things.   The  priorities 
established  by  EPA  make  no  sense  on  ecological  or  environmental 
grounds.'   EPA  spends  vast  sums  that  advance  neither  economic  nor 
ecological  values.   The  benefits  of  these  programs  may  once  have 
exceeded  their  costs,  but  the  values  of  ever  more  rigid  controls 
is  declining  while  the  costs  are  exploding. 

I  discuss  these  questions  in  several  areas.   I  first  suggest 
that  this  Committee  eliminate  various  Barnacle  programs  that  have 
become  attached  to  EPA  and  should  be  eliminated  outright.   I  then 
turn  to  Ttiaor  programs  that  have  the  potential  to  metastasize 
into  disastrous  drains  on  the  U.S.  economy.  My  final  remarks 
turn  to  the  need  to  reframe  the  overall  policy  debate  —  to  the 
Paradigm  Shift  away  from  th«  Harket  Failure  assumptions  that 
underpin  currant  environmental  policy. 


BARMACLESt 

As  EPA  has  grown  a  host  of  irrational  and  costly  programs 
have  been  added  to  its  work  load.   Some  of  these  are  particularly 
silly  and  should  simply  b«  dafunded.   Two  of  these  are  discussed 
hare:  the  Radon  Program  and  the  Green  Lights  Program. 

Ttaa  Radon  l^etion  PregraBi  EPA's  radon  program  is 
illustrative  of  a  saries  of  EPA  toxic  terrorist  campaigns  (alar, 
asbestos,  dioxin)  that  it  has  used  to  expand  its  powers.  This 
fear-Bongaring  campaign  in  particular  has  no  sound  scientific 
basis,  ancouragas  wasteful  spending  by  homeowners  throughout 
America,  and  should  be  eliminated.   Eliminating  the  EPA  Radon 
Division  would  yield  small  direct  budgetary  savings;  the  Radon 
Action  Program  spands  approximately  $5  million  and  the  related 
Radon  State  Grants  program  are  approximately  $8  million. 

But  th«  raal  coats  of  this  program  are  off-budgat.   First, 
there  arm  thm  costs  of  terrifying  homeowners.   EPA  encourages 
tasting  for  radon  gas  and  (if  EPA-datarminad  "action  levels"  of  4 
picoctirias  par  liter  ara  surpassed)  remedial  action.  Dr.  Rosalyn 
s.  Yalow,  a  health  physicist  and  winner  of  the  1977  Noble  Prize 


'  This  was  tha  conclusion  of  EPA's  internal  study, 
tJntinithmd  Bu»inmmm,   as  well  as  tha  volume,  Landy,  at  al.,  Tha 
EnvironmmntmL  Protection  Afncy:  Asking   C/ia  Wrong  Qumstions 
(Oxford:  Oxford  University  Press,  1989) . 
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for  medicine,  argues  that  there  is  "no  reproducible  evidence  of 
harmful  effects  associated  with  increases  in  background  radiation 
up  to  6  times  the  usual  levels."   Yet,  according  to  EPA 
estimates,  more  than  eight  million  homes  might  be  classified  as 
risky  under  its  guidelines.   Eliminating  the  Radon  program  would 
greatly  reduce  the  likelihood  that  Americans  will  spend  the  $45 
billion  EPA  estimates  would  be  necessary  to  address  this 
"problem." 

Th«  Or««n  Lights  Prograa:  Green  Lights  is  one  of  EPA's  many 
"People  are  too  stupid  to  do  what's  good  for  them"  programs. 
This  specific  program  encourages  the  "implement [ation]  of 
pollution-reducing,  energy  efficient  lighting  designs  and 
technologies  across  the  country."   Corporations  (partners)  who 
join  the  Green  Lights  program  agree  to  survey  their  facilities 
and  install  energy  efficient  lighting  (only  to  the  extent  that 
these  systems  are  profitable) .   EPA  provides  technical  support, 
helps  ensure  product  availability,  arranges  independent  testing 
programs  (to  increase  consumer  confidence  in  energy-efficient 
lighting) ,  assists  corporations  secure  financing,  and  provides 
public  recognition  for  Green  Light  companies. 

Robert  Reich  would  certainly  recognize  this  program  as  one 
of  the  many  corporate  welfare  programs  that  merit  rethinking. 
Why  should  government  subsidize  companies  to  become  more  energy 
efficient?   If  companies  can  increase  profits  by  increasing 
energy  efficiency,  then  they  will  do  it.   If  technical 
consultation  in  this  field  is  needed,  it  will  be  privately 
supplied.   Indeed,  if  EPA's  claims  are  valid,  then  privatizing 
the  Green  Lights  office  will  merely  provide  the  staff  a  wonderful 
opportunity  to  validate  their  entrepreneurial  genius.   The  Green 
Lights  program  as  well  as  all  other  EPA  energy  efficiency 
programs  should  be  eliminated. 


TOMORS: 

Many  EPA  programs  are  small  at  present  but  constitute  major 
threats  to  rational  environmental  and  economic  policy.   These 
include  EPA's  waste  reduction  and  pollution  prevention  programs, 
the  Office  of  Environmental  Education,  and  the  404  Wetland 
Protection  Program. 

Th«  Pollution  VrovontioB  and  Wast*  Reduction  Program:   EPA 
confuses  •■issions  (the  unavoidable  energy  and  material  residuals 
associated  with  all  real  world  economic  activities)  with 
pollution  (the  transfer  of  such  emissions  to  the  property  of 
another  without  permission) .   Sound  environmental  policy  results 
in  improved  waste  management,  not  necessarily  increased  waste 
reduction  per  se.   The  Toxic  Release  Inventory  program,  for 
example,  requires  that  all  corporations  report  periodically  all 
emissions  and  transfers  of  "toxic"  materials.   The  failure  to 


distinguish  controlled  voluntary  waste  flows  and  pollution  is 
critical.   As  it  stands,  the  Pollution  Prevention  program  is 
really  a  program  designed  to  encourage  reduced  use  of  material 
and  energy.   America  needs  no  more  impediments  to  economic 
growth;  this  program  should  be  eliminated. 

Th«  404  Prograffl:   Few  programs  have  done  more  to  increase 
the  distrust  between  Americans  and  their  government  than  the 
wetlands  protection  program.   Moreover,  the  need  for  the  404 
program  is  past.   EPA  Administrator  Carol  Browner' s  August  1993 
statement  that  "America's  wetlands. . .are  being  lost  at  a  rate  of 
nearly  300,000  acres  per  year"  was  based  on  ten  year  old  data. 
As  reported  in  CEI's  "Gaining  More  Ground,"  in  recent  years, 
wetland  restoration  has  exceeded  wetland  losses.   Moreover,  most 
of  this  restoration  has  occurred  on  private  land.   Of  the  172,000 
acres  restored  in  1994  only  15,000  were  restored  as  a  result  of 
the  404  program.   Finally,  404  wetland  preservation  costs,  public 
and  private,  are  far  more  expensive  than  available  alternatives, 
as  high  as  $300,000  per  wetland-acre.   In  contrast,  the  USDA's 
Wetland  Reserve  Program  restores  wetlands  at  a  cost  of  less  than 
$1,000  an  acre.^ 

Finally,  the  404  program  is  a  bureaucratic  nightmare. 
Currently  the  Army  Corps  of  Engineers  approves  permits  for 
altering  wetlands.   However,  the  EPA  can  veto  those  approvals. 
This  simply  increases  the  chance  of  a  landowner  being  denied  the 
use  of  his  land.   Removing  EPA  from  the  loop  would  lessen  the 
regulatory  burden  of  404.   This  Committee  should  defund  this 
assault  on  property  rights  immediately. 

Office  of  Enviroimantal  Bducation:   This  is  a  perfect 
example  of  the  government  wastefully  duplicating  services  that 
are  already  being  provided  in  the  private  market.   There  are 
hundreds  of  groups  both  profit  and  non-profit  producing 
environmental  educational  material.   The  market  has  certainly  not 
failed.   Captain  Planet,  the  Mutant  Ninja  Turtles,  even  Mark 
Trail  provide  a  steady  drumbeat  of  environmental  concern,  in 
addition  to  what  is  found  in  the  classroom.   Most  states  now  have 
official  environmental  education  programs  or  curricula.  EPA's 
additional  propaganda  is  not  needed.   This  is  particularly  true 
because  much  of  the  material  distributed  by  EPA  to  classrooms  is 
misleading  or  inaccurate.'  All  funding  for  the  Office  of 
Environmental  Education  should  be  eliminated. 


^Jonathan  Tolman,  "Attack  of  the  Wetland  Enforcers,"  The 
Wall   Street  Journal,    July  18,  1994. 

'  See  Jonathan  Adler,  "Little  Green  Lies,"  Policy  Review, 
Summer  1992. 
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SHIFTING  PARADIGMS: 

These  initial  steps  will  reduce  the  EPA  budget;  however, 
greater  savings  will  require  a  challenge  to  the  Market  Failure 
paradigm  on  which  current  policies  now  rest.   Such  a  challenge  is 
overdue.   As  Senator  Moynihan  has  argued,  spending  $150  billion 
on  environmental  protection  may  not  be  foolish;  however,  spending 
that  amount  without  thinking  certainly  is.   Today,  environmental 
.policy  is  political  policy. - 

EPA's  missions  may  be  divided  into  two  categories:  those 
related  to  resource  management  (groundwater  protection,  urban  air 
quality  assurance,  waste  management,  global  issues)  and  those 
related  to  risk  management  (concern  over  pesticides,  Superfund, 
global  warming) .   The  Market  Failure  rationale  views  markets  as 
irrelevant  to  both  questions.   Politics  will  decide  environmental 
resource  problems,  will  determine  how  and  which  risks  should  be 
controlled.   This  is  the  thinking  that  has  long  dominated 
Washington:   All  problems  are  political;  all  political  problems 
are  best  addressed  by  the  federal  government. 

CEI  has  taken  the  lead  in  advancing  an  alternative  approach' 
based  on  the  view  that  environmental  problems  are  less  the  result 
of  any  Market  Failure  than  of  our  failure  to  encourage  and 
enforce  private  property  rights  —  the  critical  institutional 
underpinnings  of  a  market  system.   The  approach  grows  out  of  the 
observation  of  John  Kenneth  Galbraith  that,  in  America,  our 
private  homes  and  yards  are  beautiful,  our  politically  managed 
streets  and  parks  are  a  mess.   The  objective  therefore  in  the 
resource  management  area  is  ecological  privatization  —  ensuring 
that  all  resources  receive  stewardship  protection  by  a  concerned 
party.   Not  that  trees  should  be  granted  legal  standing  but 
rather  that  behind  every  tree  (and  endangered  species  and  wetland 
and  stream  and  lake)  should  stand  a  private  owner  who  by 
protecting  and  nurturing  his  backyard,  his  part  of  the  planet, 
would  protect  it  for  the  rest  of  society. 

Free  marketers  suggest  that  environmental  risks  are 
important  and  should  be  addressed  but  note  that  the  current  risk 
management  framework  are  biased  toward  inflating  the  risks  that 
would  allow  EPA  t,o  expand  its  powers,  while  minimizing  the  risks 
that  would  encourage  more  tempered  EPA  regulation.   The  earlier 
radon  example  illustrates  the  problem  well.   EPA  is  concerned 
with  the  hypothetical  risks  of  radon  exposure,  they  give  little 
weight  to  the  risks  of  increased  homelessness  occasioned  by 
higher  housing  costs.   Reform  will  require  that  EPA  be  forced  to 
adopt  a  risk/risk  framework  for  assessing  all  regulations.   Such 
reforms  are  now  under  consideration  in  the  Risk  Assessment  bills. 

Urban  Air  Pollution:   An  illustration  of  the  value  of 
viewing  environmental  issues  in  this  property  rights  sense  is 
given  by  the  reforms  needed  in  the  Urban  Air  Pollution  area. 
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Urban  air  quality  is  a  local  matter;  yet,  the  current  laws 
provide  the  localities  almost  no  freedom.   Current  law  charges 
EPA  with  both  monitoring  local  air  quality  (via  a  weird  statistic 
that  creates  some  very  strange  impacts  —  an  area  can  be  almost 
always  clean  and  yet  score  badly)  and  determining  what  control 
strategies  will  be  allowed.   The  result  is  the  conflict  now  being 
waged  throughout  America  on  how  best  to  address  local  air 
concerns  with  EPA  now  forcing  local  communities  to  adopt 
draconian  anti-energy  and  anti-car  policies.   These  are  popular 
with  some  environmentalists,  they  have  little  popularity  among 
the  American  people  and  thus  revolts  are  springing  up  everywhere 
from  California  to  Virginia. 

Moreover,  EPA  has  used  obsolete  data  to  justify  its  actions. 
EPA  bases  its  non-attainment  estimates  on  data  taken  from  as 
early  as  1988,  even  though  more  recent  data  (even  under  the 
idiotic  classification  scheme  used  to  determine  "non-compliance") 
would  find  these  cities  meeting  federal  standards.   EPA  wants  to 
retain  power  regardless  of  how  much  unnecessary  punishment  this 
entails  for  the  American  people  and  will  use  any  pretense  to  that 
end. 

This  Committee  should  specify  that  no  funds  will  be  used 
under  this  bill  to  enforce  any  stature  based  on  data  that  is  less 
than  timely. 

There  is  little  reason  for  all  air  pollution  policy 
decisions  to  be  made  out  of  Washington,  D.C.   If  the  EPA  were 
willing  and  able  to  provide  states  with  more  flexibility  in  the 
setting  and  achieving  of  air  pollution  goals,  more  efficient  and 
sensible  air  pollution  policies  could  result.   Moreover,  it  could 
be  possible  for  the  EPA  to  scale-down  its  Air  and  Radiation 
division  as  states  develop  increased  expertise  and  take  a  greater 
share  of  the  responsibility  in  this  area.   If  the  goal  of  this 
committee  is  streamlining,  such  options  need  to  be  encouraged. 

Suparfund:   Superfund,  a  waste  site  cleanup  program  created 
after  toxic  waste  was  discovered  beneath  the  community  of  Love 
Canal,  New  York,  is  the  epitome  of  bad  science  and  political 
pork.   The  risk  assessment  criteria  are  fantastically  over- 
cautious.  It  is  assumed  that  children  will  be  present,  will  live 
at  the  site  for  70  years,  ingest  approximately  a  teaspoon-full  of 
dirt  a  day,  and  will  only  use  contaminated  ground  water  for 
bathing  and  drinking.   The  two  famous  (or  infamous)  Superfund 
sites.  Times  Beach  and  Love  Canal  were  both  evacuated  and  cleaned 
up  at  enormous  cost.   Later  the  EPA  admitted  that  the  risks  posed 
were  nearly  zero  and  did  not  justify  the  actions  taken.   However, 
Superfund  now  has  a  life  of  its  own  and  continues  to  expand  in 
spite  of  its  dismal  record.   Criticisms  of  Superfund  were 
repeated  in  The  Environmental   Protection  Agency:    Asking  the  Wrong 
Questions.      Vet,  Superfund  remains  a  priority  program  because  it 
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addresses  popular  fears,  provides  "free"  money  to  local 
conununities,  and  contains  few  disciplines  on  spending. 

There  should  be  no  federal  Superfund  program.   "Hazardous" 
waste  sites  in  the  casual  way  "hazard"  is  defined  by  EPA  are 
ubiquitous,  but  then  so  are  potholes  —  and  we  do  not  (yet)  have 
a  national  pothole  remedial  action  program.   Indeed,  potholes 
harm  the  national  highway  grid  and  thus  would  have  even  more 
plausibility  as  a  federal  program.   Superfund  should  be 
transferred  to  the  state  governments  with  the  existing  trust 
funds  distributed  to  the  states.   The  states  should  determine 
their  own  cleanup  standards,  since  the  costs  will  also  be  local. 
Federal  Superfund  taxes  should  be  eliminated.' 

Saf*  Drinking  Water  Act:   The  current  federal  standards 
should  be  dropped  and  this  Committee  should  ensure  that  no 
federal  funds  are  used  to  enforce  or  advance  the  Disinfectant  By- 
product Rule  (the  rule  that  would  impose  major  costs  on  urban 
water  purification  plants  to  meet  an  arbitrary  EPA  standard) . 
Drinking  water  is  a  local  issue  and  should  be  resolved  locally. 
How  clean  is  clean  is  best  answered  by  considering  the  other 
risks  faced  in  that  vicinity,  not  arbitrarily  from  Washington, 
D.C. 

8«w«rag«  Construction  Orant  Pregraa:   This  predecessor  to 
Superfund  remains  a  troubling  program  even  though  the  reforms  of 
the  1980s  mandated  greater  cost  sharing  by  state  and  local 
governments  and  eliminated  the  high-tech  bias.   Still,  the 
question  remains  as  to  whether  the  federal  government  should  be 
assisting  local  governments  address  local  problems.   River  and 
lake  pollution  is  at  worst  a  regional  matter,  better  left  to  the 
respective  states  (possibly  via  revitalized  river  and  lake 
compacts) . 

This  Committee  should  request  that  EPA  conduct  a  study  of 
the  role  of  trespass  law  to  force  upstream  communities  to 
consider  the  downstream  consequences  of  their  actions. 
Professors  Yandle  and  Meiners  have  examined  a  situation  in  the 
1960s  prior  to  enactment  of  the  federal  Clean  Water  Act  in  which 
Chicago  sued  (under  the  nuisance  doctrine)  the  City  of  Milwaukee 
for  its  failure  to  treat  its  sewerage.   The  courts  originally 
ruled  in  favor  of  Chicago,  but  that  decision  was  set  aside  when 
the  Clean  Water  Act  was  passed  in  1972.'  In  effect,  the  CWA 


*  See,  CEI's  position  on  Superfund  contained  in  the 
Environmental  Briefing  Book  and  the  CEI  paper  "Reinventing 
Superfund"  by  Kent  Jeffreys. 

'  See  the  discussion  provided  in  Roger  Meiners  and  Bruce 
Yandle,  "Clean  Water  Legislation:  Reauthorize  and  Repeal?"  in 
Taking  the  Environment  Seriously    (Lanham,  MD:  Rowman  and 
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wea)cened  cominon  law  remedies  for  pollution  control.   As 
environmental  programs  are  returned  to  the  states  and  localities, 
this  Committee  might  wish  to  explore  with  the  authorizing 
committees,  how  best  to  expand  the  scope  of  property  rights  and 
the  legal  defenses  once  afforded  such  rights  against  pollution 
and  trespass.   The  Committee  might  also  encourage  the 
revitalization  and  strengthening  of  the  constitutional  agency  for 
interstate  concerns,  the  Compact. 

Riak  Managamant  Rafora:   Everyone  in  Washington  now  seems 
focused  on  risk  management  reform  and  this  Committee  should 
consider  it  also.   Seeking  to  address  low  level  risks  has  proven 
an  extremely  costly  action.   Faulty  risk  assessment  —  in 
Superfund,  pesticide  policy,  radon  policy  and  elsewhere  —   have 
resulted  in  EPA  spending  vast  sums  and  encouraging  the 
expenditure  of  even  greater  amounts  to  address  trivial  risks. 
EPA  cannot  be  expected  to  reform  itself;  EPA  must  be  forced  to 
consider  the  risks  created  by  its  regulations.   These  include 
both  direct  risks  (the  risks,  for  example,  of  making  fresh  fruits 
and  vegetables  more  expensive;  the  risks  of  making  homes  more 
expensive  and  less  available)  and  the  indirect  risks  (the  risks 
associated  with  wasting  resources  —  the  Wealthier  is  Healthier' 
argument) .   The  Committee  might  require  that  EPA  or  a  third  party 
(possibly  the  OMB)  conduct  an  audit  of  EPA's  risk  reduction 
activities,  assess  their  validity  and  compare  these  with  the 
risks  occasioned  by  EPA's  policies. 

Such  additional  reviews  may  increase  federal  spending.   EPA 
Administrator  Carol  Browner  has  argued  that,  if  such  studies  were 
done  at  EPA,  they  might  cost  the  agency  $200  million.   That 
figure  may  be  high  and  certainly  there  is  no  reason  to  expect  EPA 
to  conduct  such  studies  objectively;  however,  as  noted  earlier, 
EPA  imposes  over  $150  billion  of  costs  on  the  U.S.  economy.   If 
improved  risk  assessment  were  to  reduce  unnecessary  regulation  by 
only  ten  percent  it  would  pay  for  such  costs  many  times  over. 

Craatiag  kltamatlv*  Risk  Managaaant  Schaaas:   EPA  now  acts 
as  a  gatekeeper  in  many  policy  areas.   Action  is  disallowed  until 
EPA  has  approved  the  technology,  granted  the  permit.   Budget  cuts 
threaten  to  worsen  the  delay  and  cost  inherent  in  the  EPA 
approval  procaaa..   Congress  should  reconsider  whether  such 
bureaucratic  gatekeeper  roles  are  appropriate  but,  pending  such 
reforms,  EPA  should  identify  private  parties  that  EPA  views  as 
capable  of  conducting  the  approval  audit.   A  firm  or  individual 
seeking  EPA  action  could  approach  the  agency,  be  informed  of  the 
estimated  time  to  approval  given  EPA's  current  work  load,  then 
allowed  the  option  of  purchasing  direct  evaluation  from  the 
private  assessor.   This  "Toll  Road"  strategy  allows  the  private 
party  to  retain  control;  a  private  party  would  pay  nothing  unless 
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it  viewed  the  approval  acceleration  worthwhile;  however,  if  the 
toll  alternative  was  selected,  the  work  load  of  the  "free 
approval  process"  would  be  reduced.   Such  a  plan  offers  hope  of 
reducing  the  scope  and  scale  of  EPA's  powers,  both  by  allowing 
alternatives  to  in  house  approval  and  by  developing  capability  in 
such  matters  in  the  private  sector.   In  time,  one  might  imagine 
an  Underwriter's  Laboratory  style  organization  taking  over  the 
technology  review  role  of  EPA. 

COMCLUSIOM: 

Addressing  regulatory  problems  is  a  difficult  task  from  a 
budgetary  viewpoint.   Most  regulatory  costs  are  off -budget  and 
could  even  be  increased  by  careless  agency  cuts.   Thus,  it  is 
critical  that  the  Committee  work  with  the  authorizing  committees 
to  reform  EPA.   Devolution  of  authority  to  state  and  local  groups 
via  amendments  permitting  states  and  localities  to  opt  out  of 
federal  standards  would  do  much  to  reduce  federal  and  local 
costs.   Encouraging  private  sector  solutions,  specifically 
encouraging  the  extension  of  property  rights  to  those 
environmental  resources  now  managed  politically  is  critical. 
Ensuring  a  risk/risk  framework  for  policy  prioritization  is 
essential.   The  goal  of  your  committee  should  be  to  encourage  a 
paradigm  shift  on  environmental  matters,  to  encourage 
institutional  reforms  that  make  possible  the  integration  of 
economic  and  environmental  values. 
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COMPETITIVE   ENTERPRISE   INSTITUTE 


COMMENTS  ON  THE  ENVIRONMENTAL  PROTECTION  AGENCY 
ACCOMPANYING  REPORT  OF  THE  NATIONAL  PERFORMANCE  REVIEW 


In  an  effort  to  make  the  federal  government  "work  better  and  cost  less"  the  Clinton 
Administration  created  the  National  Performance  Review  (NPR).  This  task  force  was  charged 
with  instituting  "revolutionary"  changes  in  the  way  government  works  and  identifying  jobs  that 
the  government  "should  simply  stop  doing."  That  a  "liberal"  administration  would  undertake 
this  course  indicates  the  potential  for  significant  reform. 

The  goal  of  an  efficient  government  that  performs  only  those  functions  that  the 
government  should  perform  is  unobjectionable.  However,  the  focus  of  the  NPR  on  this  theme 
has  been  inadequate.  Some  bold  recommendations  have  been  scuttled  or  downplayed,  and  the 
NPR  has  become  a  vehicle  for  instituting  other  government  reforms  that  have  more  to  do  with 
changing  the  direction  of  federal  government  policy  than  they  do  with  "creating  a  government 
that  works  better  and  cosu  less. " 

In  the  case  of  the  report  on  the  Environmental  Protection  Agency,  eleven  policy 
recommendations  have  been  offered: 

•  Improve   Environmental   Protection   through   Increased   Flexibility  for   Local 
Government; 

•  Su-eamline  EPA's  Permit  Program; 

•  Shift  EPA's  Emphasis  toward  Pollution  Prevention  and  Away  from 
Pollution  ContiX)l; 

•  Promote  the  Use  of  Economic  and  Market-Based  Approaches  to 
Reduce  Water  Pollution; 

•  Increase  Private  Sector  Partnerships  to  Accelerate  Development  of  Innovative 
Technologies; 

•  Stop  the  Export  of  Banned  Pesticides; 

•  Establish  Measurable  Goals,  Performance  Standards.and  Strategic 
Planning  within  EPA; 

•  Reform  EPA's  Contract  Management  Process 

•  Establish  a  Blueprint  for  Environmental  Justice  throughout  EPA's  Operations; 

•  Promote  Quality  Science  for  Quality  Decisions; 

•  Reorganize  EPA's  Office  of  Enforcement. 

Much  of  what  the  NPR  offers  through  these  suggestions  has  littie  to  do  with  streamlining 
government  or  reconsidering  government  functions.  Estimated  budget  savings  are  presented  for 
only  two  of  the  eleven  recommendations.   The  report  suggests  that  budget  savings  may  result 
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from  three  of  the  remaining  recommendations,  but  these  savmgsare  indeterminate,  and  possibly 
speculative  in  nature.    Some  of  the  NPR's  specific  recommendations  are  discussed  below. 

Streamlining  the  Permit  Process 

The  NPR  estimates  that  $22.5  million  can  be  saved  over  six  years  through  the 
streamlining  of  the  permitting  process.  Permitting  is  a  significant  responsibility  of  the  agency, 
as  more  than  1,000  EPA  employees  are  involved  in  the  processing  and  review  of  well  over 
700,000  permits  in  a  variety  of  contexts.  Moreover,  the  EPA  spends  approximately  $800 
million  on  permit-related  contracts  and  state  assistance. 

EPA  has  long  been  criticized  for  the  delay  and  unpredictability  that  is  often  associated 
with  the  permitting  process.  By  EPA's  own  account,  [jermitting  can  take  from  10  months  to  two 
years  --  even  longer  in  particular  contexts.  This  not  only  imposes  economic  burdens  upon  the 
private  sector,  but  can  also  represent  a  significant  impediment  to  innovation  and  the  development 
of  new  technologies. 

The  NPR's  particular  recommendations  for  streamlining  include  the  delegation  of  greater 
permitting  authority  to  the  states.  If  this  is  accompanied  by  a  willingness  on  the  part  of  the  EPA 
to  reduce  oversight  and  control  of  permitting  decisions  so  as  to  allow  for  greater  local  decisioti- 
maJdng  and  flexibility,  there  could  be  savings  to  both  the  public  and  private  sectors.  However, 
if  the  EPA  responds  to  increased  state  control  with  a  demand  for  increased  oversight  functions, 
many  of  the  benefits  from  streamlining  permits  could  be  forfeit. 

One  possible  approach  to  permit  streamlining  for  the  EPA  to  consider  is  the 
implementation  of  a  "toll  road"  approach  to  permitting.  Under  such  a  scheme,  those  applying 
for  permits  could  opt  to  use  the  "congested"  path  offered  by  the  EPA's  traditional  permitting 
procedures,  or  they  could  to  use  a  relatively  clear  path,  or  "toll  road."  This  would  essentially 
be  a  private  firm  or  agency  certified  by  the  EPA  to  review  permits  on  a  more  expedient  basis. 
The  costs  of  this  review  would  be  bome  by  the  permit  applicant.  This  would  enable  those  with 
a  need  or  desire  for  more  rapid  action  on  permits  to  pay  to  expedite  the  process,  at  no  cost  to 
the  EPA.  Indeed,  if  a  significant  number  of  permits  were  handled  in  this  manner,  the  EPA 
could  either  save  money  by  reducing  permitting  personnel,  or  the  EPA  could  improve  the 
permitting  process  as  the  result  of  a  lessened  workload. 

Reorganizing  EPA's  Enforcement  OfTke 

The  EPA's  enforcement  responsibilities  were  reorganized  and  fragmented  in  the  early 
1980s.  The  NPR  argues  that  this  has  resulted  in  "a  de-emphasis  on  enforcement,  high 
transaction  costs,  duplication  of  effort,  and  an  inability  to  effectively  pursue  multi-media 
enforcement.*  To  address  these  concerns,  both  the  NPR  and  EPA  Administrator  Carol  Browner 
have  recommended  consolidating  all  EPA  enforcement  responsibilities  under  the  Office  of  the 
Assistant  Administrator  for  Enforcement.  The  NPR  estimates  that  such  a  reorganization  will 
save  over  $10  million  in  six  years. 

Insofar  as  such  a  reorganization  results  in  the  elimination  of  duplicated  responsibilities, 
this  proposal  could  improve  the  operations  of  the  agency.    Moreover,  it  could  improve  the 
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accountability  of  the  agency  by  making  one  office  responsible  for  all  the  failures  and  excesses 
of  the  EPA's  enforcement  activities. 

However,  this  reorganization  could  also  create  problems  for  EPA  management  and  make 
the  agency  less  sensitive  to  the  trade-offs  and  conflicts  that  are  often  inherent  in  environmental 
policy  decisions.  For  instance,  it  could  exaggerate  the  agency's  predilection  toward  the 
presumption  that  only  increased  federal  regulation  is  capable  of  reducing  environmental  risks  and 
improving  the  protection  of  public  health.  Should  this  result  from  the  reorganization,  the  goals 
of  the  reinventing  government  initiative  would  not  have  been  served. 

Increasing  Flexibility  for  Local  Government 

The  NPR  has  proposed  increasing  the  amount  of  flexibility  afforded  local  government  and 
increasing  the  role  of  local  communities  in  establishing  local  priorities,  this  should  be  pursued. 
The  NPR  believes  that  this  will  increase  agency  costs  as  more  resources  will  have  to  be  invested 
into  the  exploration  of  alternative  environmental  management  options  and  efforts  to  include  local 
communities  in  the  decision-making  process.  This  reflects  the  inability  of  the  NPR  to  recognize 
the  actual  potential  of  decentralized  decision-making. 

Increasing  flexibility  for  local  governments  should  not  entail  the  EPA  setting  out  a  list 
of  options  and  guiding  local  communities  through  the  process.  Instead,  the  EPA  should  seek 
to  remove  itself  from  the  decision-making  and  priority-setting  process  so  as  to  allow  those  truly 
concerned  ~  local  governments  and  local  communities  ~  to  control  the  process.  Rather  than  the 
EPA  designing  alternatives  for  local  communities,  the  EPA  should  allow  local  communities  to 
design,  propose  and  implement  their  own  environmental  strategies,  absent  federal  interference. 
This  approach  would  not  entail  increased  costs  for  EPA,  but  could  actually  allow  for  the 
streamlining  of  certain  EPA  offices  and  reasonable  budget  savings,  in  addition  to  more  sound 
and  appropriate  environmental  priority-setting. 

Increasing  Private  Sector  Partnerships 

A  significant  portion  of  the  NPR  report  is  devoted  to  the  idea  that  the  EPA  should  play 
an  active  role  in  stewarding  the  development  of  environmental  technologies  through  a  series  of 
pilot  programs  and  studies,  including  programs  designed  to  "reengineer  common  products  and 
processes."  Moreover,  it  is  recommended  that  the  EPA  consistently  evaluate  the  claims  of 
technology  vendors.  The  NPR  recommends  that  funding  for  these  new  programs  be  diverted 
from  existing  sources. 

Such  proposals  are  simply  the  environmental  variant  of  industrial  policy,  and  will  fare 
no  better.  If  money  can  be  si»red  from  the  EPA's  budget  to  fund  this  program,  then  there  is 
money  in  EPA's  budget  that  can  simply  be  eliminated  at  no  cost  to  the  common  welfare. 

Government  agencies  have,  time  and  again,  sought  to  play  the  role  of  product  designer 
and  advocate.  Time  and  again  such  efforu  have  failed.  The  "government  knows  best"  model 
of  technological  development  is  not  one  which  has  worked  well,  and  not  one  that  should  be  part 
of  any  effort  to  encourage  a  more  efficient  government. 

The  Synthetic  Fuels  Corporation  of  the  late  1970s  is  an  obvious  example  of  the  failures 
of  government  technology  policies,  but  there  are  others  within  the  EPA's  history.   At  one  time 
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the  EPA  sought  to  recommend  that  the  dry  cleaning  industry  convert  from  the  use  of 
perchloroethylene,  a  relatively  safe  solvent,  to  a  chloroflourocarbon.  The  industry  resisted  due 
to  the  significant  costs  involved  in  reorienting  operations.  Had  the  EPA  been  successful,  the 
resulting  policy  would  have  been  a  disaster,  as  the  entire  industry  would  have  been  forced  to 
retool  again  with  the  signing  of  the  Montreal  Protocol  and  the  decision  to  phase  out  the  use  of 
chloroflourocarbons.  More  recent  attempts  by  the  EPA  to  encourage  the  replacement  of 
perchloroethylene  dry  cleaning  with  a  wet  cleaning  process  are  likely  to  fare  no  better. 

Inappropriate  Proposals 

There  are  other  proposals  that  are  part  of  the  ^fPR  that  are  part  of  the  traditional  "good 
government"  reforms  that  have  been  offered  time  and  again  in  Washington,  D.C.  Some  of  the 
proposals,  however,  have  nothing  whatsoever  to  do  with  making  government  more  efficient  or 
effective.  One  such  example  is  the  recommendation  to  stop  the  export  of  unregistered  pesticides. 
This  proposal  should  be  viewed  as  an  attempt  to  use  the  "reinventing  government"  moniker  as 
a  vehicle  for  achieving  a  controversial  policy  measure  that  would  do  little  if  anything  to  improve 
the  protection  of  public  health  in  the  United  States. 

Registering  a  new  pesticide  for  domestic  use  typically  requires  the  producing  company 
to  spend  well  in  excess  of  $30  million  over  a  period  of  eight  to  ten  years.  This  discourages  the 
development  of  newer,  and  potentially  safer,  pesticides,  particularly  those  pesticides  that  will 
be  applied  primarily  in  other  parts  of  the  world.  Older,  potentially  more  dangerous  pesticides, 
will  be  used  for  a  longer  period  of  time  as  a  result.  Moreover,  limitations  on  the  use  of 
agricultural  technologies  cannot  but  increase  the  costs  of  agricultural  production,  which  will 
increase  the  costs  paid  by  consumers.  This  is  a  negative  impact  that  the  EPA  should  not 
encourage. 

If  the  EPA  is  truly  concerned  about  pesticide  issues,  than  it  should  streamline  the 
registration  process,  perhaps  including  a  "toll  road"  approach  such  as  that  described  earlier  and 
provisions  for  more  rapid  registration  is  provided  to  those  pesticides  that  have  been  approved 
for  use  in  OECD  countries,  many  of  which  have  registration  standards  as,  if  not  more,  stringent 
than  those  in  the  U.S.  In  any  event,  proposals  such  as  the  prohibition  on  the  export  of 
unregistered  pesticides  have  no  place  in  a  blueprint  to  improve  the  efficiency  of  government 
operations. 

Conclusion 

The  EPA  is  an  agency  that  suffers  from  greater  problems  than  an  inability  to  operate 
efficiently  and  effectively.  More  systemic  concerns,  such  as  an  inability  to  set  rational 
priorities,  are  the  primary  barrier  to  a  better  functioning  agency.  A  performance  review  of  the 
EPA  needs  to  consider  to  what  extent  the  EPA's  problems  are  inherent  to  its  design.  There  are 
reasons  to  believe  that  the  effort  to  centralize  environmental  decision-making  in  Washington, 
D.C.  has  produced  many  of  the  EPA's  problems  and  is  itself  a  barrier  to  adequate  reform.  It 
is  not  enough  to  question  whether  EPA  goes  about  completing  its  designated  tasks  in  an  efficient 
manner.  Greater  consideration  needs  to  be  paid  to  what  tasks  EPA  should  seek  to  complete  in 
the  first  place. 
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Competitive  Enterprise  Ins 


ELIMINATE  THE  RADON  ACTION  PROGRAM 

The  Environmental  Protection  Agency  (EPA)  is  running  an  alarmist  campaign  on  the  pur- 
ported threats  of  radon  gas  to  homeowners    This  campaign,  and  related  programs,  have  no  sound 
scientific  basis  and  are  a  waste  of  taxpayer  dollars    The  Radon  Division  at  the  EPA,  which  adminis- 
ters the  $5  million  Radon  Action  Program,  and  the  related  Radon  State  Grants  should  be  eliminated 

Radon  is  a  colorless,  odorless,  naturally  occurring  gas,  which  is  the  by-product  of  the  radioac- 
tive decay  of  minuscule  traces  of  uranium    Trace  amounts  of  uranium  are  commonly  found  in  many 
types  of  rock  (eg.  granite,  shale).  Radon  can  seep  up  from  these  types  of  rock  into  the  basements  of 
buildings  and  homes    Although  radioaccive,  the  amounts  of  radiation  detected  from  radon  are  so 
small  that  numerous  epidemiological  studies  have  found  no  correlation  between  radon  exposure  and 
cancer  rates 

The  EPA  Radon  Action  Program  is  designed  to  persuade  Aj-nerican  homeowners  to  test  for 
radon  gas.  If  even  minuscule  levels  of  radon  are  detected  the  EPA  recommends  remediation    The 
agency  has  established  an  "action  level"  of  4  picocuries  per  liter  (pCI/l)    According  to  an  agency 
survey,  more  than  eight  million  homes  would  exceed  the  action  level    Testing  and  remediation  for  all 
8  million  houses  not  meeting  the  EPA's  radon  standard  would  cost  an  estimated  $45  billion.  Due  to 
the  EPA's  programs,  many  homeowners  and  potential  home  sellers  engage  in  needless  and  expensive 
testing  and  remediation  programs 

Numerous  scientists  are  dubious  about  the  value  of  the  EPA's  radon  program.  Dr  Rosalyn  S 
Yalow,  a  health  physicist  and  winner  of  the  1977  Noble  Prize  for  medicine,  believes  that  the  nation's 
radon  policy  is  senseless    She  has  stated  that  there  is,  "no  reproducible  evidence  of  harmftil  effects 
associated  with  increases  in  background  radiation  up  to  6  times  the  usual  levels."  Most  scientists 
recognize  this  fact. 

The  Radon  Action  Program  currently  consumes  over  $5  million  per  year  in  taxpayer  funds, 
and  the  federal  government  administers  Radon  State  Grants  of  an  additional  $8  million  This  funding 
should  be  zeroed  out  and  the  offices  closed  For  nearly  eight  years  the  EPA  has  been  running  a  scare 
campaign  on  the  American  public  at  taxpayers'  expense  The  radon  campaign  has  encouraged  home 
owners  to  spend  hundreds  and  sometimes  thousands  of  dollars  to  remediate  for  an  infinitesimal,  if  not 
non-existent,  risk. 
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HALT  THE  DISINFECTANT 
BY-PRODUCT  RULEMAKING 

The  Environmental  Protection  Agency  (EPA)  currently  is  proposing  to  regulate  disinfection 
by-products  in  drinking  water.  This  is  the  EPA's  latest  unfunded  environmental  mandate.  This 
mandate  will  impose  billions  of  dollars  in  costs  even  though  there  is  no  solid  evidence  that  it  will  do 
anything  to  protect  public  health. 

The  proposed  rule  regulates  substances  that  are  formed  when  chlorine  is  added  to  the  water 
supply  in  order  to  disinfect  drinking  water    The  EPA  has  estimated  the  cost  of  the  first  phase  of  this 
regulation  at  more  than  $1  billion  per  year    The  extended  second  phase  would  cost  an  additional  S2  6 
billion  per  year.  The  costs  of  this  rule  will  be  borne  by  the  municipalities  and  communities  that 
operate  water  treatment  facilities  as  well  as  the  states  charged  with  overseeing  their  operations 

The  EPA  cites  several  studies  as  justification  for  establishing  the  maximum  contaminant  level, 
yet  the  most  reliable  studies  do  not  suppoa  the  EPA's  regulation  The  largest  study  to  date  investi- 
gating the  relationship  between  chlorinated  water  and  bladder  cancer  was  a  National  Cancer  Institute 
study  which  included  more  than  8,000  people  The  study  concluded  that  overall  there  was  no  asso- 
ciaiion  of  duration  of  exposure  to  chlorinated  water  with  bladder  cancer  risk.  The  EPA  itself  cites 
several  other  studies  which  showed  no  corn;lalion  between  cancer  risk  and  disinfection  by-products 

Despite  these  studies,  the  EPA  is  proceeding  with  setting  a  prohibitively  expensive  ma.\imum 
contaminant  level.  In  1993,  the  EPA  estimated  the  total  cost  of  complying  with  current  Safe  Drinking 
Water  Act  regulations  at  SI  4  billion  annually    Although  this  is  presumably  a  low  estimate,  the  EPA's 
analysis  gives  a  clear  frame  of  reference  for  the  costs  of  the  disinfection  by-products  rule    Phase  one 
of  the  rule,  at  $1  billion  per  year,  would  result  in  a  70  percent  increase  in  costs  incurred  by  municipali- 
ties. Phase  two  of  the  regulation  would  more  than  double  the  cost  of  Safe  Drinking  Water  Act 
compliance. 

The  costs  of  the  disinfectant  by-products  rule  will  be  felt  most  severely  in  small  communities 
For  water  systems  serving  less  than  10,000  people  —  which  represent  94  percent  of  all  water  systems 
—  the  cost  per  household  of  complying  with  federal  drinking  water  mandates  would  more  than 
double,  while  providing  no  measurable  public  health  benefits 
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REPEAL  THE  EMPLOYEE  COMMUTE  OPTION  (ECO) 

One  of  the  more  burdensome  and  inefficient  elements  of  the  1990  Clean  Ajr  Act  Amendments 
is  the  employee  commute  option  (ECO)  program    A  so-called  "trip  reduction  measure,"  ECO  is 
designed  to  "reduce  work-related  trips  and  miles  traveled  by  employees,"  according  to  the  Environ- 
mental Protection  Agency    It  requires  companies  to  monitor  and  alter  the  commuting  habits  of  their 
employees.  This  program  imposes  significant  compliance  costs  on  companies,  creates  extreme 
nuisances  and  inconveniences  for  employees,  while  providing  minimal,  if  any,  air  quality  benefits 

ECO  programs  are  mandatory  for  companies  that  employ  more  than  100  people  in  the 
nation's  smoggiest  metropolitan  areas,  including  Chicago,  Houston.  New  York  and  Philadelphia 
Eleven  states  are  affected  by  this  program,  and  many  suburban  areas  are  included  in  the  EPA's  defini- 
tion of  metropolitan  area  and  are  therefore  subject  to  the  program  as  well 

Regulated  employers  in  these  regions  must  increase  the  average  passenger  occupancy  for 
commuting  vehicles  by  25  percent    This  can  be  done  through  subsidizing  van  pools  or  mass  transit 
usage,  economic  incentives,  or  any  other  method  that  the  employer  devises    Employers  are  forced  to 
play  traffic  cop  under  this  program  —  they  must  sutvey  current  employees  about  their  commuting 
habits,  hire  or  appoint  a  "coordinator"  to  o\  ersee  the  ECO  program,  and  pay  "administrative  fees" 
to  local  agencies  charged  with  monitoring  compliance 

ECO  will  have  a  significant  economic  impact    The  Environmental  Protection  Agency  esti- 
mates that  the  annual  cost  of  the  ECO  program  will  exceed  SI  2  billion    In  addition,  state  agencies 
are  required  to  impose  fines  on  companies  that  fail  to  make  a  "good  faith  effon "  to  meet  ECO's  trip 
reduction  targets    Fines  for  noncompliance  can  be  as  high  as  $25,000  per  day 

In  addition  to  these  economic  costs.  ECO  will  impose  a  large  burden  on  suburban  families  and 
commuters.  Nearly  three-fourths  of  Amencan  workers  choose  to  commute  alone,  a  similar  percent- 
age make  intermediate  stops  on  their  way  to  or  from  work,  stopping  at  schools,  day-care  centers, 
grocery  stores,  gyms,  and  the  like.  These  workers  do  not  car  pool  or  use  mass  transit  because  such 
options  do  not  meet  their  needs.  ECO  seeks  to  coercively  modify  commuting  habits  that  have  been 
chosen  voluntarily  in  the  marketplace 

Not  only  is  ECO  Ijighly  burdensome,  but  it  is  ineffective  as  well    The  most  optimistic  sce- 
narios sugge«  that  ECO  could  reduce  auto  emissions  by  5  percent    More  realistic  estimates  place 
ECO's  potential  reductions  from  less-than-1  to  3  percent    One  of  the  reason's  for  ECO's  limited 
effectiveness  is  that  home-to-work  commuting  is  a  small  and  declining  share  of  vehicle  trips,  so  ECO 
only  addresses  a  small  portion  of  vehicle  emissions 

ECO  is  an  unfunded  mandate    Affected  areas  have  no  choice  but  to  implement  this  program 
even  if  less  costly  and  more  effective  pollution  control  alternatives  are  available    Few.  if  any.  of  these 
areas  would  impose  a  program  as  misguided  as  ECO  were  it  not  mandatory  under  federal  law 
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ELIMINATE  THE  ETHANOL  PREFERENCE 
FOR  REFORMULATED  GASOLINE 

The  Clean  Air  Act  Amendments  of  1990  require  ihe  use  of  reformulated  gasoline  in  the 
nation's  smoggiest  cities  in  order  to  reduce  automobile  emissions    This  costly  program  has  been 
made  even  more  expensive  by  a  requirement  that  30  percent  of  the  oxygenates  used  to  make  reformu- 
lated gasoline  come  from  ethanol  or  other  "renewable  fijels  "  This  proposal  is  a  perfect  example  of 
wasteful,  special-interest  regulation  that  benefits  an  already  subsidized  industry  at  the  expense  of  the 
American  public. 

The  reformulated  gasoline  program,  which  begins  on  January  1,  will  cost  American  consumers 
as  much  as  $2  billion  per  year    The  ethanol  preference  will  increase  the  cost  of  this  program  by  as 
much  as  $350  million.  Moreover,  be-  ause  ethanol  is  exempt  from  cenain  gasoline  taxes,  the  ethanol 
set-aside  also  reduces  state  and  federal  gasoline  tax  revenues  which  are  primarily  used  to  finance  road 
construction  and  maintenance    The  Federal  Highway  Trust  Fund  could  lose  as  much  as  $340  million 
per  year,  and  state  gas  tax  revenues  could  decline  by  an  additional  $126  million 

Though  costly,  the  ethanol  preference  will  provide  no  additional  environmental  benefits, 
according  to  analyses  prepared  by  Resources  for  the  Future,  the  Depanment  of  Energy  and  other 
sources.  It  has  also  been  opposed  by  environmental  organizations  such  as  the  Sierra  Club  and  the 
Environmental  Defense  Fund    There  is  no  reason  to  believe  that  increased  ethanol  use  will  improve 
environmental  quality  Indeed,  some  studies  suggest  that  the  ethanol  proposal  could  actually  increase 
certain  environmental  impacts.   For  example,  the  ethanol  quota  could  potentially  increase  the  emis- 
sions of  certain  smog-forming  compound-; 

The  Environmental  Protection  Agency  opted  to  guarantee  ethanol  a  minimum  30  percent 
share  of  the  reformulated  gasoline  market  m  order  to  placate  the  agricultural  lobby    Ethanol  is  a 
corn-derived  fijel,  but  is  significantly  more  expensive  than  other  oxygenates    Absent  the  30  percent 
ethanol  quota,  it  is  unlikely  that  ethanol  would  be  a  significant  competitor  in  the  reformulated  gasoline 
market.  Thus,  the  ethanol  preference  represents  a  naked  use  of  federal  government  power  to  placate 
a  special  interest  through  direct  intervention  in  the  marketplace 
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THE  NEED  FOR 
ENVIRONMENTAL  REFORM 


This  year  Americans  will  spend  well  over  $1 50 
billion  complying  with  environmental  laws   Local 
governments  will  be  forced  to  implement  over  400 
"essential"  regulations  imposed  by  the  Environmental 
Protection  Agency.  Property  owners  will  be  told  that 
they  are  unable  to  build  on  "wetlands"  the  size  of  ping 
pong  tables  and  that  if  their  land  is  habitat  for  an 
endangered  species,  their  use  of  it  must  cease.  Con- 
sumer products  will  be  more  expensive  as  corpora- 
tions attempt  to  pass  along  the  inaeased  costs  of 
environmental  compliance,  and  the  development  of 
new  technologies  will  be  frustrated  by  complex 
permitting  rules  that  often  favor  the  polluting  tech- 
nologies of  the  past  over  the  cleaner  technologies  of 
tomorrow.  The  so<alled  "environmental  backlash" 
and  the  growing  concerns  about  property  rights, 
unfunded  mandates  and  risk  assessment  are  ample 
evidence  that  many  Americans  are  dissatisfied  with  the 
current  environmental  approach  and  are  demanding  a 
change. 

Given  the  tremendous  costs,  economic  and 
otherwise,  imposed  by  environmental  regulation  in  this 
country,  it  is  reasonable  to  ask:  Are  we  addressing  the 
most  significant  environmental  issues?  What  are  we 
getting  for  our  massive  investment?  Are  these  gains 
really  worth  the  costs?  Is  there  a  better  way  of  setting 
environmental  priorities  and  attaining  them?  To  be 
sure,  there  have  been  real  successes  in  environmental 
protection  over  the  past  three  decades.  The  Cuyahoga 
River  in  Ohio  no  hunger  catches  fire  as  it  once  did  and 
emissions  of  air  poDutants  are  down  substantially 

The  first  generation  of  environmental  measures 
were  relatively  easy,  the  needed  changes  were  obvi- 
ous. For  example,  lead  was  banned  fi-om  gasoline, 
dramatically  reducing  ambient  lead  levels  and  the 
threat  posed  to  childhood  development.  This  was  a 
great  environmental  success  that  was  achieved  at 
modest  cost. 

Today,  however,  the  best  means  for  achieving 
environmental  gains  are  less  than  clear   Environmental 
rules  impose  billions  of  dollars  in  cost  for  minimal 


benefits.  For  instance,  the  EPA  hazardous  waste 
listing  of  certain  wood-treating  chemicals  will  impose 
over  five  trillion  dollars  in  costs  before  it  saves  one 
hypothetical  life,  according  to  the  OflBce  of  Manage- 

Many  Americans  are 
dissatisfied  with  the 
current  environmental 
approach  and  are 
demanding  a  change. 

ment  and  Budget.  One  does  not  have  to  be  against 
environmental  protection  to  recognize  that  this  money 
could  be  better  spent,  that  other  environmental  issues 
could  offer  greater  payoffs.  There  is  little  to  be  gained 
from  forcing  yet  another  round  of  emission  reductions 
from  new  automobiles  or  adding  25  more  substances 
to  the  list  of  drinking  water  contaminants.  Moreover, 
as  environmental  measures  become  more  complex  and 
diflScult  the  unintended  consequences  of  environmen- 
tal regulation  become  that  much  more  severe.    Con- 
sider just  a  few  examples; 

•Conservationist  Bill  EUen  of  Maryland  was 
sentenced  to  six  months  in  a  federal  penitentiary 
for  creating  duck  ponds  on  privately-owned 
wetlands 

•Homeowners  in  Riverside  County,  California, 
were  prevented  from  clearing  firebreaks  to 
protect  their  own  homes  because  the  federal 
government  feared  it  would  disturb  habitat  of 
the  endangered  Stephens'  Kangaroo  Rat   Ailer 
fire  swept  through  the  area  in  1993,  29  homes 
and  much  of  the  rat's  habitat  were  lost. 
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•The  Stale  of  Ohio  must  test  for  52  different 
pesticides  in  water  supplies  under  federal 
drinking  water  standards.  Yet  two-thirds  of 
those  pesticides  have  never  been  detected  in 
Ohio  waters,  and  there  is  little  reason  to  suspea 
that  any  of  the  others  will  ever  be  deteaed  there 

•Johns  Hopkins  University  was  sued  by  the 
federal  government  to  contribute  to  a  five- 
million-doUar  Superflmd  cleanup  because  the 


As  environmental 
measures  become  more 
complex  and  difficulty 
the  unintended 
consequences  of 
environmental 
regulation  become  that 
much  more  severe. 


Univereity  once  owned  three  electricaJ  trans- 
formers that  were  later  sold  to  a  company 
whose  property  eventually  became  a  Superflind 
site,  even  though  the  University  sold  the  trans- 
formers before  Superfund  v/as  enacted  and 
there  is  no  evidence  that  the  iransfomers 
contributed  to  the  pollution  at  the  site. 

These  examples  are  startling,  but  they  are  only 
part  of  the  story.  The  sad  fea  is  that  just  as  environ- 
mental regulations  impose  costs  on  people,  they 
impose  costs  on  the  environment  as  well.  It  is  an 
unpleasant  reality  that  environmental  regulation  can  be 
as  cruel  to  the  ecology  as  it  can  be  to  the  economy 
Consider: 

•At  an  abandoned  chemical  factory  in  Arkan- 
sas, EPA  regulations  require  the  incineration  of 
dioxin-contaminated  wastes.  Yet  because  the 
incinerator  is  not  capable  of  meeting  the  EPA's 
destruction  standard,  the  incinerator  produces 
two  barrels  of  dioxin-contaminated  ash  for 


every  barrel  that  is  incinerated  This  ash  cannot 
be  landfilled  under  federal  law,  so  instead  it  sits 
in  a  $300,000  storage  facility  in  perpetuity 

•When  an  endangered  species  is  found  on 
private  land,  the  owner  of  that  land  loses  the 
right  to  use  it  as  he  or  she  sees  fit    This  means 
that  landowners  can  actually  be  punished  for 
creating  habitat,  and  some  have   This  policy 
creates  a  strong  incentive  against  protecting 
imperiled  wildlife  on  private  land    Indeed, 
common  wisdom  in  some  areas  is  that  the  safest 
response  to  the  discovering  a  rare  species  on 
one's  land  is  to  "shoot,  shovel  and  shut  up  " 

•Hazardous  waste  permitting  regulations  were 
intended  to  encourage  the  recycling  and  reuse 
of  hazardous  materials  so  they  are  not  disposed 
of  in  landfills.  Yet  in  practice  they  often  achieve 
the  opposite.  These  rules  are  often  so  expen- 
sive, time-consuming,  and  complex,  that  it 
becomes  more  costly  to  recycle  than  to  simply 
ship  the  wastes  away. 

•Envirorunental  impact  offset  requirements  and 
excessive  Superfund  liability  rules  discourage 
the  use  of  abandoned  industrial  sites  for  new 
industrial  development.  It  is  simply  too  risky 
and  expensive  for  companies  to  site  facilities  in 
these  so-called  brownfields.  Instead,  companies 
increasingly  site  new  fedlities  in  pristine  or 
undeveloped  areas.  The  result  is  that  America's 
industrial  "footprint"  expands  to  cover  a 
greater  portion  of  the  landscape. 


The  problem  lies  in  the  overall  approach  to 
environmental  policy   The  general  assumption  among 
environmental  policymakers  today  is  that  all  environ- 
mental problems  require  governmental  regulation  and 
control.  Quite  frankly,  the  United  States  is  attempting 
to  produce  environmental  benefits  in  much  the  same 
way  that  the  former  Soviet  Union  attempted  to 
produce  wheat  —  through  government  command  and 
control  of  all  relevant  resources.  This  produces  some 
environmental  improvements,  just  as  the  Soviet  Uruon 
produced  some  wheat  But  both  approaches  inevita- 
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biy  fail  to  meet  the  demands  placed  upon  them. 
Economic  central  planning  failed  miserably  Ecologicai 
central  planning,  a  fu  more  di£5cult  task,  will  fare  no 
better.  America's  ecological  nightmares  have  been  the 
former  Soviet  nations'  environmental  realities.  Gov- 
ernment control  is  no  more  friendly  to  the  planet  than 
it  is  to  its  people. 

If  more  government  control  is  not  the  answer, 
then  what  is?  The  answer  is  a  greater  reliance  upon 
property  rights  and  the  marketplace   Environmental 
problems  do  not  result  because  markets  fail  to  incor- 
porate environmental  values.  Rather  they  result  from  a 
failure  to  pemnit  private  property  rights  to  evolve 
which  would  incorporate  environmental  concerns  into 
the  market  By  encouraging  a  more  efficient  use  of 


The  free  market 
provides  the  basis  for 
a  superior  approach  to 
environmental  policy. 


resources,  greater  stewardship  and  responsibility,  and 
technological  innovation,  the  free  market  provides  the 
basis  for  a  superior  approach  to  enviroijnental 
policy.      It  is  important  to  give  it  that  chance  Re- 
forming environmental  policy  will  not  be  easy,  but  as 
the  stakes  rise  ever  higher,  it  becomes  that  much  more 
necessary. 
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Mr.  Lewis.  Mr.  Stokes,  at  the  beginning  of  the  hearing,  I  indi- 
cated that  we  would  receive  opening  statements  from  both  you  and 
myself  and  from  there  will  proceed  under  a  10-minute  rule  where 
each  Member  will  have  10  minutes  for  questioning  and  go  on  from 
there.  We  will  be  happy  to  receive  your  opening  statement. 

Mr.  Stokes  Opening  Statement 

Mr.  Stokes.  Mr.  Chairman,  I  just  would  like  at  this  time  to  ex- 
press my  appreciation  to  both  the  witnesses  for  the  testimony  that 
they  have  given  here  this  morning.  I  realize  they  both  put  a  great 
deal  of  time  and  research  into  the  presentations  they  have  made. 

The  environment  is  certainly  of  great  concern,  I  think,  to  all  of 
us.  How  we  get  to  these  type  of  problems  and  how  we  approach 
them  in  terms  of  being  cost  effective  and  demonstrating  economy 
in  terms  of  our  whole  budgetary  process  is  a  concern  I  think  to  all 
of  us. 

I  will  have  some  questions,  Mr.  Chairman,  and  I  will  let  that  suf- 
fice as  an  opening  statement. 

EPA  management  POLICIES 

Mr.  Lewis.  Thank  you  very  much,  Mr.  Stokes. 

Mr.  Gibbons,  you  have  identified  a  number  of  examples  of  spe- 
cific management  flaws  at  EPA  but  have  not  expressed  your  opin- 
ion on  how  these  flaws  began  and  why  they  have  been  allowed  to 
continue.  Would  you  care  to  express  your  opinion  on  those  ques- 
tions? 

Mr.  Gibbons.  I  better  really  restrain  myself  here. 

Mr,  Lewis.  We  are  not  asking  for  restraint.  Concise  comments. 

Mr.  Gibbons.  I  don't  know  where  to  start. 

The  media-by-media  structure  I  think  is  probably  from  a  man- 
agement and  an  organizational  point  of  view  is  from  sort  of  the 
structure  that  you  appropriate  every  year  and  can  control. 

Obviously,  it  began  in  the  early  1970s  because  there  were  only 
two  laws.  There  was  a  Clean  Water  Act  and  a  Clean  Air  Act.  And 
so  they  had  a  Clean  Water  Act  Program,  a  Clean  Air  Act  Program 
in  HHS  at  that  time  and  a  Clean  Water  Program  in  Interior.  And 
they  put  the  two  together.  They  called  it  EPA. 

It  was  never,  ever  intended  that  the  Agency  would  have  a  long- 
term  organizational  structure  that  was  media  by  media.  In  fact,  in 
the  early  budget  process  or  setting  up  the  budget  for  EPA  and  is 
still  an  artifact  of  history  in  one  of  your  own  accounts  that  you  will 
be  reviewing  is  something  called  the  Operations  and  Research  Pro- 
gram. The  Agency  was  intended  to  move  to  a  structural,  functional 
organization,  to  have  a  regulatory  program  that  would  regulate  by 
industry  sector.  So  that  when  an  industry  sat  down  it  would  be 
regulated  across  the  board  and  would  get  up  from  the  table  and 
know  what  numbers  it  had  to  hit  across  all  media — air,  water. 

At  that  time,  there  was  not  RCRA  in  existence,  but  certainly  for 
solid  waste — and  that  was  the  intent  of  the  history  of  the  organiza- 
tion. It  simply  never  came  about.  As  Congress  continued  to  pass  in- 
dividual pieces  of  legislation  under  RCRA  and  TSCA  and  individual 
pesticides,  those  individual  programs  have  been  merged  and  main- 
tained. 
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The  Agency  has  experimented  with  a  couple  pilot  programs,  one 
a  multimedia  industry  sector  type  of  regulatory  approach;  and  the 
other  one  they  did  was  a  regulatory  approach  by  substance.  That 
is,  to  take  the  major  substances  like  arsenic  and  then  go  through 
and  regulate  that  substance  across  all  industries. 

In  either  way,  either  case,  you  are  better  off  than  what  you  have 
now.  Because  what  you  have  now  is  a  first-come,  first-served  regu- 
latory approach.  And  what  you  have  to  think  about  is  the  regulated 
community  is  oftentimes  in  their  third  round  of  an  air  pollution 
control  problem  and  has  yet  to  even  begin  putting  money  into  a 
RCRA  responsibility  because  that  regulation  has  not  come  out  yet. 

And  it  makes  no  sense  from  the  regulated  community's  point  of 
view  to  be  spending  vast  amounts  of  money  to  reduce  air  pollution 
another  5  percent  when  there  is  a  lot  of  pollution  left  to  be  gotten 
in  other  media  that  simply  haven't  gotten  around  to  standing  in 
line  to  do  the  regulation.  So  that  is  point  number  one. 

In  terms  of  the  States 

Mr.  Lewis.  It  is  a  reality,  however,  that  it  is  much  easier  for  peo- 
ple who  are  elected  to  public  office  to  point  their  fingers  at  smoke- 
stacks  

Mr.  Gibbons.  Yes. 

Mr.  Lewis  [continuing].  Rather  than  other  media. 

Mr.  Gibbons.  And  to  water  bodies  rather  than  to  other  media. 
That  is  correct. 

Mr.  Smith.  David,  one  thing  about  that  is,  too,  in  a  sense  when 
politics  determines--deals  with  pollution  issues,  you  are  going  to 
get  a  political  bias  built  in.  It  is  a  lot  more  fun  to  go  after  smoke- 
stacks than  it  is  to  go  after  cities  because  cities  are  not  as  attrac- 
tive to  throw  in  jail.  So  you  end  up  with  kind  of  a  politically  pre- 
ferred polluted  policy  where  cities  and  so  forth  get  special  privi- 
leges and  industries  don't,  and  then  you  bias  the  program. 

EPA  has  had  an  easy  job  of  posturing  as  a  monolithic  agency 
which  has  made  it  feasible  for  it  to  basically  waste  revenues,  and 
it  is  encouraged  to  do  so  and  still  come  out  ahead.  EPA  is  not  mak- 
ing a  balanced  judgment  between  the  cost — the  risk  that  regulation 
creates  and  the  risk  that  regulation  reduces — increases.  It  doesn't 
make  a  risk-risk  trade-off  in  these  areas. 

Mr.  Gibbons.  With  respect  to  the  States,  the  history  of  the  orga- 
nization— this  was  true  when  I  was  there  running  the — I  actually 
spent  five  years  at  EPA  running  the  Water  Pollution  Control  Pro- 
gram. There  was  in  the  early  years  a  fundamental  distrust  of  the 
States.  The  assumption  was  that  States  would  compete  against  one 
another  for  economic  growth,  and  the  way  you  compete  against  one 
another  for  economic  growth  is  to  keep  lax  environmental  regula- 
tions. 

I  don't  know  if  that  was  true  or  not,  but  I  know  it  is  not  true 
today.  I  mean,  the  culture  of  the  States,  the  ethics  of  the  States 
and  the  responsibility  the  States  have  today  clearly  do  not  suggest 
that  if  left  to  their  own  authority  and  abilities  to  implement  these 
laws  they  would  deliberately  try  to  undermine  them  or  to  imple- 
ment them  in  the  most  lax  possible  way. 

And  so  I  think  that  the  oversight  structure  that  was  built  in  EPA 
in  the  1970s  and  1980s  still  exists  and  is  becoming  largely  one  of 
interference  rather  than  one  of  guidance.  And  you  have  States 
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spending  hundreds  of  thousands  of  dollars  developing  State  imple- 
mentation plans  to  have  the  Agency  walk  right  over  the  top  of 
them  with  a  Federal  implementation  plan. 

Why?  Why  don't  you  trust  the  States  to  implement  the  programs 
that  you  have  delegated  to  them?  Why  do  you  assume  that  they  are 
going  to  do  something  wrong  or  something  inaccurate  or  something 
that  does  not  fully  comply  with  their  responsibilities  under  the 
law? 

And  I  think  that  a  lot  of  the  oversight  that  goes  on  today  is  sim- 
ply unnecessary,  given  the 

Mr.  Lewis.  Mr.  Gibbons,  let  me  take  you  to  a  specific.  Does  the 
fact  that  EPA  does  not  have  an  organic  act  per  se  have  any  bearing 
on  their  management  structure  and  could  their  structure  be  im- 
proved by  the  passage  of  an  organic  act? 

Mr.  Gibbons.  I  would  have  to  think  about  that.  I  don't  think  an 
organic  act  is  necessary  for  EPA  to  improve  its  management  struc- 
ture except  the  fact  that  it  hasn't.  And  so  perhaps  it  becomes  nec- 
essary only  because  the  Agency  has  not  been  able  to  deal  effectively 
with  the  authorizing  committees  and  get  them  to  allow  a  restruc- 
turing of  their  own  programs  that  take  them  out  of  the  media-by- 
media  coverage  of  the  programs. 

So  that  is  a  pretty  lousy  answer;  but  the  answer  is  hopefully,  no, 
but  it  may  be  the  only  solution. 

Mr.  Lewis.  Do  think  about  that.  We  would  like  to  hear  additional 
comments  for  the  record. 

effects  of  recommendations 

Mr.  Lewis.  Mr.  Smith,  I  appreciate  your  testimony.  You  indi- 
cated that  last  November's  vote  was  about  limiting  government  to 
promote  better  government,  as  you  describe  it,  and  the  challenges 
that  lies  before  us  are  mostly  political  rather  than  emotional  ones. 

Your  comments  regarding  barnacles  and  tumors  are  interesting. 
If  this  committee  takes  the  actions  that  you  suggest  with  respect 
to  the  programs  of  EPA  which  may  be  authorized,  are  those  compa- 
nies and  individuals  who  must  comply  with  regulations  associated 
with  each  program  nevertheless  still  subject  to  the  litigation  by 
independent  groups,  friends  of  EPA  or  otherwise  to  enforce  compli- 
ance? 

Mr.  Smith.  I  tried  to  distinguish  in  my  written  testimony  be- 
tween those  programs  that  I  thought  could  be  defunded  without 
such  problems  and  those  that  we  have  got  a  permit  requirement, 
we  have  got  some  kinds  of  approval  process.  And  removing  EPA, 
reducing  the  funding  of  EPA,  might  create  a  bigger  backlog  or  a 
longer  delay  for  those  companies. 

What  I  have  suggested  in  the  testimony  is  what  we  have  been 
talking  about  as  a  toll  road  concept.  It  could  be  applied  to  any  tech- 
nology or  approval  process  by  the  government. 

If  you  come  into  a  government  Agency,  you  say  you  want  some 
approval  for  a  permit  or  a  technology,  you  get  a  number.  It  turns 
out  it  is  going  to  take  you  six  months,  a  year,  two  years.  The  EPA 
would  create  a  group  of  qualified  private  certifiers  of  that  process, 
permitters,  and  then  there  would  be  a  private  fee  for  that. 

If  the  individual  group  felt  that  they  would  benefit  from  that 
faster  processing  time,  they  could  go  to  the  EPA-approved  list,  es- 
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sentially  take  the  paid  toll  road  alternative  in  favor  of— in  pref- 
erence to  the  free  but  congested  road.  That  would  benefit  those 
firms  unable  to  afford  the  additional  costs,  and  it  would  develop 
private  sector  capability  which  would  begin  to  create  alternatives 
to  the  rigidity  that  characterizes  EPA. 

There  are  areas  we  can  defund  with  no  backlash.  There  are  other 
areas  where  we  have  to  create  an  alternative  approval  process. 

Mr.  Lewis.  Many  people  are  asking  me  this  kind  of  question.  In 
your  judgment,  is  the  lack  of  funding  for  authorized  programs  a 
valid  defense? 

Mr.  Smith.  No,  I  don't  think  so.  I  think  the  trouble  with  EPA  is 
not  that  it  has  too  much  money  or  too  little  money  but  that  it  has 
vastly  more  programs  than  any  agency  could  possibly  oversee. 

I  suggest  that  the  current  idea  is  based  on  the  idea  that  markets 
are  wonderful,  but  they  leave  out  environmental  consequences.  So 
those  economic  activities  that  have  economic  environmental  con- 
sequences will  have  to  be  politically  controlled.  But  everything  has 
some  environmental  consequences,  so  EPA  tries  to  regulate  the 
world.  We  end  up  with  an  ecological  planning  agency. 

And  if  there  is  anything  we  understand  about  the  experiences  of 
the  world  over  the  last  100  years  is  that  centralized  planning 
doesn't  work,  whether  it  is  for  economic  or  ecological  reasons.  EPA 
is  charged  with  an  impossible  task;  and  rather  than  face  that  and 
begin  to  spin  off  and  devolve  those  responsibilities,  they  are  flip- 
flopping  and  going  back  and  forth  from  media  to  media  trying  to 
address  symptoms  rather  than  inherent  problems.  EPA  is  an  un- 
manageable agency. 

Mr.  Lewis.  Well,  for  both  of  you,  I  suppose,  would  it  be  useful 
for  the  Congress  to  ask  GAO  to  study  this  matter  and  make  spe- 
cific suggestions  as  to  how  the  management  structure  can  be  im- 
proved? Is  GAO  the  right  agency  to  conduct  such  a  study? 

Mr.  Smith.  It  all  depends.  GAO  has  been  a  contractor  for  hire 
for  a  long  time  in  past  administrations.  I  suppose  now  that  it  is 
working  for  the  Republicans  it  might  be  very — it  might  be  a  better 
organization. 

But  I  think,  in  some  ways,  GAO  has  been  a  very  politicized  re- 
search group.  I  am  not  at  all  sure  it  won't  produce  another  political 
answer. 

I  don't  think  the  problem  with  EPA  can  be  addressed  by  institu- 
tional fiddling.  I  think  it  can  be  improved — and  Dave  knows  cer- 
tainly areas  where  that  is  possible.  But  EPA  is  doing  pretty  much 
what  its  incentives  encourage  it  to  do,  which  is  to  pretend  to  be  a 
public  health  agency,  to  pretend  to  be  addressing  critical  concerns, 
to  use  science  as  a  tool  for  enhancing  its  programs  rather  than  in- 
forming the  American  people. 

I  think  EPA  is  a  regulatory  agency  out  of  control  and  needs  seri- 
ous rethinking  about  alternative  means  of  shifting  some  environ- 
mental responsibilities  to  other  areas  of  government  and  some  to 
the  private  sector  totally.  I  don't  think  you  can  really  reform  EPA, 
and  it  is  an  agency  that  is  trying  to  do  everything. 

Mr.  Lewis.  Mr.  Gibbons. 

Mr.  Gibbons.  I  think  it  is  time  to  act.  I  think  we  have  probably 
studied — certainly  the  structure  of  the  agency  has  been  studied 
both  internally  and  externally.  This  is  the  number  one  grief  and 
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beef  that  the  States  have  is  the  way  the  agency  is  structured,  the 
media-by-media  approach.  They  find  it  frustrating  to  deal  with  be- 
cause they  don't  want  to  structure  their  own  State  organizations  in 
the  same  way. 

Mr.  Lewis.  So  you  are  essentially  saying  we  ought  to  be  dealing 
with  our  authorizing  committees  to  coordinate  with  the  appropria- 
tions process? 

Mr.  Gibbons.  I  think  since  the  authorizing  committees  can't  real- 
ly address  this  holistically,  this  is  the  committee  that  can. 

Mr.  Smith.  Right.  You  can  pull  together  those  different  pulls  and 
tugs  and  create  a  program  that  I  think  could  work  much  better. 

One  example — there  was  a  major  study  of  a  refinery  down  in  the 
Jamestown  facility? 

Mr.  Gibbons.  Yeah. 

Mr.  Smith.  The  Jamestown  facility  where  a  cooperative  EPA  in- 
dustry study  found  much  more  effective  ways  of  addressing  what 
EPA  thought  they  were  needed  to  do — is  it  two  years,  three  years 
since  the  study — made  changes  because  of  the  rigidity  of  EPA  and 
the  threat  of  outside  suits  ties  even  the  best  of  hands  in  these 
areas. 

One  of  the  things  that  has  to  happen  is  local  groups  have  to  be 
able  to  come  forward  and  say  this  is  a  remediation  strategy  that 
pleases  us,  and  we  are  happy  with  it.  Bug  out. 

Mr.  Lewis.  Mr.  Stokes? 

FEDERAL  GOVERNMENT'S  ROLE  IN  ENVIRONMENTAL  PROTECTION 

Mr.  Stokes.  Thank  you,  Mr.  Chairman. 

Let  me  again  thank  both  of  our  witnesses  for  their  testimony 
here.  And,  at  the  outset,  let  me  say  that  I  do  not  wish  to  suggest 
that  I  oppose  sensible  improvements  in  our  regulatory  system  or  in 
some  selected  areas  of  EPA's  programs;  but  I  do  not  believe  this 
Nation  can  afford  to  bring  to  a  jarring  halt  regulations  that  are  de- 
signed to  prevent  disease  and  death  from  environmental  exposures. 

This  is  not  an  insignificant  concern.  Health  officials,  physicians 
and  other  medical  care  professionals  tell  me  they  are  seeing  an  in- 
creasing number  of  patients  with  symptoms  of  exposure  to  environ- 
mental toxins.  Late  last  year,  one  of  the  Nation's  leading  pediatri- 
cians told  me  how  lead  was  increasingly  causing  nervous  system 
damage  to  our  children,  affecting  their  ability  to  learn  in  school, 
their  behavior  in  the  home,  in  recreational  centers. 

So  I  believe  we  must  be  concerned  about  the  impact  of  imposing 
strict  criteria  for  cost-benefit  and  cost-effectiveness  on  all  EPA  deci- 
sions. While  I  have  not  conducted  a  study  of  this,  I  believe  there 
are  many  decisions  about  environmental  protection  which  are  not 
amenable  to  cost-effective  and  cost-benefit  considerations.  There 
are  limitations  on  what  science  can  and  cannot  quantify  in  the 
health  and  environmental  fields,  so  we  should  be  under  no  illusions 
about  what  can  be  accomplished  by  constructing  unnecessary  bar- 
riers to  the  regulatory  process. 

Let  me,  having  said  that,  ask  both  of  you  several  questions. 
First,  what  do  you  view  as  the  role  of  the  Federal  Government  in 
environmental  protection? 

Mr.  Smith.  I  think  the  role  of  the  government  in  the  environ- 
mental area  should  be  to  address  why  is  it  that  environmental 
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problems  have  emerged  and  what  institutional  changes  in  our  soci- 
ety would  allow  these  problems  to  be  resolved.  I,  therefore,  see 
EPA  as  playing  a  role  essentially,  a  midwife  role  in  bringing  into 
place  the  institutions,  changes  in  legal  structure  and  changes  in 
the  expansion  of  property  rights  to  provide  protections  to  resources 
that  have  been  left  out  in  the  cold  and  those  two  changes  and  then 
get  out  of  the  way. 

Your  illustration  of  the  risk  associated  with  underregulation 
should  concern  us  all,  but  there  is  also  a  risk  of  overregulation.  Let 
me  give  you  two  that  may  well  prevail  in  Cleveland. 

One  is  Superfund  itself.  In  community  after  community  I  am  get- 
ting calls  from  inner  city  residents  who  say  we  have  brownfills  in 
our  community.  We  desperately  need  economic  activity,  but 
Superfund  rules  have  frozen  those  lands  and,  as  a  result,  no  devel- 
opment is  occurring  in  our  areas.  It  is  all  moving  to  green  field 
areas  of  development.  As  hard  as  they  are  to  develop  there,  they 
are  easier. 

We  are  creating  never-to-be-developed  zones  in  our  inner  cities 
on  the  grounds  it  might  pose  environmental  health  problems,  but 
poverty  is  one  of  the  greatest  health  problems.  And  when  inner  city 
America  cannot  have  economic  opportunity,  we  are  posing  vastly 
greater  risk  on  the  American  people  than  the  trivial  risk  posed  by 
Superfund  sites. 

The  area  of  lead  poisoning  is  something  we  have  spent  some  time 
on  in  our  area.  Lead  is  one  of  the  many  things  that  children 
shouldn't  put  in  their  mouths  when  they  are  kids.  But  poor  people 
aren't  stupid.  Poor  people  know  that  there  are  many  things  in  their 
home  they  shouldn't  put  in  their  mouth,  and  they  should  tell  them 
don't  put  that  in  your  mouth.  My  mother  did  when  I  was  growing 
up. 

Raising  the  price  of  inner  city  housing  by  the  kind  of  heavy- 
handed  remediation  strategies  that  lead  paint  advocates  have  been 
creating  will  decrease  the  amount  of  inner  city  housing,  making  it 
harder  for  people  to  acquire  homes  in  any  inner  city.  Lead  paint 
is  a  risk  factor.  We  should  consider  it.  But  homelessness  is  a  bigger 
factor. 

I  think  the  failure  is  of  EPA  to  consider  the  risk  to  the  poorest 
in  our  society  of  the  programs,  that  they  blithely  say  there  is  lead 
poisoning  problems  in  inner  city  America.  I  live  in  inner  city  Amer- 
ica. I  live  in  D.C.  But  that  is  not  coming  out  of  the  mouth  of  the 
paint  can.  It  is  coming  out  of  the  mouth  by  guns. 

I  think  it  is  silly  to  try  to  trivialize  the  risks  faced  by  inner  city 
Americans.  I  think  this  whole  lead  paint  poisoning  thing  is  indic- 
ative of  an  agency  out  of  control. 

Mr.  Lewis.  Mr.  Gibbons? 

Mr.  Gibbons.  I  must  say,  having  been  an  EPA  employee  for  a 
few  years,  I  hesitate  to  be  an  EPA  basher.  I  am  not.  I  think  that 
the  fundamental  purpose  of  the  Federal  Government  is  to  establish 
the  scope  of  the  problem,  do  the  research  that  is  necessary  because 
it  is  more  efficient  for  the  Federal  Government  to  do  a  lot  of  the 
research,  utilizing  the  vast  expertise  that  all  of  the  Federal  depart- 
ments have  in  researching  health  and  risk  issues. 

I  think  that  the  Federal  Government  has  a  role  in  establishing, 
to  the  extent  possible,  establishing  performance-based  standards  to 
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correct  that  problem  and  to  reduce  that  risk.  And  then  I  think  it 
principally  in  this  day  and  age  should  be  left  to  the  States  with 
sufficient  resources  provided  to  implement  and  achieve  those  per- 
formance standards  in  the  most  cost-effective  way  possible. 

I  think  that  to  the  extent  you  can — so  the  number  one  change 
I  would  make  and  the  number  one  recommendation  I  would  make 
to  the  subcommittee  is  that  the  problem  the  Agency  has  today  is 
that  it  has  individual  laws  that  are  being  implemented  not  in  par- 
allel and  not  coordinated  across  the  media  but  one  at  a  time — first 
come,  first  served.  And  so  you  do  not  end  up  with  the  most  cost- 
effective  way  of  achieving  reduced  risk.  You  usually  end  up  with 
the  least  cost-effective  way  of  reducing  risk. 

GREEN  PROGRAM 

Mr.  Stokes.  Let  me  ask  you  this.  I  am  sure  both  of  you  are 
aware  that  EPA  has  attempted  on  occasion  to  impose  nonregula- 
tory  approaches  to  provisions  with  regard  to  environmental  pollu- 
tion. There  is  an  agreement  between  industry  and  EPA  to  achieve 
this  objective  without  the  regulatory  constraints  that  you  oppose, 
in  areas  such  as  the  Green  Program.  What  is  your  view  of  the 
Green  Program? 

Mr.  Smith.  I  commented  on  that  briefly  I  think  before  you  came 
in,  Congressman. 

But,  generally,  I  think,  as  I  said  at  the  beginning  of  my  testi- 
mony, the  problem  with  EPA  is  not  that  it  is  doing  sensible  things 
foolishly,  but  it  is  picking  foolish  things  to  do.  And  I  think  the 
Green  Program  is  one  of  those  issues  as  are  a  number  of  other  so- 
called  waste  reduction  and  pollution  prevention  programs. 

These  are  sensible  words  and  sensible  rhetoric.  But  in  the  trans- 
lation from  rhetoric  to  reality,  too  often  we  find  EPA  using  terms 
like  toxic  and  hazardous  and  transferring  them  into  anything  that 
emerges  on  some  list.  There  is  examples  in  EPA's  history  where, 
by  accident,  a  material  came  up  on  a  hazardous  waste  list,  and  it 
took  years  to  get  it  off. 

EPA's  problem  is  it  is  very  hard  to  set  internal  priorities.  The 
EPA  study  you  might  have  mentioned,  "Unfinished  Business",  EPA, 
the  professionals  looked  at  everything  they  were  doing,  everything 
they  thought  they  should  be  doing  to  improve  the  quality  of  the  en- 
vironment, came  up  with  two  rankings.  And  the  interesting  thing 
was  they  were  almost  the  reverse.  The  politics  of  EPA  had  encour- 
aged it  to  spend  most  of  its  time  and  monies  on  areas  that,  as  envi- 
ronmental professionals,  they  thought  deserved  far  less  priority. 

That  is  the  problem  with  EPA,  not  that  the  people — I  was  at 
EPA,  too,  anJ  some  of  my  friends  are  still  at  EPA.  But  that  doesn't 
mean  the  institutions  encourage  good  people  at  EPA  to  do  good 
things.  Unfortunately,  they  don't. 

Mr.  Stokes.  Mr.  Gibbons. 

Mr.  Gibbons.  I  am  not  opposed  to  Green  Programs  per  se.  What 
I  support,  if  I  were  to  have  a  ranking,  to  have  the  most  cost-effec- 
tive reductions  before  you  do  the  least  cost-effective  reductions.  Un- 
fortunately, many  of  the  Green  Programs  are  not  very  cost-effec- 
tive. 
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AIR  AND  WATER  QUALITY  STANDARDS 

Mr.  Stokes.  As  I  go  through  my  congressional  district,  I  find 
that  there  are  two  areas  with  which  people  are  very  much  con- 
cerned. That  is  the  quality  of  the  air  they  breathe  and  the  quality 
of  the  water  they  drink. 

I  just  returned  from  a  trip  to  an  African  country,  and  every  day 
was  a  little  different  when  you  had  to  think  about  turning  on  a  fau- 
cet to  drink  water  out  of,  as  opposed  to  going  over  to  where  the 
water  is  being  boiled  in  a  particular  device.  People  think  about  that 
every  day  when  they  drink  their  water. 

And  we  all  know  that  there  are  problems.  Let  me  ask  you,  should 
there  be  national  standards  for  air  and  for  water  quality?  And,  if 
so,  who  should  administer  them?  How  should  they  be  enforced? 

Mr.  Smith.  Let  me  try  to  divide  it  into  two  parts.  It  might  well 
be  that  at  EPA,  as  a  band  of  professionals,  might  well  assess  the 
literature,  the  science  as  they  saw  it  and  come  up  with  what  they 
thought  were  good  standards,  standards  that  they  thought  would 
achieve  certain  objectives. 

I  still  believe  that  the  local  communities  might  well  have  other 
needs,  other  priorities  that  would  outweigh  whatever  the  judgment 
was  for  the  average  community.  Certain  communities  may  face 
much  greater  risk  than  the  risk  of  a  slight  increase  in  some  of  the 
trace  contaminants  that  EPA  is  obsessed  with  today.  Other  commu- 
nities may  have  the  luxury,  the  wealth  to  be  able  to  afford  Perrier 
water  out  of  bottles. 

You  mentioned  the  part  about — many  of  us  have  traveled  in 
countries  where  the  water  supply  is  not  potable.  And  the  aware- 
ness— how  we  take  for  granted  the  safe  drinking  water  in  America 
illustrates  something  that  EPA  has  now  embarked  upon. 

EPA  has  something  called  the  disinfectant  by-product  rule  that 
they  are  now  in  the  midst  of  considering.  It  is  a  concern  over 
chlorinated  hydrocarbon  trace  by-products  in  the  chlorination  of 
water.  There  is  a  risk  associated  with  anything  in  our  society.  But, 
of  course,  we  chlorinate  our  water  to  reduce  the  kind  of  risks  that 
third  world  people  concern  themselves  with.  The  risk  of 
chlorination  should  be  weighed  against  the  risk  of  nonchlorination, 
and  I  think  we  would  swiftly  drop  this  rule  and  move  on  to  other 
things. 

Concern  about  parts  per  billion  and  chlorinated  by-products 
when  there  are  billions  per  part  of  bacteria  in  untreated  water  il- 
lustrates, I  think,  the  inability  and  the  the  lack  of  institutional  re- 
sponsibility for  EPA  to  assess  not  the  risk  associated  with  contami- 
nants, trace  contaminants,  but  the  risk  of  those  versus  the  risk 
that  their  regulations  impose — higher  cost  housing,  higher  cost 
drinking  water. 

The  city — I  don't  know  where  Cleveland  comes  down  on  this,  but 
most  inner  cities — most  mayors  are  upset  about  EPA  imposing 
those  costs.  That  is  why  the  unfunded  mandate  bill  is  passing  both 
houses  of  Congress. 

Mr.  Stokes.  My  time  has  probably  expired.  But,  Mr.  Smith,  if 
you  would  respond  in  terms  of  my  question 

Mr.  Smith.  We  are  reversed.  This  is  Mr.  Gibbons. 

Mr.  Stokes.  I  am  sorry,  Mr.  Gibbons. 
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Mr.  Gibbons.  Sure.  The  answer  is  yes.  I  believe  that  there  are 
need  for  national  standards. 

The  question  is  not  whether  we  have  national  standards  to  pro- 
tect our  citizens  from  undue  risk.  The  question  really  is,  at  what 
level  do  you  set  the  standard  and  what  level  of  risk  should  you  pro- 
tect to? 

And  I  think,  at  least  in  my  prior  life,  the  argument  has  never 
been  over  whether  the  Agency  should  not  be  searching  for  and  pro- 
tecting where  necessary.  Even  the  Office  of  Management  and  Budg- 
et did  not  propose  that.  The  question  was  much  more  is  this  a  ra- 
tional level  of  risk  to  be  reducing  and,  given  the  limited  and  fixed 
amount  of  societ/s  resources,  is  this  the  order  in  which  we  should 
be  reducing  that  risk? 

Mr.  Smith.  Congressman,  on  those  grounds,  it  is  not  easy  to  give 
EPA  very  high  scores.  They  have  alarmed  the  American  public 
about  alar,  about  asbestos,  about  a  whole  range  of  substances — 
dioxins,  which  in  retrospect  appear  to  be  not  nonrisk  but  low-risk 
factors.  Whereas  the  activities,  the  restrictions  that  EPA  imposed 
on  our  society  had  economic  and  other  consequences  that  made 
America  more  risky.  I  think  in  many  cases  EPA  has  vastly  in- 
creased the  risk,  especially  to  the  poorest  people  in  our  society,  by 
ignoring  some  of  the  consequences  of  an  overregulated  economy. 

Mr.  Lewis.  Gentlemen,  I  have  questions  regarding  the  economic 
impact  that  I  will  submit  for  the  record. 

I  do  want  to  move  on  to  other  questions,  if  I  can.  Mr. 
Frelinghuysen  was  here  before  the  Chairman  was,  and  I  think  we 
will  get  to  him. 

DUPLICATION  OF  EFFORT  BY  AGENCIES 

Mr.  FRELINGHUYSEN.  Thank  you,  Mr.  Chairman. 

I  come  from  a  constituency  that,  like  my  colleagues,  prizes  the 
environment.  And  I  think  it  is  very  important  that  my  colleague, 
Mr.  Stokes,  raises  the  issue  of  standards  relative  to  air  quality  and 
water  quality. 

But  I  would  agree  with  Mr.  Gibbons.  At  what  level  should  those 
standards  be?  And  are  those  standards  rational? 

Many  of  my  constituents,  both  individuals  and  businesses,  feel  a 
tremendous  amount  of  frustration.  I  daresay  that,  Mr.  Chairman, 
a  lot  of  them  have  sort  of  resigned  themselves  to  their  fate;  and  I 
get  a  definite  feeling  that  many  of  them  are  looking  to  this  new 
Congress  to  perhaps  revisit  these  issues.  So  I  commit  myself  to 
looking  at  these  issues  very  carefully. 

I  find  it  interesting,  though,  in  your  initial  comments,  Mr.  Gib- 
bons, that  relative  to  the  Superfund  program — and  you  talked 
about  the  actual  duplication  of  activities,  that  you  suggest  that  per- 
haps the  Corps  of  Engineers  and  the  Bureau  of  Reclamation  might 
be  searching  for  new  missions. 

I  get  worried  when  Federal  departments  search  for  new  missions. 
Maybe  they  are  eminently  qualified  to  take  up  some  of  the  EPA 
slack,  but,  in  all  seriousness,  I  think  you  have  raised  a  good  issue. 
I  don't  know  how  in  this  Washington  environment  Congress  actu- 
ally requires  agencies  that  are  doing  similar  missions  to  merge 
their  missions,  whether  that  is  done  through  the  legislative  process 
or  whether  it  can  be  done  by  executive  directive. 
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One  would  think  that  the  Chief  Executive  could  direct  depart- 
ments that  are  performing  similar  missions  of  testing  and  other 
laboratory  experimentation  that  that  could  be  done  through  some 
sort  of  executive  order. 

Would  you  like  to  comment  on  that? 

Mr.  Gibbons.  I  would.  And  I  would  agree  with  you.  I  wish  I — 
we  all  could  have  been  more  successful  in  trying  to  get  complemen- 
tary activities  merged  and  people  using  the  same  databases  and 
monitoring  information  for  multiple  purposes.  It  is,  I  guess,  my 
conclusion,  if  not  my  personal  experience  in  the  budget  world,  that 
in  the  end  when  you  reduce  somebody's  budget  they  will  go  find  a 
way  to  get  the  job  done. 

And,  in  this  instance,  if  you  reduce  the  ability  of  an  Agency  to 
go  out  and  have  its  own  independent  data  collection,  research  and 
science,  they  will  go  use  the  talent  of  other  agencies.  And  that  is 
particularly  true  in  the  construction  and  engineering  effort  where 
you  have  two  organizations  with  a  vast  expertise  in  this  kind  of 
construction  and  engineering  that  Superfund  will  end  up  being 
available  to  the  Agency. 

You  also  have  a — a  couple — ^you  certainly  have  the  Bureau  of 
Reclamation,  which  has  had  a  reduction  in  force  of  over  1,000  indi- 
viduals in  the  last  two  years.  To  the  extent  that  those  individuals 
could  have  been  made  available  to  apply  their  expertise  to  EPA's 
program  rather  than  EPA  hiring  new  increased  numbers  of  staff, 
I  think  is  just — is  just  good  policy  and  good — makes  good  sense. 

Mr.  Frelinghuysen.  Thank  for  your  response.  I  am  glad  that 
you  concentrated  on  the  issue  of  the  State  taking  on  more  respon- 
sibilities. 

You  have  been  close  to  the  problem  down  here  and  you  say  here 
the  Agency  has  argued  that  as  the  States  take  over — and  these  are 
your  words — take  over  more  programs  that  EPA  needs  more  over- 
sight resources  to  ensure  property  implementation.  Has  that  been 
the  normal  argument? 

Mr.  Gibbons.  Yes.  Yes,  it  is. 

Mr.  Frelinghuysen.  I  assume  you  will  hear  more  of  that. 

Mr.  Gibbons.  You  will  hear  more  of  that,  and  you  will  hear  that 
there  is  a  necessary  duplication. 

privatization  issues 

Mr.  Frelinghuysen.  Well,  I  think,  quite  honestly,  it  is  a  lot  of 
hogwash,  and  I  think  a  lot  of  it  has  to  do  with  just  pure  job  protec- 
tion. I  think  we  ought  to  set  the  standards  and  that  the  States 
ought  to  be  able  to  figure  out  with  their  own  resources  and  their 
own  Environmental  Protection  Agency  equivalents  what  they  need 
in  terms  of  maintaining  clean  air  and  clean  water. 

I  would  go  one  step  farther.  I  think  we  ought  to  promote  and  in 
no  way  handicap,  if  we  make  this  transition  of  responsibility  to  the 
States,  that  we  ought  to  promote  a  greater  degree  of  privatization. 
There  are  many  instances  where  State  governments  can  set  the 
standards  which  may  mirror  the  State  or  the  Federal  standards 
and  that  private  contractors  put  their  licenses  on  the  line  to  do  per- 
mit reviews  and  you  name  it.  There  are  a  lot  of  things  that  the  pri- 
vate sector  could  be — and  no  way  do  in  the  environment.  You  actu- 
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ally  promote  more  economic  activity  and  involvement,  perhaps, 
hopefully,  some  prosperity,  by  getting  the  private  sector. 

But  we  don't  need,  with  all  due  respect,  the  Army  Corps  of  Engi- 
neers in  there  doing  that.  I  think  there  are  other  private  contrac- 
tors that  could  meet  the  test  and  by  putting  their  licenses  on  the 
line. 

I  don't  know  whether  you  have — I  haven't  heard  much  comment 
on  the  whole  issue  of  privatization.  I  know  that  is  a  buzzword,  but 
I  do  think  there  are  people  out  there  that  are  perfectly  capable  of 
reviewing  permits,  and  they  don't  have  to  be  Federal  bureaucrats 
or,  for  that  matter.  State  bureaucrats. 

Mr.  Smith.  Congressman,  in  my  testimony,  I  talked  a  little  about 
the  toll  road  alternative  which  envisions  exactly  that  kind  of  pri- 
vate permitting. 

I  should  also  say  that,  although  national  standards  may  or  may 
not  be  a  wise  idea  in  all  cases,  the  problem  is  when  those  stand- 
ards are  not  translated  into  real  data,  EPA's  refusal  to  use  a  timely 
data  base  to  determine  State  or  local  action  is  necessary  in  the 
area,  is  needlessly  increasing  costs  to  a  number  of  communities. 

Mr.  Frelinghuysen.  The  data  is  based — I  will  conclude  here. 
The  data  you  are  talking  about  is  economic  data? 

Mr.  Smith.  No,  this  is  the  air  quality  data.  Air  quality  data 
would  show  an  improved  position  for  many  of  the  cities  that  are 
now  considered  nonattainment,  and  EPA  refuses  to  change  it  be- 
cause it  would  allow  more  local  autonomy. 

EPA  in  the  city  of  Phoenix — we  were  working  with  several  State 
groups  and  the  State  legislature  there  trying  to  find  creative  ways 
of  addressing  the  Phoenix  air  pollution  problem.  We  found  a  new 
technology — a  technology  that  monitors  cars,  the  pollution  created 
by  cars  as  they  are  driving  around  the  city.  It  turns  out  that  one 
car  produces  about  as  much  pollution  as  the  other  nine  cars  do. 
But  rather  than  address  that  heavily  polluting  car,  we  wanted  to 
treat  all  cars  as  equally  criminal.  EPA  refused  to  allow  that  flexi- 
bility under  the  Clean  Air  Act. 

Mr.  Frelinghuysen.  Well,  my  State  has  undergone  some  of 
those  same  burdens,  and  I  never  stopped  to  think  that  it  might  be 
a  devilish  plot  of  the  Federal  Government  to  overseeing  our  State 
by  the  promulgation  of  rules  and  regulations  that  couldn't  possibly 
be  fulfilled.  And  I  am  talking  here,  of  course,  about  the  Clean  Air 
Act. 

Thank  you  very  much,  Mr.  Chairman,  gentlemen. 

Mr.  Lewis.  Thank  you.  Mr.  Walsh? 

ATLANTIC  states  LEGAL  FUND 

Mr.  Walsh.  Thank  you,  Mr.  Chairman.  And  thank  you  both  for 
your  testimony.  It  has  been  very  helpful. 

Just — let  me  just  give  you  a  specific  situation,  and  give  me  your 
thoughts  on  it,  Mr.  Gibbons.  My  home  county  has  signed  a  consent 
decree  with,  the  Department  of  Justice  over  pollution  of  a  lake  that 
is  on  the  northern  boundary  of  the  city  and  is  encompassed  by  the 
entire  county.  It  was  polluted  by  a  major  chemical  manufacturer 
which  has  since  closed  and  which  is  being  sued  by  the  State  Attor- 
ney (General.  And  now  the  major  polluter  is  the  combined  sewer 
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overflow  system  of  the  city,  which  has  been  taken  over  by  the  coun- 
ty. So  the  county  is  on  the  hook. 

And  a  plan  has  been  implemented  that  would  cost  about  $500 
million  to  clean  up  this  lake.  In  the  old  days,  the  Federal  govern- 
ment used  to  share  75  percent,  the  State  was  18,  and  the  local 
community  was  7  percent.  And  that  is  how  they  did  these  things. 
The  county,  I  believe,  is  on  the  hook  for  $500  million. 

By  the  way,  there  is  sort  of  an  environmentalist  activist  outfit  in 
town.  I  think  they  are  called  Atlantic  States  Legal  Fund,  and  they 
live  off  of  these  things  because  they  bring  these  suits  on  behalf  of 
the  residents  of  the  community  and  then  they  somehow  share  in 
these  fines. 

We  are  right  at  the  point  now  where  the  county  has  to  fish  or 
cut  bait  on  this  thing.  They  are  looking  to  me  to  come  back  with 
a  big  bundle  of  cash  from  the  Federal  Government  to  help  them 
with  this.  Do  you  have  any  advice  that  you  could  offer  me  at  this 
point  in  time  since  you  are  opposed  to  spending  any  more  money 
on  waste  treatment? 

Mr.  Gibbons.  No.  No,  I  do  not.  I  don't  have  the  figures  on  the 
top  of  my  head  what  the  capitalization  level  is  for  the  State  of  New 
York  in  their  State  revolving  fund.  But  the  way  the  program  is 
supposed  to  work  is  in  those  situations  the  town  would  go  to  the 
State  and  try  to  obtain  a  loan  from  the  State  revolving  fund  at 
some  interest  rate  to  be  paid  back  at  some  period  of  time  to  be  ne- 
gotiated between  the  county  and  the  State.  The  question  really  is, 
is  there  enough  money  in  New  York's  State  revolving  fund  to  ac- 
commodate this  extraordinary  demand  as  well  as  all  of  the  other 
ongoing  construction  projects  and  sewage  treatment?  I  don't  know 
the  answer  to  that,  but  I  suspect  the  answer  is  no. 

And  I  suspect  that  if  you  believe  in — truly  believe  in — the  un- 
funded mandates,  then  the  program  would  have  to  receive,  perhaps 
even  additional  dollars  to  meet  these  kinds  of  needs  over  the  long 
run,  which  will  not  go  away.  I  mean,  there  is  no  question  they  will 
not  go  away. 

My  biggest  fear  is  that  there  are  so  many  plants  out  there  in  the 
country  that  are  now  20  to  25  years  old  that  were  built  with  Fed- 
eral funds  that  implicit  in  that  decision  is  the  agreement  by  the 
Federal  Government,  the  obligation  by  the  Federal  Government  to 
fund  that  reconstruction  as  well,  that  second  wave  that  is  begin- 
ning to  come  through  and  will  start  coming  through  over  the  next 
couple  of  years. 

The  only  reason  I  brought  this  issue  up  at  all  is  because  the  out- 
lay cap  that  this  subcommittee  faces  is  going  to  become  a  very, 
very  difficult  number  to  deal  with.  And  I  don't  know  anywhere  else 
in  EPA  that  you  can  go  to  get  those  kinds  of  outlay  reductions. 
That  is  it.  Fortunately,  I  don't  have  to  make  that  decision.  You  do. 
But  I  did  want  to  make  the  subcommittee  aware  that,  as  far  as 
EPA  is  concerned  and  the  EPA  programs,  that  is  the  only  place  you 
can  really  go. 

Mr.  Smith.  Remember,  if  this  election  meant  anything,  it  meant 
a  serious  effort  to  reduce  the  scope  and  scale  of  government.  That 
means  these  entitlement  programs,  these  transfer  programs. 

Of  course,  communities  want  to  spend  $500  million  on  anything 
when  it  is  someone  else's  money.  That  is  why  Superfund  got  out 
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of  control.  That  is  why  the  sewage  construction  grant  program  got 
out  of  control.  Rather  than  looking  for  cost-effective  local  solutions 
that  would  be  paid  for  locally,  we  nationalized  everything  and  have 
wasted  money.  We  had  a  whole  chapter  about  it  in  the  book  we 
published,  and  it  is  a  greenmail  attempt  to  allow  people  to  rip  off 
taxpayers. 

Mr.  Gibbons.  I  agree  with  that. 

Mr.  Smith.  Remember,  to  address  the  concerns  of  your  lake,  I 
suspect  that  most  of  what  your  citizenry  are  demanding  and  what 
you  could  achieve  in  that  could  be  had  for  a  fraction  of  the  $500 
million.  But  when  it  is  other  people's  money,  you  don't  ask  these 
hard  questions.  I  think  we  are — if  we  are  going  to  cut  government, 
we  are  going  to  have  to  cut  lots  of  good  things  that  shouldn't  be 
done  by  the  Federal  Government. 

Mr.  Walsh.  Thank  you  both. 

Mr.  Lewis.  Mr.  Walsh,  you  are  pointing  to  a  very  important 
problem  that  faces  this  committee  in  the  future.  As  that  second 
wave  of  construction  requests  from  local  governments  and  States 
comes  to  us,  a  query:  Will  EPA  be  in  the  business  of  providing 
more  emphasis  upon  dollars  flowing  for  grants  without  the  person- 
nel oversight  that  has  been  described  here  so  well,  without  the  ad- 
ditional oversight  of  personnel  at  the  State  level?  Are  the  local 
communities  capable  of  doing  it  themselves? 

Those  questions  are  real.  The  tendency  is  to  answer  the  question 
in  Washington,  to  spend  the  money  on  personnel  here. 

Mr.  Hobson. 

EFFECTS  OF  FEDERAL  REGULATIONS 

Mr.  Hobson.  Thank  you.  I  would  agree  with  your  comments  on 
the  personnel. 

I  want  to  just  briefly  go  through  three  things. 

One  is,  I  happen  to  live  in  a  community  which  I  just  found  out 
recently  in  talking  to  some  people  at  a  children's  hospital  is  a 
smaller  community,  but  it  has  some  high,  apparently,  lead  paint 
levels  in  houses.  But  we  had  some  hearings  in  the  Budget  Commit- 
tee out  in  Columbus,  Ohio,  the  other  day,  and  a  woman  who  works 
in  a  housing  program  came  forward  and  said,  you  know,  we  do 
some  dumb  things,  in  her  mind. 

She  said,  there  is  a  house  on  the  roles  for  $50,000  valuation;  and, 
because  of  the  rules,  we  will  spend  $35,000  putting  that  house  back 
into  shape,  which  I  think  is,  you  know,  part  of  the  problem  here. 
Nobody  is  looking  at  what  happens.  They  may  put  the  $35,000 
back  in  the  house.  The  house  still  isn't  worth  any  more  than 
$50,000. 

Secondly,  if  they  don't  put  it  in,  they  tear  the  house  down — and 
she  also  said  because  of  other  rules  we  have  to  go  back  if  it  is  over 
50  years  old,  we  have  to  check  four  different  places  to  make  sure 
it  is  not  an  historic — and  that  takes  a  whole  bunch  of  time  to  go 
all  the  way  to  Washington  and  check  and  come  back  on  the  house. 

I  don't  think  that  is  EPA.  That  is  somebody  else.  But  there  are 
all  these  different  redundancies  that  are  in  the  system.  That  is  one. 
I  think  we  should  get  into  lead  paint.  But  it  is  a  problem.  But  not 
this  way. 
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Mr.  Smith.  You  are  putting  your  finger  on  exactly  what  hap- 
pened. Lead  paint — ^you  could  have  said  asbestos.  You  could  have 
said  radon.  In  area  after  area,  we  have  basically  said,  would  it 
would  be  a  good  thing  to  have  a  house  with  no  lead  paint?  Would 
it  be  a  good  thing  to  have  a  house  with  no  asbestos?  Would  it  be 
a  good  thing  to  have  a  house  with  no  radon  leakage?  We  say  yes. 
We  say  go  forth  and  do  good  things.  35,000  here.  Pretty  soon,  no- 
body will  be  able  to  afford  a  house  in  America. 

All  these  factors  are  risk  factors  that  ought  to  be  thoughtfully 
considered;  but,  of  course,  homelessness  is  a  much  greater  one. 
Poverty  is  a  much  greater  risk  factor, 

I  think  by  giving  agencies  a  mission  to  only  consider  what  good 
they  can  do  in  a  very  limited  area  like  lead  removing,  rather  than 
saying  compare  the  risk  reduction  of  value  of  less  lead  in  America 
in  inner  city  homes  versus  the  risk  of  less  homes  in  inner  city 
America.  Would  you  come  up  with  a  different  answer?  There  are 
lots  of  things  that  kids  shouldn't  put  in  their  mouth.  Lead  paint 
is  one  of  them.  But  lead  paint  is  just  one.  There  are  plenty  of  other 
much  more  risky  factors  in  inner  city  America. 

EPA  ATTITUDES 

Mr.  HOBSON.  Just  an  example  I  had. 

I  went  through  the  radon  thing  and  trying  to  license  radon  in- 
spectors and,  you  know — ^but  the  State  house  was  never  licensed, 
and  it  was  full  of  radon,  and  people  worked  there  for  years.  Th"t 
is  a  whole  'nother  thing  which  I  won't  get  into  today.  But  I  had  a 
lot  of  frustrations  with  that. 

Just  quickly,  one  of  the  problems  that  I  think  you  all  talked 
about  is  attitude.  EPA's  attitude  is  we  are  not  here  to  work  this 
out  or  help  you.  This  is  it,  and  we  don't  care.  You  do  it.  And  there 
is  no  review  of  is  this  the  appropriate  thing  to  do? 

And  when  you  deal  with  different  regions,  you  get  different  atti- 
tudes of  whether  they  will  work  with  you  or  not  work  with  you, 
and  sometimes  it  is  the  subject  that  even  changes  as  to  whether 
they  will  work  with  you.  How  do  we  get  at  that? 

Mr.  Smith.  I  think.  Congressman,  you  have  hit  on  a  very  impor- 
tant point.  And  Columbus,  Ohio,  is  a  wonderful  example  of  this 
kind  of  thing  because  they  are  one  of  the  communities  that  actually 
tried  to  address  these. 

One  of  the  studies  that  was  done  recently  is  how  clean  should 
water  be — this  is  getting  back  to  Congressman  Stokes'  point — and 
they  asked  that  question  in  different  States.  In  some  States,  water 
standards  are  set  in  the  health  department.  In  other  States,  they 
are  set  in  the  environmental  department. 

Well,  in  the  health  department  there  are  other  risks  that  are 
being  considered:  the  risk  of  heart  attacks;  the  risk  of  AIDS;  and 
the  risk  of  all  of  the  things  we  are  really  dying  of  in  America.  So 
they  put  the  risk  of  pristine  water  versus  normal  water  and  com- 
pare it  to  other  health  risks,  and  they  make  a  risk-risk  decision. 

When  you  put  it  in  EPA,  which  really  has  no  other  health  risk 
to  concern  them,  then  they  go  and  say  what  is  the  best — of  all  the 
things  we  are  responsible  for,  what  could  give  us  some  payoff?  And 
it  might  turn  out  to  be  the  disinfectable  by-product  rule.  And  so 
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they  are  concerned  with  all  the  other  things  that  make  us  a  risky 
country. 

If  we  moved,  for  example,  the  lead  paint  rules  from  EPA  to  the 
housing  agency,  we  would  have  a  more  rational  decision  because 
homelessness  is  something  HUD  is  concerned  about,  and  EPA 
doesn't  have  any  concern  about  homelessness. 

SUPERFUND 

Mr.  HOBSON.  This  is  the  last  thing  I  want  to  ask,  is  when  I  hear 
about  the  Superfund,  when  we  talk  about  the  Superfund,  all  I  hear 
about  from  a  lot  of  people  is  the  legal — the  amount  of  money  that 
is  spent  on  the  legal  side  of  this  situation  versus  how  much  is 
spent  on  actual  cleanup.  And  I  don't  know  how  we  can  affect  that, 
but  I  am  looking  for  ways. 

I  think  the  Chairman  would  be — if  this  committee  can  do  it  or 
other  committees  can  do  it,  we  ought  to  get  on  with  cleanup  and 
less  litigation.  I  know  a  lot  of  people  are  lawyers. 

Mr.  Smith.  Disallowing  lawyers  would  be  a  good  starting  point. 

Mr.  HoBSON.  Thank  you,  Mr.  Chairman. 

Mr.  Lewis.  Thank  you,  Mr.  Hobson. 

Mr.  Knollenberg. 

RADON  SITUATION 

Mr.  Knollenbrg.  Thank  you,  Mr.  Chairman. 

Gentlemen,  again,  thank  you  for  your  testimony.  I  noticed  that, 
Mr.  Smith,  you  have  appeared  before  another  subcommittee,  if  you 
recall;  and  you  were  very  keen  about,  in  that  particular  Energy 
and  Water  Subcommittee,  prioritizing  some  of  the  ways  that  you  go 
about  cutting,  eliminating,  zeroing  out,  et  cetera.  I  know  that  you 
left  no  stone  unturned  today,  either. 

In  your  testimony,  you  have  made  some  recommendations  like 
the  radon  thing  which  my  colleague  was  talking  about,  halting  the 
disinfectant  by-product  rule  making,  the  employees  committed  op- 
tion and  so  forth. 

I  want  to  talk  a  little  on  the  radon  situation.  Your  numbers  in 
here  are  pretty  alarming.  You  mentioned,  fairly  emphatically,  in 
terms  of  how  you  feel  about  the  the  EPA  running  an  alarmist  cam- 
paign on  the  purported  threats  of  radon  gas  to  home  owners.  And 
there  is  a  $5  million — I  think  it  is — that  is  a  radon  action  program 
itself.  There  is  another  $8  million  in  State  grants. 

But  those  are — I  won't  say  small  numbers — but  they  are  trivial 
in  terms  of  what  happens.  Because  if  what  I  read  here  is  correct, 
what  you  are  saying  if  these  home  owners  are  required  or,  in  fact — 
and  they  are  being  ushered  out.  They  are  being — I  wouldn't  say 
pressured — but  there  is  a  certain  amount  of  pressure  to  get  a  test 
done. 

And  I  think  you  said  here  that  if  even  minuscule  amounts  of 
radon  are  detected  it  has  been  established  that  some  eight  million 
homes  might  come  into  further  surveillance,  which  generates  an  es- 
timated cost — these,  again,  are  your  numbers — of  some  $45  billion. 

Now  we  are  talking  about  real  money,  and  some  critics  say  get 
rid  of  the  whole  thing.  Just  get  rid  of  it.  What  would  your  answer 
be?  I  think  you  are  coming  close  to  that,  but  I  think 
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Mr.  Smith.  I  would  certainly  get  rid  of  that  program.  As  part  of 
the  broader  issue  we  keep  coining  back  to,  when  you  tell  EPA  to 
go  forth  and  in  very  specialized  laws  look  at  special  risks  and  re- 
duce them  and  you  give  them  no  context,  reduce  them  compared 
to  other  risk  we  face  or  just  reduce  them,  EPA's  general  charter  is 
to  go  forth  and  reduce  risk.  Those  risks  can  be  big  or  they  can  be 
tiny.  It  doesn't  matter.  EPA  is  charged  with  reducing  those  risks. 

If  we  put  the  risk  of  radon  and  the  other  things,  lead  paint  and 
so  on,  in  context,  they  are  small  compared  to  the  risk  of  placing 
housing  out  of  the  reach  of  average  Americans.  And  yet  that  con- 
sideration, the  risk  of  overregulation  and  its  health  implications, 
not  just  its  dollar  implications,  are  often  never  considered  because 
EPA's  structure,  its  laws,  don't  encourage  that  kind  of  risk-risk 
trade-off. 

The  whole  debate  now  about  risk  assessment  and  risk  manage- 
ment and  risk  reform  are  getting  into  that  across  a  whole  array  of 
technology  agencies,  and  I — I  hope  by  the  end  of  this  Congress  we 
will  have  rules  that  will  encourage  EPA  to  take  a  more  balanced 
role.  But  EPA  today  is  acting  more  like  a  Stephen  King  gdarming 
the  American  people  than  informing  them  because  their  incentives 
have  encouraged  that. 

It  is  not  dishonesty  on  their  part.  It  is  all  they  are  charged  with 
doing  and  so  they  do  what  they  are  charged  with  doing. 

Mr.  Gibbons.  Can  I  tell  you? 

Mr.  Knollenburg.  You  sure  can.  Mr.  Gibbons? 

Mr.  Gibbons.  That  doesn't  have  to  be. 

Mr.  Knollenburg.  What  doesn't  have  to  be?  The  elimination 
of 

COST  benefit  analysis 

Mr.  Gibbons.  The  elimination  of  the  radon  program  or  the  elimi- 
nation of  any  other  program. 

There  is  a  tremendous  frustration  out  there  because  programs 
are  not  put  in  the  context  of  what  their  operating  costs  are.  If  you 
do  this  source  of  risk  reduction  without  arguing  the  merits  of  that 
or  not,  the  merits  of  doing  radon  or  something  else,  every  regula- 
tion that  society  faces  today  means  that  something  else  isn't  going 
to  get  done  because  there  aren't  the  resources  available  to  do  every- 
thing. 

In  the  early  years  of  EPA,  we  were  getting  huge  reductions  in 
risk  and  in  pollution  for  very  small  cost,  easy  pounds  they  were  re- 
ferred to.  That  is  not  true  today.  The  frustration  people  are  feeling 
is  not  so  much  about  whether  it  is  radon  or  asbestos  or  something 
else,  but  the  feeling  is  about  we  have  such  a  scarce  amount  of  re- 
sources left  to  devote  to  reducing  risk  that  you  should  be  reducing 
the  largest  risks  first. 

Now,  bringing  us  back  to  this  subcommittee  which  appropriates 
money  to  the  agency,  as  I  indicated  in  my  testimony,  the  agency 
has  systematically  over  time  eliminated  its  own  inhouse  capability 
to  do  just  that,  to  determine  what  the  opportunity  costs  are  for  par- 
ticular regulations.  It  has  eliminated  its  own  in-house  economic 
programs,  okay?  And  it  has  done  so  consciously — some  uncon- 
sciously but  also  consciously. 
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If  you  want  to  make  decisions  based  on  cost-benefit  criteria,  if 
you  want  to  have  a  regulatory  reform  program  that  emphasizes 
doing  things  where  the  benefits  exceed  the  cost,  you  can't  expect 
EPA  to  make  those  decisions  in  the  absence  of  any  kind  of  eco- 
nomic and  benefit  information. 

I  urge  the  committee  to  please  take  a  look  at  the  strength  of  the 
Agency's  own  economic  capability  as  a  way  of  not  picking  on  any 
one  source  of  risk  but  telling  the  Agency,  look,  put  these  potential 
regulatory  actions  in  some  sort  of  broader  context  so  that  if  you  are 
going  to  reduce  risk  you  reduce  risk  in  the  most  cost-effective  way. 

I  don't  think  personally  that  many  of  those  programs  that  Fred 
is  arguing  to  zero  out  would  have  ever  made  it  out  the  door  in  the 
first  place  if  the  Agency  had  that  kind  of  capability. 

Mr.  Knollenberg.  My  next  question — I  guess  I  would  like  to  fol- 
low further  up  on  that.  But  if  there  was  no  EPA  but  we  were  think- 
ing about  developing  one,  then  you  would  take  a  harder  look  and 
say  that  would  be  one  of  those  things  you  would  zero  out?  Mr.  Gib- 
bons? I  think  Mr.  Smith  has  already  pretty  much  said  that. 

Mr.  Smith.  Yeah,  I  would. 

Mr.  Gibbons.  I  honestly  don't  know  enough  about  the  risk  factors 
associated  with  radon  to  know  whether  I  would  recommend  it 
never  get  started.  From  what  I  do  know  about  it,  it  would  never 
have  gotten  started.  It  would  not  have  been  considered  a  signifi- 
cant enough  risk  in  the  broader  context  of  what  we  are  going  to 
spend  our  money  on  to  have  ever  emerged  as  a  significant  program. 

Mr,  Smith.  David,  one  thing.  We  generally  agree  on  this,  but 
there  is  one  area — ^the  argument  is  better  analysis,  better  econo- 
mists, better  scientists  by  themselves  will  have  a  major  effect. 

In  the  wrong  institutional  setting,  better  science  can  actually 
sometimes  make  things  worse.  If  you  are  only  interested  in  finding 
reasons  to  disallow  a  new  pesticide  or  a  biotech  product  or  to  find 
that  the  clean  air  standards  you  have  established  aren't  good 
enough  and  we  should  go  to  the  next  level  of  cleanup,  then  better 
analysis  gives  you  a  better  tool  to  find  even  smaller,  more  distance, 
less  probable  risk. 

If  you  don't  want  to  go  down  a  road,  giving  you  a  better  set  of 
binoculars  can  just  allow  you  to  look  at  more  distant  risk  and  say 
I  don't  want  to  go  because  of  something  that  is  now  20  miles  away 
rather  than  10  miles  away. 

Unless  we  change  the  institutional  incentives  that  EPA  faces — 
and  there  are  analogies  in  other  parts  of  government.  The  FAA,  the 
Federal  Aviation  Administration  has  what  we  call  a  conflict  of  in- 
terest. It  is  charged  with  promoting  air  travel.  It  is  charged  with 
making  sure  air  travel  is  safe.  Conflict  of  interest. 

Well,  the  normal  thing  today  would  be  to  strip  it  apart,  create 
two  agencies.  But  because  they  have  that  conflict  which  I  would 
argue  is  a  human  conflict,  they  have  to  decide  is  it  a  good  idea  to 
go  from  three-engine  rules  to  two-engine  rules,  from  three-pilot 
rules  to  two-pilot  rules.  Should  we  have  a  mandated  child  safety 
seat  in  airlines  like  we  do  in  cars? 

When  you  look  at  those  questions  from  a  risk-risk  perspective, 
the  answers  are,  yes,  a  little  less  safety  maybe  but  a  lot  cheaper 
air  flights  and  getting  a  lot  of  people  off  risky  two-dimension  travel 
up  to  less  risky  three-dimension  travel. 
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If  you  tell  people  to  ignore  the  risk  of  overregulation  you  are 
going  to  get  overregulation,  and  EPA  is  structured  to  eliminate  its 
intellectual  capabilities  that  embarrass  it  and  go  ahead  and  over- 
regulate.  It  is  not  an  accident  that  they  overregulate  these  things. 

Mr.  Lewis.  Mr.  Gibbons  and  Mr.  Smith,  you  have  overspent  more 
time  than  we  thought  you  would.  You  have  laid  a  fine  foundation 
this  morning  with  Carol  Browner  as  well  as  her  assistant,  Mary 
Nichols,  at  least  in  the  air  quality  area. 

It  is  the  beginning  of  a  process  that  will  take  us  through  examin- 
ing carefully  from  a  zero-based  budgeting  viewpoint  the  impact  of 
EPA  upon  our  economy.  What  $7.2  billion  may  really  cost  across 
the  country,  what  its  real  values  are.  In  turn,  kind  of  a  fundamen- 
tal question,  where  do  we  get  to  a  point  where  best-available  con- 
trol technology  affects  those  in  the  audience's  children's  ability  to 
buy  a  home?  Pretty  fundamental  questions  that  the  Federal  Gov- 
ernment is  going  to  be  involved. 

Mr.  Knollenberg,  if  you  will  bear  with  me,  we  will  roll  on  to  our 
second  panel.  If  we  spend  an  hour  on  that,  we  will  be  quickly  mov- 
ing towards  the  lunch  hour,  and  we  do  appreciate  the  time  you 
spent.  If  you  would  respond  to  questions  to  Members  for  the  record, 
we  would  appreciate  that  as  well. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman.  That  is  fine.  I  ap- 
preciate the  testimony,  and  I  am  willing  to  pass  on  to  your  judg- 
ment. 

Mr.  Lewis.  Thank  you. 


Thursday,  February  2,  1995. 

RESTRUCTURING  GOVERNMENT:  NASA 
RESTRUCTURING 

WITNESSES 

EDWARD  HUDGINS,  DIRECTOR  OF  REGULATORY  STUDIES,  CATO  IN- 
STITUTE 

JOHN  M.  LOGSDON,  DIRECTOR  OF  THE  SPACE  POLICY  INSTITUTE, 
GEORGE  WASHINGTON  UNIVERSITY 

COURTNEY  STADD,  MANAGING  PARTNER,  GLOBAL  TECHNOLOGY  VEN- 
TURES, LLC 

Mr.  Lewis.  Our  second  panel  involves  the  subject  area  of  NASA 
restructuring.  Our  witnesses  include  Dr.  Edward  Hudgins,  Director 
of  Regulatory  Studies  for  the  Cato  Institute;  Dr.  John  Logsdon,  Di- 
rector of  the  Space  Policy  Institute,  George  Washington  University; 
Mr.  Courtney  Stadd,  Managing  Partner,  Global  Technology  Ven- 
tures, LLC. 

Gentlemen?  Since  I  haven't  met  Mr.  Hudgins  or  Dr.  Logsdon,  I 
hope  they  are  here.  They  are.  Okay.  Logic  for  us  suggests  that 
maybe  we  will  take  you  in  alphabetical  order.  I  am  not  sure  how 
you  feel  about  that.  But  if  you  would.  Dr.  Edward  Hudgins? 

Mr.  Hudgins.  Hudgins,  yes. 

Mr.  Lewis.  If  you  would  keep  your  testimony  to  a  10-minute  pe- 
riod and  submit  the  balance  for  the  record,  we  would  appreciate  it. 
We  will  go  from  there. 
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Summary  Statement  of  Dr.  Edward  Hudgins 

Mr.  Hudgins.  Thanks.  I  am  Dr.  Edward  Hudgins  of  the  Cato  In- 
stitute, and  I  do  appreciate  the  opportunity  to  testify  here  today. 

Twenty-five  years  after  the  first  lunar  landing,  which  was  cer- 
tainly one  of  mankind's  great  human  and  technological  achieve- 
ments, NASA  is  criticized  as  wasteful  and  bloated,  squandering  the 
public's  goodwill,  enthusiasm  and  hundreds  of  billions  of  dollars. 
This  is  what  can  be  expected  when  an  enterprise  that  belongs  in 
the  private  sector  is  taken  up  by  government. 

The  new  commitment  by  Congress  to  cut  wasteful  spending  and 
corporate  pork  as  well  as  to  keep  America  competitive  offers  oppor- 
tunities— the  opportunity  to  examine  NASA's  problems  in  the 
wider  context  of  government  science.  My  recommendation  is  that 
we  phase  out  the  government  role  in  nondefense-related  space  ac- 
tivities by  targeting  NASA  eventually  for  abolition. 

Now,  the  civilian  space  program  was  born  of  the  Cold  War  com- 
petition with  the  Soviets,  but  it  was  also  born  of  the  American  pio- 
neering spirit  to  reach  other  worlds  and  the  confidence  that  we 
could  do  whatever  we  put  our  minds  and  our  wills  to. 

Now  while  commercial,  scientific  and  exploratory  ventures  ideal- 
ly should  be  left  to  the  private  sector,  in  the  1950s,  late  1950s  and 
early  1960s  many  Americans  believed  only  government  could  do 
this.  NASA's  early  successes  were  possible  in  part  because  the  ad- 
verse effects  of  government  programs  often  take  time  to  develop. 

Ask  scientists  quickly  by  a  certain  date,  sparing  no  expense,  to 
make  an  atom  bomb  or  put  a  man  on  the  moon;  and  they  will  likely 
perform  very  well.  But  keep  an  agency  on  the  dole  for  generations; 
and  it  becomes  wasteful,  politicized  and  rent  seeking. 

In  the  early  1970s,  as  the  bills  for  Vietnam  and  the  Welfare 
State  skyrocketed  and  NASA  saw  that  its  moon  landings  were 
going  to  be  curtailed,  like  many  government  agencies  it  sought  to 
preserve  its  big  budgets  and  its  staff.  Its  new  big-ticket  project,  the 
shuttle,  was  sold  to  polic)rmakers  as  a  reusable  and  thus  cheaper 
way  to  put  payloads  into  orbit,  cheaper  than  expendable  launch  ve- 
hicles. In  effect,  NASA's  mission  went  from  science  and  exploration 
to  freight  hauling. 

Now,  if  at  that  time  NASA  had  begun  to  turn  over  space  activi- 
ties to  the  private  sector,  space  stations  and  moon  bases  might  be 
a  reality  today.  The  market  competition  always  brings  down  prices 
of  goods  and  services. 

Example:  Airline  travel  in  constant  dollars,  the  real  price  has 
gone  down  by  about  40  percent  since  the  late  1960s.  Shipping  costs 
for  oil  have  gone  down  about  75  percent  in  constant  dollar  terms 
since  19 — I  think  I  did  the  figures,  for  1974. 

In  1981,  the  first  IBM  PC  with  64  kilobytes  of  memory  would  sell 
for  the  equivalent  of  $46,000  per  megabyte.  Today,  you  can  get  a 
megabyte  for  probably  under  $3  or  $2. 

And  the  communications  satellites,  the  enterprises  that  basically 
are  dominated  by  the  private  sector,  costs  in  fact  have  gone  down 
radically;  and  that  has  been  one  of  the  big  successes.  By  contrast, 
as  near  as  can  be  determined  by  the  impenetrable  NASA  account- 
ing, the  cost  of  putting  payloads  into  orbit  have  gone  up  in  real 
terms. 
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David  Gump  in  his  book,  Space  Enterprise,  estimates  that  the 
constant  dollar  cost  of  putting  a  pound  into  space  under  project 
Apollo  was  $3,800.  For  the  shuttle,  he  estimates  about  $6,000.  Alex 
Roland  of  Duke  University  estimates  the  cost  of  a  shuttle  flight,  in- 
cluding the  costs  of  development  and  capital  costs,  which  I  think 
have  to  be  taken  into  account,  is  not  the  $350  million  NASA  gen- 
erally claims  but  closer  to  $2  billion.  This  would  raise  the  per 
pound  cost  to  about  $35,000.  I  suspect  the  real  number  lies  some- 
where in-between.  The  point  is,  it  is  a  fairly  high  number. 

As  NASA  developed  and  flew  the  early  shuttle  missions  it  basi- 
cally had  to  fend  off  private  competitors.  In  the  late  1970s  and 
early  1980s,  Federal  agencies  were  forbidden  to  contract  with  the 
infant  private  launch  industry  for  payloads.  NASA  basically  offered 
cheap  subsidized  flights. 

The  private  sector  was  hindered  in  other  ways.  A  1983  Intelsat 
treaty  between  114  nations  created  not  only  an  international 
telesatellite  network  but  a  government  consortium.  Article  14D  re- 
quires potential  private  competitors  to  prove  that  they  will  not 
cause  substantial  economic  harm  to  this  government  monopoly;  and 
America's  private  Pan  Am  Satellite  Corporation  suffered  years  of 
delay  trying  to  put  a  satellite  up,  which  they  finally  got  up  in  1988, 
a  private  communications  satellite. 

As  it  became  apparent  in  the  early  1980s  that  the  shuttle  was 
not  going  to  bring  the  costs  of  putting  something  into  space  down, 
NASA  again  sought  a  way  to  preserve  its  budgets;  and  they  came 
up  with  the  space  station  which,  besides  any  other  benefits,  at 
least  offered  some  kind  of  a  justification  for  the  shuttle. 

Of  course,  the  estimates  of  the  cost  of  the  station  went  from  $8 
billion  to  $40  billion  before  it  was  pared  back  in  1973  to  its  sort 
of  current  model,  which  is  estimated  at  about  $30  billion. 

The  station  itself  has  serious  problems.  First  of  all,  there  are  no 
commercial  customers  who  would  actually  pay  the  real  dollar  costs, 
including  development  dollars,  of  putting  cargo  on  the  station. 

Another  problem,  the  Presidential  Advisory  Commission  chaired 
by  Martin  Marietta  Chairman  Norman  Augustine  said  in  1991 
that,  quote,  we  do  not  believe  that  the  space  station  can  be  justified 
solely  on  the  basis  of  the  nonbiological  science  it  can  perform,  much 
of  which  can  be  conducted  on  earth  or  by  unmanned  robots,  un- 
quote. 

And,  further,  in  any  case,  the  station  might  not  be  built.  In  1990, 
an  Office  of  Technology  Assessment  report  found  that  there  is  a  50 
percent  chance  of  another  shuttle  disaster  per  34  flights.  It  is  going 
to  take  probably  at  least  25  flights  to  put  the  shuttle  up  there — 
or  the  station  up  there — and  that  is  not  including  the  regular 
maintenance  costs.  So  we  could  have  another  one  of  those  disas- 
ters. 

Again,  NASA  has  systematically  kept  the  private  sector  out. 

I  have  a  lot  of  examples.  I  will  just  give  one. 

There  was  a  proposal  for  a  mini  space  station  that  would  have 
cost  between  $500  million  and  $750  million  presented  by  Space 
Services  Industries  in  the  mid-1980s,  that  could  have  gotten  pay- 
loads  up  there  very  quickly.  Again,  NASA  rejected  that. 

One  example  I  like,  there  was  an  interagency  government  work- 
ing group  in  1977-1978,  I  think  it  was,  in  the  Commerce  Depart- 
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ment,  considering  the  feasibility  of  offering  a  one-time  prize  and 
the  promise  to  rent  to  any  private  group  that  could  put  a  perma- 
nent manned  moon  base  up  by,  I  think  it  was,  the  year  2005.  And 
when  asked  if  the  idea  were  realistic,  private  sector  representatives 
said,  yes,  provided  that  they  were  not  required  to  use  the  shuttle 
or  the  space  station,  which  would  simply  drive  costs  up. 

Again,  in  recent  years  you  see  NASA  engaging  in  interagency 
fights  for  the  environmental  pork,  you  might  say,  with  their  mis- 
sion to  planet  earth,  again,  with  jurisdictional  disputes.  This  is 
what  you  would  expect  from  an  Agency  that  has  been  around  a  lit- 
tle too  long,  has  become  too  politicized. 

Today,  we  face  the  sad  spectacle  of  those  who  grasp  the  potential 
for  man's  use  of  space  supporting  programs  that  make  space  ven- 
tures more  costly  and  less  feasible.  Space  enthusiasts  in  and  out- 
side of  NASA  must  remember  that  space  is  a  place,  not  a  program. 
Commercial  space  activities  are  beneficial  only  if  they  are  done  in 
a  cost-effective  manner,  and  it  is  only  the  market  that  basically  can 
reduce  real  costs  of  goods  and  services.  An  inexpensive  launch  ca- 
pacity would  help  further  in  the  long  term  the  quest  for  knowledge 
and  space  exploration. 

I  point  out  in  centuries  past  it  was  in  the  wake  of  trading  ships 
that  geologists,  botanists,  zoologists  went  out  and  explored  the 
earth.  The  first  liquid  fuel  rocket  was  developed  privately  by  Rob- 
ert Goddard  in  1926.  The  largest  working  telescopes  on  Mount  Wil- 
son and  Mount  Palornar  were  completely  privately  funded,  and  the 
Mauna  Kea  one  was  about  80  or  85  percent  privately  funded. 

It  is  time  to  rethink  the  government's  role  in  the  civilian  space 
effort.  Easing  the  government  out  of  the  space  business  could  start 
by  canceling  the  space  station.  Phasing  out  the  shuttle  and  con- 
tracting with  the  private  sector  for  all  travel  and  deliveries  into 
space  I  think  would  also  be  necessary.  NASA  itself  probably  should 
be  broken  up. 

Now,  where  there  is  not  an  immediate  private  sector  option 
available,  the  functions  might  temporarily  be  performed  by  other 
government  agencies.  For  example,  the  Jet  Propulsion  Laboratory 
in  California,  which  is  technically  part  of  NASA,  in  fact  has  a  lot 
of  autonomy;  and  they  could  continue  to  do,  on  their  own,  the  un- 
manned planetary  probes.  The  Langley  Research  Center  in  Hamp- 
ton, Virginia,  could  continue  to  conduct  basic  research  in  spacecraft 
design. 

Those  who  believe  that  mankind  has  a  future  in  space  should 
think  deeply  and  seriously  about  easing  the  government  out  of  the 
civilian  space  area.  I  think  only  by  approaching  this  challenge  with 
the  same  honesty  and  clarity  of  mind  that  was  needed  to  put  men 
on  the  moon,  only  in  that  way  can  we  honor  the  spirit  that  allowed 
that  feat  to  be  achieved  two  and  a  half  decades  ago. 

And  I  thank  you  for  attention  and  look  forward  to  questions. 

[The  information  follows:] 
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Dr.  Edward  L.  Hudgins 

Director  of  Regulatory  Studies 

Cato  Institute 

For  the  D.S.  House  of  Representatives 

Committee  on  Appropriations 

VA,  Hin>  and  Independent  Agencies  Subcommittee 

February  2,  1995 

The  first  manned  lunar  landing  on  July  20,  1969  forever  will 
be  celebrated  as  one  of  mankind's  great  human  and  technological 
achievements.  Yet  25  years  later,  the  National  Aeronautics  and 
Space  Administration  (NASA) ,  which  ran  Project  Apollo,  is 
criticized  as  wasteful,  bloated,  inefficient  and  unimaginative, 
squandering  the  public's  good  will,  enthusiasm  and  hundreds  of 
billions  of  dollars.  What  happened?  Exactly  what  can  be  expected 
when  an  enterprise  that  belongs  in  the  private  sector  is  taken  up 
by  government. 

The  new  commitment  by  Congress  to  cut  back  wasteful  spending 
as  well  as  to  keep  America  competitive  offers  an  opportunity  to 
examine  NASA's  problems  in  the  wider  context  of  the  proper  role 
of  government  in  science.  My  recommendation  is  to  phase  the 
government  out  of  non-defense  related  space  activities  by  marking 
NASA  for  abolition. 

The  highest  aspirations.  The  space  program  and  NASA  were 
born  of  the  Cold  War  wish  to  wipe  out  the  embarrassment  of  early 
Soviet  space  successes  by  beating  the  Soviets  to  the  Moon.   But 
the  program  also  was  born  of  the  American  pioneering  spirit,  to 


reach  for  other  worlds,  and  of  the  confidence  that  we  could  do 
whatever  we  put  our  minds  and  our  wills  to.  While  the  government 
has  a  legitimate  defense  role  in  space,  commercial,  scientific 
research  and  exploratory  ventures  ideally  should  be  left  to  the 
private  sector.   But  in  the  late  1950s  many  Americans  believed 
that  only  governments  could  undertake  such  endeavors.  Thus,  while 
the  aspirations  were  worthy,  the  means  were  questionable. 

NASA's  lunar  successes  were  possible  in  part  because  the 
adverse  effects  of  government  programs  often  take  time  to 
develop.  An  analogy  can  be  made  with  individuals  on  welfare.  A 
man  with  a  work  ethic  sixty  years  ago  was  unlikely  to  become 
indolent  because  he  received  a  few  federal  aid  checks  while 
temporarily  unemployed  any  more  than  he  would  if  he  received  help 
from  family,  neighbors  or  private  charity.  But  raise  three 
generations  on  government  welfare  and  you  have  the  decimated 
families  and  inner  cities  of  America  today. 

Ask  scientists  quickly,  by  a  certain  date,  sparing  no 
expense  to  make  an  atomic  bomb  or  put  a  man  on  the  Moon,  and  they 
likely  will  perform  well.  But  while  many  of  its  personnel  still 
are  competent  and  hardworking,  today  NASA  as  an  organization  has 
become  the  agency  equivalent  of  a  welfare  recipient. 

From  exploration  to  freight  hauling.  In  the  early  1970s,  as 
the  bills  for  the  Vietnam  War  and  welfare  state  skyrocketed,  NASA 
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saw  Moon  landings  curtailed  and  Moon  bases  ruled  out.   Thus,  like 
any  government  agency,  it  sought  to  preserve  big  budgets  and 
staffs.  Its  new  big  ticket  project,  the  Space  Shuttle,  was  sold 
to  policy  makers  as  a  reusable  and  thus  cheaper  way  to  put 
pay loads  in  orbit  than  expendable  launch  vehicles.  In  effect, 
NASA's  mission  went  from  science  and  exploration  to  freight 
hauling. 

If  at  that  time  NASA  had  begun  to  turn  over  space  activities 
to  the  private  sector,  space  stations  and  Moon  bases  might  be  a 
reality  today.  Market  competition  usually  brings  down  the  real 
price  of  goods  and  services.  For  example,  the  revenue,  and  thus 
price,  for  airline  travel  in  constant  dollars  since  the  late 
1960s  has  dropped  by  around  40  percent,  from  some  15  cents  per 
passenger  mile  to  around  9  cents  today.  Shipping  costs  for  oil 
dropped  by  75  percent,  from  a  constant-dollar  cost  of  nearly  $7 
per  barrel  in  1973  to  $1.16  in  1993.  In  1981  the  first  IBM 
personal  computer  came  with  64  kilobytes  of  memory  and  sold  for 
$3,000,  or  around  $46,000  per  megabyte.  Today  a  megabyte  of 
memory  can  be  had  for  less  than  $4.  And  in  area  of  communications 
satellites,  the  space  enterprise  sector  that  has  been  the  domain 
principally  of  the  private  sector,  costs  have  dropped  in  real 
terms . 

By  contrast,  as  near  has  can  be  determined  from  impenetrable 
NASA  accounting,  the  cost  of  putting  pay loads  into  orbit  has  gone 
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up  in  real  terms  over  the  past  decades.  David  Gump  in  his  book 
Space  Enterprise  estimates  the  cost  in  constant  dollars  went  from 
$3,800  per  pound  under  Apollo  to  $6,000  with  the  Shuttle.   If  the 
market  had  reduced  space  flight  costs  by,  say,  50  percent,  the 
cost  of  putting  a  pound  in  orbit  today  would  be  under  $2,000. 
Alex  Roland  of  Duke  University  estimates  that  the  cost  of  a 
Shuttle  flight,  including  development  and  capital  costs,  is  not 
the  $350  million  claimed  by  NASA  but  closer  to  $2  billion.  This 
would  raise  the  cost  per  pound  to  about  $35,000. 

As  NASA  developed  and  flew  early  Shuttle  missions,  it  had  to 
fend  off  private  competitors.  In  the  late  1970s  and  early  1980s 
federal  agencies  were  forbidden  to  contract  with  the  infant 
private  launch  industry  to  put  government  payloads  in  orbit.  And 
before  the  1986  Challenger  explosion,  NASA  offered  cheap  cargo 
rates,  subsidized  with  taxpayers'  dollars,  that  drove  out  private 
suppliers. 

Private  commercial  efforts  were  hindered  by  the  1973 
Intelsat  Treaty  of  114  countries  created  an  international 
satellite  network  and  a  government  consortium.  Article  14D 
requires  potential  private  competitors  to  prove  they  would  not 
cause  "substantial  economic  harm"  to  the  monopoly.  America's 
private  Pan  Am  Satellite  Corporation  suffered  years  of  delay 
before  launching  a  satellite  in  1988. 


station  to  nowhere.  The  proposed  space  station  further 
illustrates  problems  of  government  science.  As  it  became  apparent 
in  the  early  1980s  that  the  Shuttle  was  a  costly  white  elephant, 
NASA  needed  a  mission  to  justify  the  Shuttle's  continued 
existence.  Aside  from  any  commercial  or  scientific  benefits,  an 
orbiting  space  station  seemed  to  serve  this  purpose.  But  the  cost 
of  the  station  went  from  an  estimated  $8  billion  to  nearly  $40 
billion  before  the  current  stripped  down  $30  billion  model  was 
developed  in  1993, 

Among  other  station  problems: 

*There  is  little  prospect  for  any  profitable  commercial 
venture  coming  from  the  station:  No  customers  are  committed  to 
paying  the  actual  costs  for  renting  space  on  the  station.  Space 
will  have  to  be  sold  for  well  below  cost. 

*Even  free  use  of  the  station  would  be  of  limited  use  for 
many  space  scientists.  Then-Associate  NASA  Administrator  William 
Lenior  in  1990  actually  justified  a  slower  station  construction 
schedule  by  noting  that  not  manning  the  station  for  three  or  four 
years  would  allow  more  scientific  research  that  otherwise  would 
be  disturbed  by  a  human  presence. 

*Many  space  scientists  bemoan  the  waste  of  vast  sums  of 
money  on  the  station  when  they  could  do  demonstrably  more 


valuable  research  for  a  fraction  of  the  cost. 

*A  special  Presidential  Advisory  Commission,  chaired  by 
Martin  Marietta  Corporation  CEO  Norman  Augustine,  in  1991  stated 
that  "We  do  not  believe  that  the  space  station  . . .  can  be 
justified  solely  on  the  basis  of  the  (non-biological)  science  it 
can  perform,  much  of  which  can  be  conducted  on  Earth  or  by 
unmanned  robots . " 

*And  the  station  might  never  be  built  in  any  case.  A  1990 
Office  of  Technology  Assessment  report  finds  that  there  is  a  50 
percent  chance  of  another  Shuttle  disaster  per  34  flights.  The 
station  probably  will  require  some  25  flights  to  put  it  up  and 
many  more  for  regular  maintenance.  Another  Shuttle  disaster  could 
ground  both  the  station  and  the  Shuttle  program  permanently. 

As  NASA  sought  to  protect  its  big  budgets,  it  continued  to 
ignore  the  private  sector.  For  example,  Space  Services  Industries 
of  Houston  in  the  1980s  offered  to  launch  a  mini-station  for 
between  $500  million  and  $750  million  that  could  take  government 
and  other  pay loads  a  decade  before  the  planned  NASA  station.  The 
government  would  not  contract  with  this  private  supplier. 

An  interagency  U.S.  government  working  group  in  1987-88 
considered  the  feasibility  of  offering  a  one-time  prize  and  a 
promise  to  rent  to  any  private  group  that  could  deliver  a 
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permanent  manned  Moon  base.  When  asked  if  such  a  station  were 
realistic,  private  sector  representatives  answered  "Yes!"  but 
only  if  NASA  stayed  out  of  the  way  and  did  not  force  the  private 
providers  to  use  the  Shuttle  or  proposed  station.  Needless  to 
say,  this  approach  never  saw  the  light  of  day. 

NASA  in  recent  years  has  seen  environmental  projects  as 
potential  cash  cows.  It  has  fought  with  other  agencies,  through 
its  Missions  to  Planet  Earth  for  jurisdiction  over  satellites  to 
monitor  the  environment.  And  typical  of  its  tactics,  in  February, 
1992  it  made  screaming  headlines  with  its  announcement  that  a 
huge  ozone  hole  could  be  in  the  process  of  opening  over  the 
Northern  hemisphere.  In  fine  print  the  data  were  skimpy  at  best. 
Still,  the  agency  got  the  politically  correct  headlines  as  its 
funding  was  being  debated.  There  were  few  headlines  months  later 
when  no  ozone  hole  developed. 

Frustrated  friends.  Today  we  face  the  sad  spectacle  of  those 
who  grasp  the  potentials  from  man's  use  of  space  supporting 
programs  that  make  space  defending  more  costly  and  less  feasible. 
Further,  they  face  critics  in  annual  budget  battles  who  denigrate 
the  usefulness  and  importance  of  space  science  and  exploration. 
These  critics  often  are  explicit  in  their  aim  to  use  NASA  funds 
for  more  welfare,  to  replace  public  works  palaces  in  the  sky  with 
more  public  housing  here  on  Earth.  (Neither  are  good  ideas.)  And 
the  recent  cancellation  of  another  big  science  project,  the 


Superconducting  Super  Collider,  suggests  a  future  of  ceaseless 
political  battles  for  embattled  NASA. 

Knowledge  and  exploration  of  the  world  around  him  are  indeed 
worthy  goals,  unique  to  roan.  But  space  enthusiasts  in  and  outside 
NASA  who  keep  the  quest  for  knowledge  and  new  world's  alive  must 
remember  that  space  is  a  place,  not  a  program.  Commercial  space 
activities  are  beneficial  only  if  they  are  cost-effective. 
Further,  only  the  market  can  reduce  costs  and  efficiently 
allocate  resources.  An  inexpensive  launch  capacity,  for  example, 
makes  the  quest  for  knowledge  and  space  exploration  for  the  sheer 
human  adventure  more  practical  and  affordable. 

In  centuries  past  it  was  in  the  wake  of  trading  ships  that 
geologists,  botanists,  zoologists  extended  our  knowledge  of  this 
Earth.  And  there  was,  after  all,  a  time  when  government's  did 
little  to  fund  non-defense  science.  The  first  liquid  fuel  rocket 
was  developed  and  launched  privately,  in  1926,  by  Dr.  Robert 
Goddard.  The  largest  working  telescopes  in  this  century  were 
privately  funded;  at  the  Mount  Wilson  and  Mount  Palomar 
Observatories  in  California,  by  the  Carnegie  and  Rockefeller 
Foundations  respectively,  and  today's  largest  scope,  on  Mauna 
Kea,  Hawaii,  principally  by  the  W.S.  Keck  Foundation.  Of  course, 
the  secret  is  that  in  the  past  the  tax  structure  allowed  the 
Carnegies,  Rockefellers  and  others  to  amass  fortunes  that  were 
used  to  fund  research  facilities.  Universities  and  exploration  to 
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the  furthest  parts  of  the  Earth. 

It  is  time  to  rethink  the  government's  role  in  science  in 
general  and  non-defense  space  efforts  in  particular.  Easing 
government  out  of  the  space  business  could  start  with  cancelling 
the  space  station.  Phasing  out  the  Shuttle  and  contracting  with 
the  private  sector  for  all  travel  or  deliveries  into  space  would 
also  be  necessary,  NASA  itself  might  be  broken  up.  Where  no 
private  sector  option  is  immediately  available,  some  functions 
might,  temporarily,  be  performed  other  government  agencies.  The 
Jet  Propulsion  Laboratory  in  California,  technically  part  of  NASA 
but  with  much  autonomy,  could  continue  unmanned  planetary  probes. 
The  Langley  Research  Center  in  Hampton,  Virginia  could  conduct 
basic  research  in  spacecraft  design  and  aeronautics  without  NASA. 

Those  who  believe  that  mankind  has  a  future  in  space  should 
think  deeply  and  seriously  about  how  to  ease  the  government  out 
of  civilian  space  activities.  Only  by  approaching  this  challenge 
with  the  same  honesty  and  clarity  of  mind  that  was  needed  to  put 
men  on  the  Moon  can  we  honor  their  spirit  made  that  feat  possible 
two  and  a  half  decades  ago. 
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Summary  Statement  of  Dr.  John  Logsdon 

Mr.  Lewis.  Dr.  Logsdon? 

Mr.  Logsdon.  Thank  you,  Mr.  Chairman. 

I  am  John  Logsdon,  Director  of  the  Space  Policy  Institute  at 
George  Washington  University.  I  have  to  commend  your  staff.  If 
the  idea  was  to  get  some  witnesses  with  differing  points  of  view, 
they  have  succeeded. 

Mr.  Lewis.  It  was,  Dr.  Logsdon. 

Mr.  Logsdon.  I  realize  that. 

I  only  have  two  points  I  want  to  make  so  we  can  get  to  the  ques- 
tions which  are  more  fun  anyway.  One  is  to  suggest  how  drastically 
the  future  expectations  for  our  civilian  space  exploration  program 
have  been  diminished  over  the  past  half  decade.  As  NASA  looks  to- 
wards its  future  today,  it  faces  a  very  different,  much  more  con- 
strained reality  than  it  did  just  a  few  years  ago. 

My  second  theme  is  that  the  civilian  space  program  and  NASA 
as  an  institution  are,  in  my  judgment,  just  about  half  to  60  percent 
of  the  way  through  a  very  difficult  transition  from  their  existence 
as  residual  Cold  War  undertakings  to  part  of  a  national  agenda 
that  is  appropriate  to  today's  and  tomorrow's  needs  and  opportuni- 
ties. I  think  the  transition  that  is  under  way  is  remarkable  and  in 
many  ways  unprecedented,  and  I  think  it  deserves  the  support  of 
Congress. 

It  is  not  very  long  ago  that  we  were  talking  about  $25  billion  to 
$30  billion  annual  budgets  for  NASA.  Mr.  Bush  on  the  20th  anni- 
versary of  Apollo  ll's  landing  proposed  a  long-term  continuing 
commitment  to  going  back  to  the  moon,  this  time  to  stay,  and  then 
on  to  Mars. 

And  even  before  that — I  have  given  you  some  figures  which  the 
audience  doesn't  have  that  suggests  the  change  over  the  past  cou- 
ple of  years.  So  if  you  take  a  quick  look  at  figures  1  through  4  in 
the  testimony  before  you,  you  see  that,  even  in  1988,  the  Congres- 
sional Budget  Office,  in  pricing  out  various  proposals  for  NASA's 
future,  was  seeing  by  the  mid-1990s  a  $25  billion  to  $30  billion 
NASA  budget. 

Mr.  Hudgins  cited  the  Augustine  report  of  1990,  which  I  com- 
mend to  the  committee  and  particularly  the  new  committee  Mem- 
bers. I  think  it  is  still  a  very  valid,  politely  worded  but  scathing 
indictment  of  the  program  that  NASA  had  put  out  in  the  1970s  and 
1980s. 

But  that  committee,  the  Augustine  Committee,  said,  and  I  quote, 
in  context,  that  a  reinvigorated  space  program  will  require  real 
growth  in  the  NASA  budgets  of  approximately  10  percent  a  year. 
Well,  that  hasn't  happened.  We  have  been  trying  to  reinvigorate  a 
program  with  no  growth  in  the  budget  over  the  past  several  years. 

Figure  2  that  I  have  given  you  shows  the  gap  between  the  Au- 
gustine 10  percent  growth  recommendation  and  the  reality  short- 
fall of  $89  billion  in  outyear  money  from  what  was  proposed. 

The  past  several  years  have  lowered  the  budget  horizons;  and 
NASA,  in  the  past  two  years,  has  lost  30  percent  of  its  expectations 
over  the  next  five  years.  And  all  of  the  gossip  I  hear  on  the  street 
is  that  the  budget  to  be  released  Monday  will  be  even  more  con- 
strained. 
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My  main  point  in  going  through  this  recitation  is  that  NASA 
over  the  past  several  years  has  been  subject  to  what  might  be 
called  a  macro-rescission — in  appropriations  terms. 

My  own  view  is  that  the  budget  cuts  have  gone  far  enough.  If  the 
country  wants  a  stable,  productive,  comprehensive  government 
space  program — and  I  obviously  believe  that  that  is  a  good  idea — 
I  think  the  time  has  come  to  give  NASA  some  fiscal  predictability 
within  which  to  continue  its  own  radical  transformation.  That 
transformation  is  an  ongoing,  unprecedented  affair. 

In  my  almost  three  decades  of  observation  of  federal  research 
agencies,  I  can  cite  no  other  example  of  an  organization  performing 
major  surgery  on  itself.  Starting  with  the  Augustine  Committee's 
recommendations  and  certainly  picking  up  intensity  with  the  arriv- 
al of  Dan  Goldin  as  administrator  almost  three  years  ago,  NASA 
has  been  in  the  throes  of  painful,  sometimes  chaotic  change.  No 
one  who  knew  NASA  in  1989  and  looks  at  it  today  can  doubt  the 
breadth  of  that  change. 

Completing  the  transition  to  a  21st  century  space  effort  will  re- 
quire continued  rationalization  of  both  NASA's  programs  and 
NASA  as  an  institution.  I  believe — or  maybe  I  should  say  I  hope — 
that  the  space  station  program  is  finally  on  a  stable  path. 

And  look  at  the  benefits  of  stability.  Those  who  have  taken  a 
close  look  at  the  program  recently  have  found  it  much  improved 
both  managerially  and  technically  from  its  condition  only  a  year 
earlier.  As  a  highly  visible  experiment  in  international  cooperation, 
the  station  shows  the  benefits  and  difficulties  of  working 
multinationally.  But,  in  my  view,  enhanced  cooperation  is  no  longer 
an  option  but  a  necessity. 

There  is  some  fat  in  the  budget,  and  we  should  talk  about  that 
in  questions.  I  hope  we  have  started  in  the  X-33  program  a  modem 
space  transportation  system.  We  are  23  years  since  we  made  the 
decision  to  start  the  shuttle.  That  is  a  long  time  between  major 
transportation  system  developments.  And  I  note  that  the  adminis- 
tration's approach  to  the  X-33  is  from  the  start  a  government-pri- 
vate sector  partnership,  with  the  private  sector  gradually  dominat- 
ing the  partnership. 

I  think  the  major  changes  in  NASA  over  the  next  couple  of  years 
are  probably  going  to  be  institutional  rather  than  programmatic. 
The  NASA  work  force  should  continue  to  shrink  to  match  the  Agen- 
cy's budget  and  program  needs. 

But  NASA  still  has  the  same  number  of  field  centers  that  it  had 
at  the  end  of  the  Apollo  program.  Does  it  really  still  need  them  all? 
Do  each  possess  unique,  still-needed  capabilities? 

A  tougher  question  for  Congress:  Is  it  politically  feasible  to  close 
one  or  more  NASA  centers? 

In  my  view,  what  NASA  needs  from  this  Congress  as  well  as  the 
White  House  is  understanding  of  the  changes  under  way,  support 
in  its  reform  efforts  and,  of  course,  careful  oversight  and  continuing 
pressure  for  change.  What  it  does  not  need  is  new  changes  in  over- 
all direction,  renewed  threats  to  its  major  programs  or  heightened 
uncertainty  about  its  future. 

I  hope  this  committee  will  make  itself  a  partner  of  NASA,  Mr. 
Goldin  and  his  staff*,  in  giving  the  country  a  space  program  that 
can  once  again  be  both  a  source  of  pride  and  optimism  about  the 
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future  and  a  contributor  to  the  day-by-day  concerns  of  the  Amer- 
ican public.  Thank  you. 

Mr.  Lewis.  Thank  you  very  much,  Mr.  Logsdon. 

[The  information  follows:] 
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I  appreciate  the  opportunity  to  appear  before  the 
subcommittee  this  morning  as  it  begins  its  task  of  considering 
how  the  proposed  FY1996  budget  for  NASA  will  fit  into  the  overall 
set  of  R&D  and  other  priorities  of  the  nation. 

I  have  only  two  main  points  I  want  to  make  in  this  prepared 
statement.  One  is  to  suggest  how  drastically  future  expectations 
for  our  civilian  space  program  have  been  diminished  over  the  past 
half -decade,  if  those  expectations  are  measured  by  the  amount  of 
"out-year"  resources  planned  for  the  NASA  budget.  As  NASA  today 
looks  towards  its  future,  it  faces  a  very  different,  much  mora 
constrained,  reality  than  it  did  a  few  years  ago.  My  second  theme 
is  that  the  civilian  space  program,  and  NASA  as  an  institution, 
are  in  my  judgement  just  half  to  two-thirds  of  the  way  through  a 
wrenching  transition  from  their  existence  as  residual  Cold  War- 
driven  undertakings  to  a  part  of  the  national  agenda  appropriate 
to  tod^y  and  tomorrow's  needs  and  opportunities.  That  transition 
effort  is  remarkable,  and  deserves  the  support  of  this  Congress. 

The  high  point  of  NASA's  expectations  in  recent  years  was 
certainly  the  twentieth  anniversary  of  the  Apollo  11  mission.  On 
July  20,  1989,  President  George  Bush  proposed  a  "long-term, 
continuing  commitment"  to  human  exploration  of  the  solar  system, 
including  a  return  to  the  moon,  "this  time  to  stay,"  and  an 
eventual  journey  to  Mars,  But  even  before  that  day,  the  idea  that 
NASA  ought  to  undertake  new,  bold  missions  had  been  very  much 
under  discussion.  To  give  you  one  example.  Figure  1  shows 
estimates  made  in  1988  by  the  Congressional  Budget  Office  of  the 
annual  NASA  budget  that  would  be  required  to  carry  out  various 
future  programs  then  under  discussion.  The  idea  of  a  $25-30 
billion  annual  NASA  budget  by  the  end  of  the  1990s  certainly 
seems  a  product  of  a  long  ago  era! 

Just  over  a  year  after  Mr.  Bush  proposed  the  Space 
Exploration  Initiative,  the  White  House,  and  particularly  the 
National  Space  Council,  recognized  that  NASA  and  its  progreuns  had 
in  fact  gone  badly  %nrong  over  the  preceding  two  decades,  and 
chartered  the  Advisory  Committee  on  the  Future  of  the  U.S.  Space 
Program  (better  known  as  the  Augustine  Committee  after  its  chair. 
Norm  Augustine  of  Martin  Marietta)  to  taOce  a  hard  look  at  the 
situation.  The  committee's  report,  released  in  December  1990,  was 
a  politely  worded  but  scathing  indictment;  I  believe  its  main 
findings  are  still  valid  today,  and  I  commend  it  to  each  member 
of  this  Committee  as  the  single  best  overview  of  the  requirements 
for  a  solid  space  effort.  I  want  to  say  more  about  the  report^s 
analysis  later,  but  here  I  only  want  to  point  out  its  conclusion 
(p.  24)  "that  a  reinvigorated  space  program  will  require  real 
growth  in  the  NASA  budget  of  approximately  10  per  cent  per  year." 
Well,  that  certainly  hasn't  happened  either;  Figure  2  shows  the 
gap  between  what  the  Augustine  Committee  recommended  and  what  has 
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actually  taken  place.  NASA  is  trying  to  "reinvigorate"  itself 
with  far  less  resources  available  than  the  Augustine  Committee 
though  would  be  required. 

Rather  than  looking  toward  a  future  with  growing  resources, 
NASA  has  seen  its  budget  horizons  shrink  on  a  year-by-year  basis 
over  the  past  half -decade.  Figures  3  and  4  paint  the  picture.  The 
curves  of  Figure  3  are  the  projected  NASA  budgets  for  the  next 
five  years  that  have  accompanied  each  year's  budget  request  since 
FY1990.  Note  how  dramatically  they  have  fallen  off  each  year,  and 
particularly  in  FY1994  and  FY1995.  Figure  4  makes  the  point  even 
more  clearly.  Ovar  the  past  two  years,  the  NASA  five-year  budget 
outlook  has  been 'YVdtieed  by  30  per  cant,  or  $26  billion.  And  from 
what  I  hear,  the  FY1996  budget  to  be  released  next  week  will 
continue  this  squeeze  on  future  resources.  Ficfure  5  captures  the 
overall  reality;  the  nation  appears  to  have  made  a  de  facto 
decison  to  allocate  less  than  one-quarter  of  one  percent  of  its 
wealth  to  civilian  space;  the  time  of  Apollo  is  far  behind  us. 

My  aain  point  in  going  through  this  recitation  is  to  suggest 
that  NASA  over  tha  past  several  years  has  been  subject  to  what 
■ight  be  called  a  "macro-reciaion.*'  My  own  view  is  that  tha 
budget  outs  have  gone  far  enough  (perhaps  too  far>,  H  the 
country  wants  a  stable,  productive,  comprahsnsivs  government 
space  program.  I  believe  the  time  has  come  to  give  NASA  some  ^ 
fiecal  predictability  within  which  to  continue  its  own  radical 
transformation  from  within. 

Make  no  mistake  -  NASA's  "reinvention"  is  an  ongoing, 
unprecedented  affair.  In  my  almost  three  decades  of  close 
observation  of  federal  R&O  agencies,  I  can  cite  no  other  exeunple 
of  an  organization  performing  major  surgery  on  itself.  Starting 
with  its  response  to  the  Augustine  Committee's  recommendations 
and  certainly  picking  up  in  intensity  with  the  arrival  almost 
three  years  ago  of  Dan  Goldin  as  Administrator,  NASA  has  been  in 
the  throes  of  painful,  sometimes  chaotic,  change.  No  one  who  knew 
NASA  in  1989  and  looks  at  it  today  can  doubt  the  breadth  of  that 
change . 

The  Augustine  Committee  in  its  report  identified  a  set  of 
"general  concerns"  about  the  state  of  NASA  and  its  programs: 

-  lack  of  consensus  -  a  wide  spectrum  of  opinions  on  what 
the  objectives  of  the  program  should  be; 

-  overcoBMitasnt  -  too  many  projects,  given  the  resources 
available  to  carry  them  out; 


igeaent  turbulence  -  continual  changes  in  costs, 
schedules,  and  goals; 

-  institutional  aging  -  NASA  has  become  afflicted  with  the 
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problems  characteristic  of  large,  mature  bureaucracies; 

-  p«rsonii«l  -  NASA  is  not  competitive  in  getting  its  share 
of  the  best  and  brightest  employees; 

-  technology  base  -  NASA  has  starved  its  technology  base 
upon  which  future  capabilities  and  missions  will  be  built; 

-  big  project  vs.  little  projects  -  an  imbalance  toward 
undertaking  large,  expensive,  long  duration  projects; 

-  attention  to  detail  -  a  loss  of  the  culture  of  technical 
excellence;  and 

-  resilience  of  the  Space  Transportation  System  - 

overreliance  on  the  Space  Shuttle  as  the  backbone  of  the 
civilian  space  program. 

Most  of  these  concerns  still  maintain  much  of  their 
validity,  but  NASA's  reforms  are  addressing  then  head  on.  There 
is  not  time  this  morning  to  measure  in  detail  the  depth  of  the 
changes  of  the  past  five  years,  but  I  believe  that  most 
knowledgeable  observers  would  both  agree  that  much  progress  has 
been  made  -  and  that  there  is  more  to  be  done. 

Completing  the  transition  to  a  twenty-first  century  space 
effort  will  require  continued  rationalization  of  both  NASA's 
programs  and  NASA  as  an  institution.  I  believe  (or  maybe  hope  is 
a  better  word)  that  the  space  station  program  is  finally  on  a 
stable  path.  And  look  at  the  benefits  of  stability  -  those  who 
have  taken  a  close  look  at  the  program  recently  have  found  it 
much  improved  managerially  and  technically  from  its  condition 
only  a  year  earlier.  As  a  highly  visible  experiment  in 
international  cooperation,  space  station  shows  the  benefits  -  and 
the  difficulties  -  of  working  multinationally.  B\rt  enhanced 
international  cooperation  is  no  longer  an  option,  but  a 
necessity.  I  do  believe  that  there  is  still  some  "fat"  in  places 
like  shuttle  operations,  and  that  the  several  science  programs 
have  not  completed  their  transition  to  a  stable  state.  I  hope 
that  the  start  of  the  X-3  3  program  is  for  real,  and  that  we  are 
finally  starting  down  the  path  to  a  modern  space  transportation 
capability.  After  all,  the  decision  to  start  the  shuttle  progrjun 
was  twenty-three  years  ago  last  month!  I  personally  wish  NASA 
would  put  morj^  emphasis  on  R&D  related  to  future  applications  of 
space  capablHtias  bare  on  Earth.  And  I  strongly  believe  a 
healthy  govemment- industry  partnership  in  aeronautics  research 
is  essential  for  continued  U.S.  preeminence  in  commercial 
aircraft  sales. 

I  suggest  that  the  next  major  changes  in  NASA  should  be 
institutional,  rather  than  programmatic.  The  NASA  work  force 
should  continue  to  shrink  to  match  the  agency's  budget  and 
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program  needs.  NASA  still  has  the  same  number  of  field  centers  as 
it  did  at  the  end  of  Apollo  program.  Does  it  really  still  need 
them  all?  Do  each  possess  unique,  still-needed  capabilities?  Is 
it  politically  feasible  to  close  one  or  more?  That's  a  tough 
question. 

In  ny  view,  what  NASA  needs  from  this  Congress  as  well  as 
the  White  House  is  understanding  of  the  changes  underway,  support 
in  its  reform  efforts,  and  of  course  careful  oversight  plus 
continuing  pressure  for  productive  change.  What  it  doea  not  need 
are  new  changes  in  overall  direction,  renewed  threats  to  its 
■ajor  programs,  or  heightened  uncertainty  about  its  future.  I 
hope  this  committee,  while  of  course  carrying  out  its 
responsibility  as  a  custodian  of  the  public  p\irse,  will  make 
itself  a  partner  of  Dan  Goldin  and  the  rest  of  the  NASA 
leadership  in  giving  the  country  a  space  program  that  can  once 
again  be  both  a  source  of  pride  and  optimism  about  the  future  and 
a  contributor  to  the  day-by-day  concerns  of  the  American  public. 
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Figure  2 
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taught  at  The  Catholic  University  of  America. 

Dr.  Logsdon's  research  interests  include  space  policy,  the  history  of  the  U.S.  space 
program,  the  structure  and  process  of  government  decision-making  for  research  and  development 
programs,  and  international  science  and  technology  policy.  He  is  author  of  The  Decision  to  Go 
to  the  Moon:  Project  AdoIIo  and  the  National  Interest  and  has  written  numerous  articles  and 
reports  on  space  policy  and  science  and  technology  policy. 

He  is  a  Trustee  of  the  International  Academy  of  Astronautics,  a  member  of  the  Board  of 
Advisors  of  The  Planetary  Society  and  the  Board  of  Directors  of  the  National  Space  Society,  and 
a  member  of  the  Aeronautics  and  Space  Engineering  Board  of  the  National  Research  Council. 
Dr.  Logsdon  was  appointed  in  January  1992  to  Vice  President  Quayle's  Space  Policy  Advisory 
Board  and  served  through  January  1993.  In  past  years  was  a  member  of  the  National  Academy 
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Committee  on  a  Commercially  Developed  Space  Facility,  NASA's  Space  and  Earth  Science 
Advisory  Committee  and  History  Advisory  Committee,  and  the  Research  Advisory  Committee 
of  the  National  Air  and  Space  Museimi.  He  is  a  former  Chairman  of  the  Committee  on  Science 
and  Public  Policy  of  the  American  Association  for  the  Advancement  of  Science  and  of  the 
Education  Conmiittee  of  the  International  Astronautical  Federation.  Dr.  Logsdon  has  lectured 
and  spoken  to  a  wide  variety  of  audiences  at  professional  meetings,  colleges  and  universities, 
international  conferences,  and  other  settings,  and  has  testified  before  Congress  on  numerous 
occasions.  He  is  frequently  consulted  by  the  electronic  and  print  media  for  his  views  on  various 
space  issues.  He  has  been  a  Fellow  at  the  Woodrow  Wilson  International  Center  for  Scholars 
and  was  the  first  holder  of  the  Chair  in  Space  History  of  the  National  Air  and  Space  Museum. 
He  is  a  Fellow  of  the  American  Association  for  the  Advancement  of  Science  and  the  Explorers 
Club,  and  an  Associate  Fellow  of  the  American  Instimte  of  Aeronautics  and  Astronautics.  He 
is  North  American  editor  for  the  journal  Space  Policv.  Dr.  Logsdon  has  served  as  a  consultant 
to  many  public  and  private  organizations. 

03/94 


955 

Summary  Statement  of  Mr.  Courtney  Stadd 

Mr.  Lewis.  Mr.  Stadd. 

Mr.  Stadd.  Thank  you,  Mr.  Chairman. 

And  I,  too,  applaud  the  committee  for  starting  out  this  fiscal  year 
with  opening  itself  up  to  a  spectrum  of  views.  I  think  it  speaks  well 
for  this  committee. 

At  the  outset,  I  would  like  to  note  that  I  have  spent  myself  over 
18  years  very  much  concerned  about  private-public  roles  in  space. 
In  fact,  I  started  out  in  the  mid-1970s  with  the  privilege  of  heading 
up  a  nonprofit  organization  funded  by  space  pioneer  Wemher  von 
Braun,  and  our  main  thrust  was  to  promote  NASA.  And  I  remem- 
ber back  in  the  mid-1970s  traveling  around  the  country,  supporting 
bigger  budgets,  supporting  at  that  time  the  embryonic  shuttle  pro- 
gram and  reminding  people  of  the  Agency's  great  achievements. 

But  it  was  also  during  those  travels  that  I  became  aware  of  what 
in  my  testimony  I  refer  to  as  the  other  space  program.  I  kept  run- 
ning into  entrepreneurs,  folks  involved  with  new-start  aerospace 
companies  as  well  as  entrepreneurs  within  the  large  established 
aerospace  companies,  many  of  whom  were  frustrated  with  the  not- 
invented-here  syndrome  they  kept  running  into  at  NASA,  frus- 
trated with  the  bureaucratic  impediments  they  kept  encountering. 

I  might  add  that  these  entrepreneurs  included  a  number  of  ex- 
NASA  pioneers  such  as  Max  Faget,  who  played  a  pivotal  role  in  our 
Mercury  and  Gemini  programs,  to  name  just  two,  let  alone  the 
shuttle;  and,  of  course,  the  late  Deke  Slayton,  who  spent  his  post- 
NASA  years  very  much  involved  in  promoting  commercial  launch 
services,  Mr.  Chairman,  as  you  are  aware. 

In  fact,  in  the  early  1980s,  you  will  be  happy  to  know,  Mr.  Chair- 
man, that  I  joined  a  California-based  launch  company.  Its  successor 
is  now  called  the  American  Rocket  Company.  We  brought  together 
a  number  of  California  firms,  including  the  couple  of  founders  of 
Apple  Computer,  put  our  own  money  into  developing  a  private 
launch  vehicle. 

And  it  was — it  fell  to  me  to  market  that  rocket  back  to  the  Agen- 
cy that  I  had  spent  so  much  time  advocating.  And  I  will  never  for- 
get the  enthusiasm  with  which  I  contacted  the  official  in  charge  of 
the  suborbital  program  at  that  time — or  he  was  involved  with  the 
suborbital  program  at  NASA — and  enthusiastically  talked  about 
this  private-sector  initiative,  the  low-cost  vehicle,  my  desire  to  have 
a  briefing. 

What  I  got  in  return  was  the  fact  that  the  agency  is  quite  happy 
with  its  internal  program,  thank  you  very  much,  expressed  no  in- 
terest in  having  such  a  presentation  and  abruptly  hung  the  phone 
up. 

I  don't  think,  Mr.  Chairman,  it  was  a  reaction  to  my  courtesy. 
I  try  to  be  kind  when  I  call.  But  I — it  was  quite  a  cold  shower. 

That  was  my  first  introduction  to  the  insular  world,  not-in- 
vented-here  world  of  the  Agency;  and  I  regret  to  say  that  a  decade 
and  a  half  later  that  experience  has  been  multiplied  by  many  other 
entrepreneurs  ever  since. 

From  1985  to  1992,  I  also  had  the  honor  of  holding  positions  in 
the  Reagan  and  Bush  administrations  that  allowed  myself  to  join 
many  people,  some  of  whom  are  in  this  room,  on  this  committee. 
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in  supporting  various  congressional  and  presidential  initiatives 
aimed  at  fostering  a  more  friendly  environment  at  NASA  for  com- 
mercial programs  and  even  had  a  brief  tour  of  duty  as  Deputy  Ad- 
ministrator for  NASA's — at  that  time  they  called  it  the  Office  of 
Advanced  Concepts  and  Technology. 

And,  indeed,  progress  has  been  made  to  some  extent  on  the  com- 
merciaJ  space  front;  but  it  is  my  belief  that  this  Nation  lost  a  dec- 
ade of  progress  in  space  due  to  the  Agency's  parochialism,  indiffer- 
ence and  outright  hostility  to  create  a  partnership  with  the  private 
sector. 

For  example,  a  commercial  space  company  once  again  headed  up 
by  Max  Faget  proposed  to  deploy  a  commercial  research  facility  in 
earth  orbit  by  the  late  1980s.  If  NASA  had  supported  that  project, 
in  retrospect  there  is  a  good  possibility  that  the  U.S.  would  have 
an  in-orbit  facility  today  providing  valuable  data  for  a  future  space 
station. 

It  is  my  view  that  unless  the  Congress  subjects  this  Agency  to 
a  major  overhaul  I  believe  we  will  enter  the  next  decade  with  yet 
another  decade  of  lost  opportunities. 

I  guess  where  I  differ  to  some  extent,  Mr.  Chairman,  with  Dr. 
Logsdon  is  I  think  the  reforms  have  been  on  the  margins.  I  think 
time  calls  for  some  fundamental  change. 

Some  people  have  questioned  the  placement  of  this  Agency  in 
this  committee  which  has  jurisdiction  over  veterans  and  Housing 
and  Urban  Development.  My  view  is  that  the  Agency  shares  many 
of  the  same  problems  in  terms  of  out-of-touch  Federal  bureaucracy 
and  other  issues  that  concern  many  people  over  the  years.  I  think 
it  is  most  appropriate  that  an  Agency — that  that  Agency  be  here; 
and  I  think  that  it  also  ensures,  hopefully,  that  a  committee  that 
has  to  be  in  touch  with  the  concerns  of  the  people  whose  pictures 
of  whom  I  see  here  on  the  wall,  the  people  who,  after  all,  pay  for 
this  program,  I  think  it  is  most  appropriate  that  it  be  under  the 
jurisdiction  of  this  committee. 

And  I  do  not  think  it  by  chance  that  the  two  space  projects  that 
were  the  most  exciting,  in  my  judgment,  and  caught  the  public 
imagination — the  demonstration  of  the  so-called  DCX  reusable 
rocket  project  and  the  Clementine  program  that  mapped  the 
moon — ^were  criticized,  let  alone  had  very  little  NASA  support,  very 
little  involvement. 

It  is  also  not  by  chance  and  I  do  think  a  great  misfortune  that 
the  Agency  did  very  little  to  try  to  take  advantage  of  the  talented 
management  teams  from  DOD's  Ballistic  Missile  Defense  Organiza- 
tion that  led  those  exciting  projects.  I  regret  to  say  that  NASA's 
not-invented-here  syndrome  is  alive  and  well. 

It  is  worth  noting  that  some  of  the  more  exciting  opportunities 
in  commercial  space,  including  the  prospect  of  low  earth  orbiting 
satellites  such  as  the  Motorola  Eridium  project,  are  happening  in 
spite  of  the  Agency,  indeed  with  very  little  technological  heritage 
from  that  Agency. 

With  all  the  talk  about  Federal-State  relations  I  might  add  there 
are  a  number  of  interesting  State  initiatives  happening  at  the 
State  level,  including  California,  Alaska,  New  Mexico,  Florida,  to 
mention  just  four.  And,  again,  NASA's  role  with  these  projects  have 
ranged  from  minimal  to  nonexistent.  In  this  case,  the  vacuum  has 
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once  again,  for  better  or  for  worse,  been  filled  by  various  types  of 
assistance  offered  by  the  Defense  Department. 

Since  the  election,  the  political  rhetoric  up  here  would  suggest 
openness  to  reform,  thinking  about  the  roles  and  missions  of  the 
agencies.  And  although  I  know  the  Agency  has  its  constituencies 
with  a  vested  interest  in  the  status  quo,  I  think  you  have  a  tremen- 
dous window  of  opportunity  to  subject  them  to  the  same  type — and, 
yes,  it  is  painful — but  the  same  type  of  essential  structural  change 
in  downsizing  to  which  the  Agency's  own  industrial  base  has  been 
subjected. 

It  seems  to  many  of  us  that  it  has  been  out  of  proportion  that 
the  bureaucracy  to  some  extent  has  been  protected,  if  you  will, 
while  so  much  of  the  industrial  base  that  made  these  great 
achievements  of  past  have  taken  the  hits. 

Let  me  also  summarize  in  the  interest  of  time.  With  all  due  re- 
spect, while  the  Agency's  current  management  and  its  overseers  in 
the  administration  have  talked  much  about  reinvention,  I  do  not 
believe  the  solution  lies  in  spawning  more  red  and  blue  teams  or 
bringing  on  additional  consultants  to  generate  what  appear  to  be 
endless  briefing  charts  in  the  strategic  direction  of  the  Agency.  I 
think  time  is  overdue  for  fundamental  change. 

I  attempted,  Mr.  Chairman,  to  translate  my  concerns  into  some 
recommendations  that  I  summarized,  as  you  know,  at  the  top  of 
the  text.  A  couple  of  observations,  and  I  will  finish. 

I  know  that  people  would  arise  when  you  talk  about  another  task 
force,  another  commission  to  review  yet  again  the  future  of  NASA. 
With  all  due  respect  to  the  previous  commissions  that  have  looked 
at  NASA — and  I  have  been  associated  with  a  couple  of  them — I 
must  say  with  all  the  wisdom  that  have  been  brought  together  by 
those  commissions,  I  think  they  have  suffered  by  the  fact  that  of- 
tentimes it  is  the  same  group  of  people  who  make  up  the  member- 
ship. 

They  often  are  the  aerospace  executives.  They  often  are  the  ex- 
NASA  officials.  They  often  are  prominent  academics  who  make  up 
these  commissions. 

I  would  suggest  that  it  is  overdue  for  Congress  to  pull  together 
a  task  force  that  reaches  out  beyond  the  Beltway,  that  brings  to- 
gether some  of  the  CEOs  of  some  of  the  leading-edge  companies  in 
this  country,  who  bring  together  some  of  the  terrific  thinking  that 
Tom  Peters  and  others  represent,  who  bring  together  ordinary  peo- 
ple who,  after  all,  at  the  end  of  the  day  are  going  to  decide  wheth- 
er, in  fact,  these  various  space  projects  in  the  future  make  sense. 
It  is  their  investment. 

I  would  also  urge  the  committee  to  look  with  a  skeptical  eye 
when  the  Agency  talks  about  cheaper,  faster,  better.  There  is  no 
question  that  there  is  a  need  for  fundamental  reduction  in  cost  to 
orbit.  Without  that,  much  of  space  commerce  is  not  going  any- 
where. We  don't  need  another  commission  to  tell  us  that. 

It  is  also  my  view  that  the  Agency — and  I  believe  this  even  more 
after  having  spent  some  time  there — does  not  have  today — is  not 
organized  in  a  way  that  can  bring  to  the  Congress  a  cheap  and 
cost-effective  project  on  schedule.  I  just  think  they  are  fundamen- 
tally incapable  of  doing  that. 
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Although  they  have  the  mandate  to  focus  on  reusable  transpor- 
tation, there  is  a  terrific  tension  right  now  in  the  sense  of  field  cen- 
ters trying  to  associate  with  those  projects  and  pile  on  all  sorts  of 
staff  and  oversight  and  bring  the  cost  up.  I  do  believe  that  tiger 
teams,  special  projects  offices,  unorthodoxed  approaches  to  project 
management  are  absolutely  called  for. 

Mr.  Chairman,  I  will — just  one  additional  comment. 

I  attempted  in  these  other  recommendations  simply  to  identify 
areas  where  I  think  the  Congress  can  mandate  the  Agency  to  take 
some  immediate  steps  to  help  create  a  more  favorable  environment 
for  private  sector  activity.  One  example  is,  for  about  two  years,  lan- 
guishing in  the  inbox  of  the  Agency,  has  been  a  pricing  proposal 
for  use  of  the  shuttle  and  space  station  by  the  commercial  sector. 
It  is  overdue  for  that  policy  to  be  addressed,  to  be  finalized,  to  be 
put  out.  In  its  absence,  the  private  sector  is  simply  not  getting  the 
direction  that  it  requires. 

I  will  finish  at  this  point,  Mr.  Chairman,  by  simply  saying  that 
I  think  fiscal  year  1996  is  a  terrific  opportunity  for  a  major  reas- 
sessment of  NASA's  roles  and  missions.  And  I  think,  as  the  recent 
Clementine  and  DCX  projects  have  demonstrated,  there  is  no 
shortage  of  talent  and  resources  available  in  our  industrial  base  to 
assure  our  leadership  in  space.  I  think  the  question  before  the  po- 
litical system  is  whether  NASA  is  organized  as  an  enabler  rather 
than  an  impediment  to  developing  a  space  frontier. 

My  final  note  is  that  same  senior  official  who  hung  up  on  me  14 
years  ago  is  still  in  that  same  position  today. 

Thank  you  for  your  attention. 

[The  information  follows:] 
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Summary  ot  Recommendations  for  Ileforming  NASA; 

o  Fonn  Task  Force  of  innovative  thinkers  and  ordinary  taxpayers  to 

provide  Congress  with  "outside  the  beltway"  irwlghts  into  fundamental  role  of 
NASA  in  Post-Cold  War  era.  Issues  should  lidude  ending  agency's  role  in 
operations  and  focusing  on  space  re««arch  ajid  technology,  idcnUfymg  goals 
that  excite  public  imagination  and  provide  lerue  of  "ownership". 

0  Creation  of  "tiger  teams"  within  a  special  projects  office  to 

develop  prototype  reusable  rocket  detnonstritor  for  adoption  by 
commercial  operator.  (NASA  should  use  Clcmentlr^  and  DOC  project 
management  appioadies  as  benchmarks-) 

o  Direct  agency  to  finalize  commercial  pricing,  policy  for  private  sector 

use  of  Space  Shutde  and  Space  Station.  Alio,  mandate  national  strategy 

for  roles  ai«i  missioiu  of  commercial  space  sector  vis-a-vis  Space  Station  as  hub 

of  In-orbit  industrial  park. 

o  Privatize  the  agency's  suborbital  rocket  pro;jram. 

o  Terminate  Launch  Vehicles  Offke  *vithin  Code  X. 

o  Privatize  or  terminate  the  proliferatii^  NASA  technology  transfer 

Infrastructure. 

o  EnsuiB  continued  support  for  aeronautics  anc  space  technotogy  investment 

0  Mandate  NASA  collaboratun  with  national  research  facilities,  IrKiuding 

DOD  and  DOE,  to  convert  currerU  Field  Centar  infrastructure  irtto 
natkmal  centen  of  excellence;  Aereby  minin: izing  duplication,  combinii\g 
resouiCBS,  doing  more  with  less,  etc.  Focus  or.  R&D,  not  operations. 

o  NASA's  efforts  to  outreach  to  private  sector  m  technology  transfer  and 

development  should  be  modeled  on  lessons  learned  from  previous  e:^>erienct 
with  irmovative  Centers  for  Commercial  De  /elopment  of  Space  Several 
Centers  represent  "crown  jewels"  in  terms  of  i  etum  on  NASA  funds  to  ta)^yer. 


Mr.  Qiaiiman,  I  would  like  to  ttiaiik  you  ten  this  opportunity  to  testify 
on  how  well  NASA  is  doing  in  tising  increasingly  scarce  public  fuzids  to 
advance  this  nation's  space  leadership. 

At  the  outset,  I  would  like  to  iu)te  that  I  have  devoted  more  thar\ 
eig^teot  jreazs  of  my  professional  Ufe  to  advocating  a  strong  private-public 


•Mr.  Stadd  is  Mknaglt^g  Partner,  Global  Technology  Venture:;,  LLC,  a  Maryland-based  firm 
providing  investment,  bushtess  and  market  plaruung  services  So  abroad  range  of  techrwlogy 
clients.  (A  more  detailed  biography  is  attached) 
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sector  role  in  space.  In  the  rrud-1970s,  1  had  the  privilege  of  being  director  of  a 
non-profit  founded  by  space  pioneer  Wemher  von  Braun  to  promote  a  strong 
chal  space  program  led  by  NASA.  I  edited  a  m(jnlhly  magazine  trumpeting 
the  many  techiujlogy  spin-offs  from  NASA-   And  I  traveled  all  over  the 
nation  trying  to  generate  public  support  for  the  jmbiyciuc  Space  Shutde 
program  and  olher  NASA  techru>logy  initiative:;- 

It  was  during  those  travels,  however,  that  I  became  aware  of  what  I  call 
the  "other  space  program."  Inspired  by  the  revolutionary  changes  sweeping 
the  computer  and  electronics  iiidustries,  this  fledgling  space  community  was 
composed  of  entrepreneurs  (both  start-ups  as  w<!ll  as  innovators  within  the 
established  corporations)  who  were  frustrated  v/ith  the  "not-invented^icre" 
syndrome  and  bureaucratic  impediments  impostid  by  NASA-  These 
entrepreneurs  had  decided  to  set  out  on  their  own  to  develop  launch  and 
satellite  concepts  based  on  commercial  principles.  It  is  worth  noting  that  such 
entrepreneurs  included  such  ex-NASA  pioiieers  iis  Max  Paget  and  the  late 
Deke  Slayton. 

In  the  early  1980s,  I  ended  up  joining  a  California-based  rocket 
company  (its  successor  is  txow  called  American  Focket  Company)  that 
involved  several  Silicon  VaUey  notables,  sudi  as  a  co-founder  of  Apple 
Computer,  to  build  a  low  cost  vehicle.  This  vehicle  employed  a  propulsion 
technology  that  had  been  discarded  by  NASA  as  technically  inferior  a  number 
of  years  earlier.  We  spent  millions  of  private  sector  dollars  on  ttus  vehicle 
and  even  managed  to  pull  off  a  nominally  successful  sub-orbital  launch. 

One  of  my  tasks  was  to  market  our  promising  low  cost  vehicle  to 
the  agency  that  I  had  formerly  championed  as  th>  nation's  epitome  of 
technological  prowess.  I'U  never  forget  contacting;  a  senior  NASA  official 
uivolved  with  the  agency's  sub-orbital  program  tD  solicit  his  interest  in 
having  us  brief  him  on  our  low  cost  technology  and  perhaps  consider  being  a 
customer.   Instead  of  receiving  an  enthusiastic  reirpanBe,  tihe  official  cut  me 
otf  in  mid  sentence,  stated  that  ^  agency  had  its  own  suborbital  program  and 
had  absolutely  no  iiUention  of  working  with  outside  companies.  He  then 
himg  up  on  me. 

Mr.  Chairmaiv  that  was  my  first  introduction  to  the  insular  world  of 
NASA.  I  regret  to  say  ttiat  fourteen  years  later,  viiriations  of  that  same 
experience  have  been  encountered  by  countless  sjiace  entrepreneurs  ever 


From  1985-92, 1  held  a  series  of  positions  in  the  Reagan  arui  Bush 
Administrations  which  allowed  me  to  assume  a  modest  role  in  supporting 
Congressional  and  Presidential  initiatives  aimed  nt  fostering  a  more 
commerce  friendly  enviroiunent  at  NASA.  (I  also  had  a  brief  tour  of  duty  as 
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acting  Deputy  Administrator  for  NASA's  Office  of  Advanced  Concepts  and 
Technology  (recently  renamed  Office  of  Space  Axess  and  Technology). 

Although  some  progress  has  been  made  en  the  commfircial  space  front, 
it  is  my  belief  that  tfiis  nation  lost  a  decade  of  progress  in  space  due  to  die 
agency's  paxodiialism,  indifference  and  outright  hostility  to  creative 
partnership  witi\  the  private  sector.   (For  example,  a  commercial  space 
company  headed  by  Max  Paget  proposed  to  deploy  a  commercial  space 
research  facility  in  earth  orbit  by  the  late  1980s.  If  NASA  had  supported  that 
project,  there's  a  good  possibility  that  the  US.  wjuld  have  an  in-orbit  facility 
today  providing  invaluable  data  for  a  future  Space  Station.)  IftUess  the 
Congress  subjects  the  agency  to  a  major  overhaul,  I  believe  that  we  will  enter 
the  21st  century  with  yet  another  decade  of  lost  opportunities. 

Some  people  have  questioned  the  placement  of  a  futuiistic  space 
agency  under  a  committee  whose  jxirisdiction  includes  agencies  sudx  as  the 
Departments  of  Veterans  Affairs  and  Housing  ard  Urban  Development  My 
view  is  that  NASA  shares  many  of  the  attributes  of  a  bloated,  wasteful,  out- 
of-touch  federal  bureaucracy  that  have  become  aisodated  witi\  those  other 
agaides.  Indeed,  it  is  not  by  chance  that  in  receni  years  two  space  projects  ftiat 
caught  the  public  imagination  —  the  demonstration  of  the  DCX  reusable 
rocket  and  the  Clementine  satellite  that  mapped  ^e  moon  -  were  criticized, 
let  alone  had  no  NASA  support  It  is  also  not  by  chance  (and  I  think  a 
tragedy)  that  the  agency  did  very  little  to  try  to  take  advantage  of  the  talented 
maixagement  teams  from  DOD's  BMDO  that  led  those  exciting  projects.  I 
regret  to  say  that  NASA's  "not-invented-here"  syndrome  is  alive  and  welL 

It  is  worth  noting  that  some  of  the  more  etciting  opportunities  in 
commercial  space  (e.^.,  the  advent  of  the  LEOs)  a^e  happening  in  spite  of  the 
agency;  indeed,  they  have  little  technological  heritage  from  the  agertcy.  With 
all  the  talk  about  federal-state  relations  nowadays,  the  Committee  should  be 
aware  of  the  numerous  exciting  commercial  spaci  initiatives  occuring  at  the 
state  level  (e.g.,  commercial  spaceport  projects  in  California,  Alaska,  Florida, 
New  Mexico).  Once  again,  NASA's  role  with  the:«  projects  has  ranged  from 
minimal  to  nonexistent  In  this  case,  the  vacuum  has  once  again  been  filled 
by  varioiis  types  of  assistarv:e  offered  by  the  D^ierse  Department 

Since  the  November  election,  the  political  rhetoric  would  suggest 
some  openess  to  major  reformist  thinking  about  the  roles  and  missioiu  of  ttie 
federal  goremment  vis-a-vis  the  private  sector.  .Uthough  NASA  has  its 
share  of  constituencies  with  a  vested  interest  in  tiie  status  quo,  I  believe  that 
you  have  a  tremervious  window  of  opporhiruty  tc  subject  the  agency  to  the 
same  type  of  painful  but  ultimately  essential  structural  changes  and 
downsizing  to  which  NASA's  industrial  contractor  base  has  been  subjected. 
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NASA's  leadership  talks  about  cheaper,  batter,  faster  as  if  they  invented 
it  That  very  same  philosophy,  however,  has  be-in  the  basis  of  the  fledgling 
entrepreneurial  space  movement  for  the  past  de<:ade.  I  would  submit  that 
today's  NASA,  as  currently  organized,  is  funda;nentally  incapable  of  taking 
on  any  major  technological  challenge,  such  as  a  next  generation  reusable 
space  transportation  system,  and  delivering  it  on  schedule  and  within 
original  budget  projectioru. 

With  all  due  respect  to  the  agency's  management,  and  its  overseers  in 
the  Admiiustration,  I  do  not  Ounk  that  the  soludon  to  NASA's  problems  lies 
in  spawning  red  and  blue  teams,  or  hiring  additonal  consultants,  to  generate 
seemingly  endless  briefing  charts  on  the  strategic  direction  of  S\e  agency.  My 
own  experiaice  suggests  the  following  recommendations  to  initiate  the  type 
of  large  scale,  top  to  bottom  reforms  needed  at  the  agency: 

o         It  is  true  that  NASA  has  been  studiod  numerous  times  by 

assorted  commissions  and  study  grcups.  It  is  also  true  that  these 
groups  usually  involve  the  same  "inside  the  beltway" 
personalities  —  ex-NASA  officials,  ointractor  executives  and 
others  with  a  vested  interest  in  marginal  reform.  Now  is  the 
time  for  the  Congress  to  create  an  independent  task  force, 
composed  of  innovative  business  leaders  from  cutting  edge 
technology  industries,  innovative  p-jblic  policy  thinkers,  and 
ordinary  citizens  to  recommend  top  -to^ottom  changes  to  the 
ageruy  in  a  post  Cold  War  era.  Issue:?  to  be  explored  should 
iniclude  strategies  for  spinning  operztions  out  of  the  agency 
and  reshaping  it  to  focus  exclusively  on  R&D,  and 
identification  of  goals  that  excite  the  public  imagination, 
within  a  sltarply  reduced  budget  environment 

o         Creation  of  a  special  projects  office  tci  develop  reusable  rocket 
prototype  demonstrator  for  ultimate  operation  by  tiie 
commercial  sector.    A  "tiger  team"  involving  experienced 
representatives  ihrom  the  business  aiid  investment 
communities  should  be  formed  to  d*«vise  practical 
commercialization  strategy. 

o         Task  NASA  to  finalize  commercial  pricing  policies  for  private 
sector  use  of  Space  Shuttle  and  ihc  Space  Station.  The  longer 
this  issue  languishes  in  NASA's  in-tox  witiiout  action  ti>e 
more  difficult  it  will  be  to  persuade  tiie  investment  community 
that  the  government  is  serious  abou<  encouraging  private- 
public  sector  collaboration  in  space. 
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o  Immediately  direct  that  NASA's  suborbital  rocket  program  be 

privatized.  During  the  past  several  years,  commercial  firms 
have  proposed  comparable  services  at  competitive 
rates.  Their  proposals  have  been  rebviffed.  It  is  long  overdue  for 
the  NASA  leadership  to  initiate  and  implement  Hxe 
privatization  process. 

0         Terminate  the  Launch  Vehicles  Office  within  Code  X  A  series  of 
Presidential  and  Congressional  initiatives  have  reaffirmed  tiiat 
NASA  should  be  procuring  launch  services  rather  than 
overseeing  the  development  and  procurement  of  laimch 
vehicles.  The  function  of  this  office  is  an  anachxoiusm  and 
shoxild  be  abolished. 

o  During  the  last  few  years,  the  agency  has  been  suffering  from 
a  proliferating  technology  trax\sfer  infrastructure,  which  also 
supports  a  growing  cottage  industry  of  consultants  who  advise 
NASA  on  how  the  real  world  of  business  operates.  Privatize 
or  terminate  this  infrastructure.  (This  is  the  best  way  for  the 
technology  transfer  consultants  and  bureaucrats  to  learn  first 
hand  how  the  free  enterprise  world  operates!) 

o         Notwithstanding  all  the  talk  from  NASA  leadership  about  the 
importance  of  space  technology  investment  it  is  often  one  of 
the  first  line  items  to  be  raided  in  tir:ies  of  budget  shtxtfalis. 
Congress  should  seek  to  fence  off  ttv?  aeronautics  and  space 
technology  investment.   (At  the  same  time,  this  area  of  the 
budget  needs  to  be  reassessed  to  ensjre  tiut  monies  are  not  being 
diverted  to  uimecessary  "rice  bowl"  projects.) 

o  Support  major  overhaul  of  NASA  Field  Center  infrastructure. 

Consider  national  strategy  in  which  Centers  are  restructured 
and  consolidated  into  national  centei's  of  excellence  focused  on 
dual-use  techixologies.  Such  Centers  would  include  alliances 
witti  other  national  research  facilities.  Including  DOD  and  DOE, 
and  seek  to  minimize  duplication,  aeatively  leveraging 
resources.  Exclusive  foois  would  be  on  R&D  versus  operations. 

o         Congress  should  look  to  one  of  the  more  innovative  partnering 
strategies  funded  by  NASA  in  recent  years,  a  program  formerly 
called  Centers  for  Commercial  Development  of  Space. 
Approximately  $180  Million  has  been  invested  in  this  program. 
Several  of  the  partoerships  with  indiistry  and  universities 
represent  "crown  jewel"  examples  of  how  taxpayer  funds  can  be 
creatively  leveraged  to  get  maximum  return  on  dual-use  space 
teclmology  and  development  arid  transfer. 
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Mr.  Chainnarv  whether  or  not  the  Comirittee  pxirsues  any  of  these 
recommendations,  I  hope  that  FY  '96  is  the  start  of  a  major  reassessment  of 
the  NASA's  roles  aivl  missions.   As  NASA's  pest  achievements  have  shown, 
and  as  tine  more  recent  Oementine  and  DCX  projects  have  demonstrated, 
there  is  no  shorta^  of  talent  and  resources  available  in  our  industrial  base  to 
ensure  American  leadership  in  space.  The  question  before  the  political 
system  today  is  how  to  organize  a  NASA  that  is  an  enabler  rather  than  an 
impediment  to  developii\g  the  space  frontier  in  he  years  to  come. 

Fmal  iu3te:  Hiat  senior  NASA  official  wh«)  hung  up  on  me  fourteen 
years  ago  is  still  employed  in  that  same  position  it  the  agency. 

Thank  you  for  your  time  and  atto^tion. 

mUUHtMM 
II  ir  II  II  ti  n  ir 
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Maryland-based  firm  providing  investment,  business  and  market  planning 
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Mr.  Stadd  is  the  recipient  of  two  awards  from  the  Washington  Space  Business 
Roundtable.  He  is  also  a  recipient  of  the  1993  Lloyd  V.  Berkner  Award  by  the 
American  Astronautical  Society  "for  expanding  the  role  of  private  industry  in 
the  dvil  space  program." 
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Mr.  Lewis.  Gentlemen,  thank  you  for  very  interesting  and  pro- 
vocative commentary. 

I  think  it  will  be  appropriate  for  me  to  suggest  to  the  panel  as 
you  respond  to  questions  that  I  have  for  the  record  I  am  going  to 
defer  to  my  colleagues  for  their  questions  before  going  further  my- 
self. 

But  I  would  mention  that  over  the  years  we  have  ebbed  and 
flowed  in  this  committee  relative  to  NASA's  role,  appropriate,  effec- 
tive or  otherwise  competing,  as  you  suggested  with  housing,  with 
veterans,  et  cetera.  Nonetheless,  the  committee  has  been,  to  say 
the  least,  on  several  sides  of  the  question  of  how  it  should  compete. 
And  that  oftentimes  when  we  have  taken  a  position  that  essentially 
said  maybe  not  NASA  in  view  of  the  competition,  we  have  gone  to 
the  Floor  only  to  find  the  Floor  in  a  highly  bipartisan  way  to  re- 
verse that  decision. 

We  struck  a  bipartisan  agreement  in  the  last  Congress  that  ap- 
peared to  put  us  on  a  pathway  that  would  lead  to  stabilized  fund- 
ing over  time.  We  now  find  ourself  post-November  8  in  an  entirely 
different  circumstance  with  different  questions  to  be  asked  one 
more  time. 

We  are  looking  for  your  input  with  that  background.  All  of  our 
agencies  are  being  asked  to  take  a  look  at  why  they  exist  in  the 
first  place,  a  zero-based  budgeting,  rather  than  assuming  they 
should  continue  to  exist.  In  the  meantime,  I  would  urge  you  not  to 
presume  that  if  there  is  no  NASA  that  automatically  funds  would 
be  available  for  other  scientific  programs. 

Mr.  Stokes. 

Mr.  Stokes.  Thank  you  very  much,  Mr.  Chairman.  Let  me  join 
in  your  commendation  of  the  witnesses  for  their  testimony  here 
this  morning. 

Dr.  Hudgins,  I  might  start  with  you.  I  have  been  on  this  sub- 
committee for  about  20  years  and,  to  my  knowledge,  this  is  the  first 
time  I  have  heard  testimony  from  the  Cato  Institute.  Am  I  correct 
that  this  is  your  first  time  testifying? 

Mr.  Hudgins.  This  is  my  first  time  testifying  before  this  commit- 
tee. 

Mr.  Lewis.  Is  it  the  first  time  for  Cato,  do  you  know? 

Mr.  Hudgins.  I  am  not  sure.  I  haven't  been  in  Cato  for  the  whole 
period  of  time.  I,  actually,  personally  testified  on  the  Celeste  Com- 
mission report  about  three  years  ago  on  state  science,  and  I  actu- 
ally made  some  analogies  with  what  NASA  was  doing  versus  what 
the  Celeste  Commission  did. 

But  this  is  the  first  time  that  I  or  possibly  anyone  from  Cato  has 
testified  on  this  issue. 

Mr.  Stokes.  Tell  me,  just  for  my  own  edification,  what  does  Cato 
do?  What  is  the  purpose? 

Mr.  Hudgins.  Its  is  a  public  policy  research  organization,  like 
Brookings  or  American  Enterprise  Institute.  Very  free-market  ori- 
ented. We  call  ourselves  classical  liberal  or  Jeffersonians.  We  tend 
to  be  both  free  markets  and  tend  to  believe  in  social  freedoms  as 
well,  which  differentiates  us,  I  think,  from  some  of  our  conservative 
colleagues. 

Mr.  Stokes.  I  see. 
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Mr.  HUDGINS.  We  also,  by  the  way,  are  the  publishers  of  Regula- 
tion Magazine  which  the  American  Enterprise  Institute  used  to 
have,  and  we  basically  bought  that  off  of  them  in  1990,  so  we  pub- 
lish Regulation. 

PRIVATE  FINANCING  OF  RESEARCH  FACILITIES 

Mr.  Stokes.  Okay.  I  appreciate  that. 

I  saw  on  page  8  of  your  formal  statement  that  you  sort  of  praise 
the  pioneering  research  in  space  activities  funded  by  the  private 
sector;  and  you  note,  of  course,  the  secret  is  that  in  the  past  the 
tax  structure  allowed  the  Carnegies  and  Rockefellers  and  others  to 
amass  fortunes  that  were  used  to  fund  research  facilities,  univer- 
sities and  exploration  to  the  furthest  parts  of  the  earth. 

Mr.  HUDGINS.  Uh-huh. 

Mr.  Stokes.  Are  you  advocating  a  return  to  the  time  before  the 
income  tax  that  has  brought  us  the  kind  of  benefits  the  Nation  has 
derived?  Is  that  what  you  are  after? 

Mr.  HuDGlNS.  I  think  it  would  be  great  to  go  back  before  the  in- 
come tax,  and  I  understand  Mr.  Archer  is  exploring  that  possibility 
right  now.  That  I  suspect  is  for  another  committee  to  consider. 

But  what  I  am  suggesting,  actually — and  I  am  beginning  to  con- 
duct more  research  at  the  Cato  Institute  in  the  whole  area  of 
science,  funding  basic  research.  And  one  of  the  things  I  am  going 
to  be  looking  at  and  contracting  out  in  more  detail  is  to  look  at  how 
projects — whether  universities,  whether  medical  research,  what- 
ever— was  done  in  the  past  and  look  in  some  detail  and  try  to  docu- 
ment it  and  suggest  not  only  for  something  like  space  but  for  other 
basic  research  how  we  might  change  the  tax  code,  how  we  might 
change  other  things  to  enable  this — this  sort  of  research  that  we 
probably  all  agree  is  a  good  idea.  So  we  will  be  coming  forward 
with  more  information  on  those  kinds  of  issues  in  the  future. 

Mr.  Stokes.  The  Cato  Institute  is  a  501(c)(3)  organization? 

Mr.  HUDGINS.  Correct. 

Mr.  Stokes.  Under  the  tax  code  you  get  a  break. 

Mr.  HUDGINS.  It  is  the  same  as  Brookings  or  CEI  or  others  in 
town. 

Mr.  Stokes.  You  state  in  your  testimony  the  Langley  Research 
Center  in  Langley,  Virginia,  could  conduct  basic  research  and  de- 
sign in  aeronautics  without  NASA.  From  where  do  you  think  the 
financing  for  that  would  come? 

Mr.  HUDGINS.  What  I  suggest  in  that  section,  assuming  you  are 
not  going  to  zero  out  the  NASA  budget  tomorrow,  that  what  you 
do  in  a  sense  is  devolve  functions  in  a  transition.  In  other  words, 
that  if  you  have  ongoing  projects  and  you  want  to  keep  them  going, 
then  you  basically  let — ^you  continue  to  appropriate  the  money  but 
go  ahead  and  do  it  straight  to  the  Langley  Research  Center.  Or  to 
the  Jet  Propulsion  Laboratory  would  be  the  other  example  that  I 
use. 

In  other  words,  in  a  sense,  you  cut  off  the  head  of  NASA.  You 
let  some  of  the  other  functions  continue  but  at  a  kind  of  a  lower, 
more  autonomous  level  as  a  transition. 

And  because  I  think  it — it  probably  is  unrealistic  to  think  you 
are  going  to  zero  out  a  budget  like  NASA's,  okay?  So  if  you  want 
to  seriously  move  in  the  direction  of  private  sector  alternative,  get 
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rid  of  the  head  of  NASA,  go  ahead  and  keep  JPL  for  a  while,  let 
them  continue  planetary  missions,  keep  some  of  the  others,  fund 
them  directly. 

Mr.  Stokes.  Mr.  Stadd,  let's  turn  to  you  for  a  moment. 

On  page  3  of  your  testimony,  you  say  some  people  question  the 
fact  that  NASA  is  funded  in  the  same  appropriations  bill  that  pro- 
vides for  the  departments  of  Housing  and  Urban  Development  and 
Veterans  Affairs. 

Mr.  Stadd.  Yes. 

Mr.  Stokes.  Do  you  also  believe  that?  You  say  some  people. 
Meaning  you? 

Mr.  Stadd.  No.  I  think  it  is  appropriate. 

Mr.  Stokes.  So  you  agree  with  where  it  is  now. 

Mr.  Stadd.  I  sure  do. 

NASA  SUPPORT  FOR  COMMERCIAL  INDUSTRIES 

Mr.  Stokes.  Okay,  good. 

You  also  note  on  the  same  page  your  belief  that  a  commercial 
company  received  inadequate  support  from  NASA  during  the 
1980s.  What  type  of  support  do  you  mean?  Are  you  talking  about 
financial  support? 

Mr.  Stadd.  Two  areas:  One,  at  the  time  the  proposal  called  for 
the  Agency  to  act  as  an  anchor  tenant.  The  Agency,  after  all,  was 
in  the  business.  It  is  the  primary  actor  in  the  civil  space  arena. 
And  the — one  of  the  fundamental  customer  bases  for  that  would 
have  been  NASA's  research  involving  precursor  space  station  work. 

The  other  area  of  interest  by  these  folks  was  in  the  still-emerging 
materials  processing  area,  and  there  was  some  hope  that  this  re- 
search platform  over  time  would  lead  to  commercial  products  and 
services.  Clearly,  the  Agency  would  have  a  role  as  a,  quote,  un- 
quote, anchor  tenant. 

Mr.  Stokes.  I  also  note  that  in  your  formal  testimony  you  were 
quite  critical  of  NASA's  use  of  so  many  consultants. 

Mr.  Stadd.  Yes,  sir. 

Mr.  Stokes.  And  I  am  sure  you  well  may  have  a  good  point  in 
that  sense  because  others  have  questioned  the  same  thing. 

Now,  you  worked  at  one  time  for  NASA,  did  you  not? 

Mr.  Stadd.  That  is  correct. 

Mr.  Stokes.  For  how  long? 

Mr.  Stadd.  Oh,  a  brief  tenure.  From  approximately  October  of 
1992  until,  coincidently,  January  of  1993  when  there  was  a  certain 
transition  in  Washington.  I  went  from  the  National  Space  Council 
over  to  the  Agency  and  then,  when  there  was  a  change  in  the  ad- 
ministration, I  left  at  that  point.  I  held  a  political  or  a 

Mr.  Stokes.  Political  appointment? 

Mr.  Stadd.  That  is  correct. 

Mr.  Stokes.  Other  than  the  time  when  you  were  an  employee  of 
NASA,  you  have  not  received  any  type  of  funds  from  NASA. 

Mr.  Stadd.  No.  That  is  correct. 

Mr.  Stokes.  Okay. 

Mr.  Stadd.  With  one  exception.  Back  in  the  1970s,  I  was  in- 
volved in  a  small  project  that  was  funded  by  NASA. 

Mr.  Stokes.  What  now?  I  am  sorry? 
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Mr.  Stadd.  I  was  involved  with  a  project  that  was  funded  by 
NASA  back  in  the  1970s  that  looked  at  issues  associated  with  de- 
velopment of  space. 

Mr.  Stokes.  Was  that  as  a  consultant? 

Mr.  Stadd.  That  was  as  a  consultant,  yes. 

Mr.  Stokes.  Were  you  paid? 

Mr.  Stadd.  Yes.  I  worked  with  an  institute  that  we  had  founded 
at  Georgetown,  and  part  of  that  funding  was  from  NASA  at  the 
time. 

FISCAL  predictability  FOR  NASA 

Mr.  Stokes.  I  see.  Thank  you. 

Mr.  Chairman,  if  I  still  have  time,  I  have  another  question  of  Mr. 
Logsdon. 

Mr.  Lewis.  Yes. 

Mr.  Stokes.  Thank  you. 

Dr.  Logsdon,  on  the  second  page  of  your  testimony,  you  state 
that  you  believe  the  time  has  come  to  give  NASA  some  fiscal  pre- 
dictability within  which  to  continue  its  own  radical  transformation 
from  within.  I  think  I  am  quoting  you  correctly. 

Mr.  Logsdon.  That  is  correct,  sir. 

Mr.  Stokes.  I  am  sure  every  program  manager  in  government 
today  would  like  to  have  more  fiscal  predictability  than  in  today's 
current  budget  climate  which  you  have  heard  quite  a  bit  about  here 
this  morning.  Are  you  saying  you  think  NASA  should  be  given  spe- 
cial treatment  in  our  budget  deliberations? 

Mr.  Logsdon.  Well,  Mr.  Stokes,  I  think  that  comment  in  my  tes- 
timony has  to  be  put  in  the  context  of  the  words  that  went  before 
it — the  drastic  downsizing  of  NASA's  outyear  budgets  over  the  past 
five  or  six  years  from  a  budget  profile  that  would  go  up  to  $30  bil- 
lion a  year  at  the  end  of  five  years  or  so  to  one  that  now  is  $14 
billion  and  shrinking.  So  there  has  been  this  remarkable  shortfall 
in  outyear  planning  wedge — to  use  the  jargon. 

My  argument  I  guess,  first,  is  a  substantive  argument  that  it  is 
going  to  be  difficult  to  have  a  high-quality,  comprehensive  space 
program  with  significant  additional  budget  reductions.  So  I  think 
the  policy  decision  is  what  kind  of  space  program — government 
space  program — the  country  wants  and  then  the  subsequent  budget 
decision  to  provide  enough  predictability  so  that  you  can  plan  that 
kind  of  program. 

Mr,  Stokes.  Thank  you,  gentlemen. 

Thank  you,  Mr.  Chairman. 

Mr.  Lewis.  Thank  you,  Mr.  Stokes. 

Mr.  Hobson. 

MR.  GOLDIN'S  role  IN  RESTRUCTURING  NASA 

Mr.  Hobson.  Thank  you,  Mr.  Chairman. 

I  sit  here  a  little  confused  and  concerned.  I  have  not  been  on  this 
committee  before,  but  I  have  dealt  with  this  issue  since  I  have  been 
in  Congress.  This  is  my  third  term. 

And  we  went  out  and  found — and  I  guess  my  concern  is  this.  Dan 
Goldin  seems  like  the  kind  of  guy  you  would  go  out  and  pick  to  run 
something.  He  worked  at  Cleveland  at  the  center,  worked  at  TRW, 
private  sector  sort  of  guy,  but  understands  the  Agency. 
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But  I  don't  see — and  your  testimony  comes  in  and  you  read  in 
the  paper — I  don't  see  an  effort  of  where  we  are  going  or  did  we 
not  give  him  the  right  tools?  Is  it  that  the  budget  is  so  in  flux  that 
they  can't  get  control?  If  he  did  all  the  things  that  are  here — I  am 
sure  he  thinks  a  lot — from  talking  to  him,  I  think  he  thinks  a  lot 
along  these  lines.  At  least,  my  impression  is  that  he  does. 

And  so  I  guess  I  am  concerned.  What  is  it?  Lack  of  stability  from 
the  Congress?  Is  it  a  lack  of  understanding  by  the  public  of  where 
we  are  going,  a  lack  of  understanding  by  us? 

Because  if  I  were  going  to  go  out  and  look  for  somebody  to  run — 
and,  obviously,  two  presidents  have  said  this  is  the  kind  of  guy 
that  we  think  ought  to  be  able  to  do  this  thing  and  get  some  control 
here.  But  I  sense  in  myself  and  in  the  public  and  ever3rwhere  else 
that  there  is  uneasiness  about  what  we  are  doing  and  the  money 
we  are  spending,  especially  in  these  times. 

These  things  are  good.  But  even  if  we  do  these,  we  still  got  a 
problem  even  if  we  do  what  you  want  to  do,  even  if  we  do  what 
these  guys  want  to  do.  There  is  something  missing.  I  don't  know — 
can  you  enlighten  me  from  your  perspective  what  it  is  that  we  are 
missing? 

He  would  say  we  look  more  at  the  private  sector.  And  I  would 
agree  with  some  of  that.  But  that  isn't  always  the  answer  because 
I  look  at  some  of  the  programs  that  the  private  sector  has  been 
helping  us  come  up  with  in  flying  and  some  places,  and  it  ain't  too 
good. 

But  this  Agency,  you  know,  we  want  to  explore.  We  want  to — 
man  has  a  basic  instinct  in  moving  forward  in  these  types  of  thing. 
I  would  say  men,  women  or  society  does. 

But  something  is  dramatically  wrong  in  the  focus  in  this  admin- 
istration. How  do  we  change  that?  What  do  we  do?  We  have  tried 
with  the  personality.  So  far  that  hasn't  worked.  What  do  we  do? 

It  is  a  long  question,  but  it  relates  to  the  basic  essence  of  this 
particular  Agency,  I  think. 

Mr.  LOGSDON.  It  deserves  a  longer  answer  than  we  have  time  for 
this  morning,  too,  Mr.  Hobson. 

I  think  the  fundamental  problem  was  how  badly  wrong  NASA 
had  gone  during  the  1970s  and  1980s.  And  when  Mr.  Goldin  ar- 
rived, his  first  priority  necessarily  before  you  could  do  anything 
positive  for  the  future,  is  fix  the  problems  of  the  past.  And  I  think 
that  is  where  his  concentration  has  been  over  the  past  several 
years  is  trying  to,  from  within,  restructure,  reform,  reinvigorate, 
scare  to  death  elements  of  this  Agency  to  get  it  back  to  where  it 
can  do  positive  things. 

Mr.  Hobson.  You  think  he  was  a  good  pick. 

Mr.  LoGSDON.  Oh,  yeah.  I  have  had  the  privilege  of  working  with 
every  NASA  administrator  in  one  form  or  another,  never  as  a  con- 
sultant, I  think,  since  Keith  Glennan. 

And  I  think  when  the  history  of  NASA  is  written  100  years  from 
now  Dan  Goldin  will  be  very  up  close  to  the  top  of  the  hierarchy 
of  people  that  have  really  influenced  the  Agency.  It  is  just  that  one 
person  by  himself  reshaping  a  program  without  a  firm  political  con- 
sensus of  where  it  is  supposed  to  be  going  with  an  ingrained  habit 
of  doing  business  in  nonfunctional  ways  is  fighting  a  real  battle.  I 
think  he  has  won  large  portions  of  those  battles. 
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If  you  go  talk  to  people  that,  as  I  said  in  the  testimony,  that 
knew  NASA  five  or  eight  years  ago  and  look  at  it  today,  I  think 
most  people  will  say  it  is  a  dramatically  changed  place. 

I  know  Courtney  says  the  changes  are  at  the  margin.  I  guess  we 
disagree  on  that. 

Sure,  the  Agency  needs  some  focus  for  its  future.  It  has  got  one. 
We  are  going  to  build  a  space  station.  We  are  going  to  do  it  in  part- 
nership with  all  the  other  spacefaring  countries  of  the  world.  That 
is  important.  It  is  going  to  do  an  earth  observation  program  of 
high-quality  science.  It  is  going  to  do  small  missions — small  in 
NASA  terms  still  being  $150  million — in  science. 

So  there  are  good  things  coming  out  of  the  Agency.  But  there  is 
a  residual  of  the  mortgages  and  negatives  of  the  past  two  decades 
that  has  to  be  swept  away  first. 

Mr.  Stadd.  Mr.  Hobson,  a  couple  of  observations. 

One,  Dan  Goldin  I  think  was  a  good  pick.  When  I  was  at  the 
Space  Council,  we  were  part  of  the  process  of  hiring  him.  He  is  a 
very  good  interview.  He  is  a  brilliant  spokesman. 

But  I  think  a  couple  of  observations.  One,  he  was  chosen  very 
late  in  the  game.  I  will  remind  the  committee  he  was  chosen  in 
April  of  1992,  some  months  before  the  election.  It  took  Dan  a  cou- 
ple of  months  to  get  going.  Momentum  was  lost. 

And  I  will  never  forget  when  I  think  it  was  Senator  Mikulski,  in 
July  of  1992,  roughly,  said  there  will  be  no  personnel  movement 
until  after  the  election.  I  think  that  basically  froze  him  for  a  con- 
siderable period  of  time. 

He  then  goes  through  the  insecurity  of  a  new  administration.  A 
number  of  months  are  lost  trying  to  plug  himself  back  into  a  new 
White  House.  We  all  know  the  fundamental  problem  when  you  are 
chosen  by  the  other  party  and  suddenly  a  new  team  moves  in.  Mo- 
mentum was  lost. 

I  think  to  his  credit  he,  with  very  little  support  and  backing  at 
the  time,  given  the  transition  period,  did  an  effective  job  of  trying 
to  move  the  ball  and  introduce  change  into  the  Agency. 

I  am  not  convinced  that  today's  administration  gives  space  a  par- 
ticularly high  priority.  I  have  written  a  lot  of  speeches  in  my  time 
for  administration  officials  who  have  come  up  to  Congress  to  talk 
about  how  committed  they  are  to  space,  but  I  believe  that  behind 
the  scenes,  this  administration's  rhetoric  notwithstanding,  that 
there  is  not  exactly  a  high  profile  priority  for  this  president.  I  have 
not  seen  the  evidence  of  it.  I  think  the  administrator  is  hobbled  by 
the  fact  that  he  doesn't  have  the  type  of  support  he  might  need. 

Secondly,  he  is  also  hobbled  by  a  bureaucracy  that  has  about  30 
years  ahead  of  him.  They  have  been  able,  over  30  years,  to  perfect 
the  art  of  gamesmanship;  and  they  have  been  in  a  defensive  mode 
almost  since  the  Mercury  program.  He  is  dealing  with  a  lot  of  folks 
out  there  who  have  a  lot  of  rice  bowls  who  have  learned  how  to  pro- 
tect them.  So  very  difficult  for  one  man,  I  think,  to  do  it. 

Another  observation:  Very  hard  for  the  American  public  to  get 
particularly  excited  about  programs  that  seem  to  really  be  in  con- 
trol or  managed  by  some  abstract  entity  with  people  who  require 
Ph.D.s  and  all  sorts  of  exotic  disciplines.  I  think  there  is  a  question 
here  of  the  American  public  feeling  disenfranchised  from  their  pro- 
gram. 
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I  am  sure  all  of  us  remember  growing  up  in  the  Gemini  and 
Apollo  era.  We  had  a  sense  which  we  have  lost.  The  excitement  of 
the  DCX  and  Clementine  program  was  that  it  was  small.  It  was 
quick.  The  American  people  were  able  to  see  a  quick  return  on  the 
dollar  in  a  relatively  short  period  of  time  rather  than  these  large, 
complex  projects  that  Dan  is  attempting  to  combat.  But  it  is  a  very 
tough  issue.  And  I  do  think  Congress  has  an  opportunity  to  per- 
haps fill  a  vacuum  that  I  don't  believe  the  administration  at  this 
point  is  doing  a  good  job  of  filling. 

One  quick,  last  observation.  To  just  demonstrate  the  beseiged 
mentality  at  the  Agency  continues,  they  are  right  now  reviewing 
proposals  for  something  called  the  Discovery  Program,  which  would 
be  the  Agency's  first  astroid  fly-by. 

One  of  the  proposals  is  from  the  team  that  brought  you  Clem- 
entine. They  are  calling  this  the  Oracle  Program.  I  will  be  very  in- 
terested to  see  how  that  selection  process  goes.  Because,  if  past  his- 
tory is  any  guide,  there  is  going  to  be  a  lot  of  not-invented-here 
going  on  among  the  field  centers.  Because  that  team  was  able  to 
bring  it  in,  the  project,  with  a  very  small  team,  a  couple  hundred 
people — we  are  not  talking  about  several  thousand  people — was 
able  to  bring  it  in  for  a  fraction  of  the  dollars  that  the  Agency,  as 
constructed  today,  would  claim  to  this  Congress  is  required.  So  I 
would  please  ask  the  committee  to  watch  that  particular  solicita- 
tion regarding  the  Discovery  Program  very  closely. 

Mr.  HUDGINS.  I  will  just  add  very  quickly  I  agree  about  the  im- 
portance of  the  quest  for  knowledge.  Aristotle  opens  his  meta- 
physics by  saying,  all  men  by  nature  desire  to  know,  and  goes  on 
to  say  that  is  what  differentiates  humans  from  every  other  species, 
that  we  wonder  about  the  universe  and  want  to  know. 

I  think  the  problem  with  NASA  as  an  agency  is  that  it  really  is 
a  matter  of  if  the  government  is  running  the  projects,  you  have 
fundamental  difficulties.  They  tend  to  be  industry-  and  bureauc- 
racy-driven. 

And  we  could  go  through  and  give  you  many  examples  of  how 
that  is  the  case,  including  when  during  the  Bush  administration 
people  inside  the  administration  were  trying  to  make  very  valid 
changes  and  even  questioning  the  nature  of  the  station — and  I 
know  that  it  was  the  fact  that  Rockwell  was  a  big  contractor,  and 
they  wanted  the  support.  That  is  why  the  thing  went  on  as  long 
as  it  did. 

Mr.  Goldin  seems  to  be  a  perfectly  good  administrator.  I  wouldn't 
blame  him  necessarily  for  the  problems.  I  would  say  the  problem 
is  more  fundamental,  and  I  would  hope  that  we  would  continue 
with  these  discussions  since  we  are  questioning  from  a  zero  base 
government  spending,  what  the  government's  role  should  be  in 
science  in  general. 

And  I  think  you  will  see  a  lot  of  these  entrepreneurial  ideas  that 
have  come  up  and  been  squashed,  even  recent  ones,  that  we  can 
give  you  examples  of  that  maybe  in  a  more  open  system  with  a  dif- 
ferent kind  of  NASA  or  no  NASA  at  all  would  flourish  and  excite 
the  public's  imagination. 

Mr.  Stadd.  Mr.  Chairman,  I  wonder  if  I  may  have  permission  to 
submit  to  the  record  an  interesting  essay  that  appeared  in  a  space 
trade  newspaper  called  Space  News,  and  it  is  an  editorial  written 
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by  a  gentleman  who  worked  with  the  Clementine  Program  and 
talks  about  some  of  the  problems  that  that  team  has  had  in  work- 
ing with  the  Agency. 

Mr.  Lewis.  We  would  be  happy  to  receive  your  comments,  other 
input  for  the  record  as  well. 

[Clerk's  note. — Mr.  Stadd  has  not  submitted  the  subject  article 
at  time  of  printing.] 

Mr.  Lewis.  I  might  mention  as  I  go  to  Mr.  Knollenberg,  we  have 
heard  from  this  Director,  Mr.  Goldin.  I  find  it  interesting  that 
President  Clinton  has  spent  more  time  with  the  Director  than  any 
President  since  Lyndon  Johnson. 

And  there  is  little  question  that  in  the  last  two  congresses,  as  the 
station  has  had  its  own  problems,  in  both  instances.  Bush  and 
Clinton,  the  Vice  Presidents  were  given  charge  and  without  their 
cooperation,  those  programs  likely  would  have  gone  down  a  dif- 
ferent pathway. 

I  would  submit  at  least  your  testimony  suggests  that  there  is 
continuing  work  they  must  do  if  they  are  going  to  compete  well  in 
this  new  environment. 

Mr.  Knollenberg. 

CANDIDATES  FOR  PRIVATIZATION 

Mr.  Knollenberg.  Mr.  Chairman,  thank  you.  Gentlemen,  thank 
you. 

My  colleague,  Mr.  Hobson,  made  some  reference  to  the  rush  to 
privatize,  and  sometimes  that  is  good.  Obviously,  those  of  us  who 
have  come  from  the  private  sector  think  that  is  good.  As  he  pointed 
out,  sometimes  the  plan  can  go  awry  in  certain  instances.  Mr. 
Stadd,  in  your  testimony,  you  make  reference  to,  both  on  the  face 
page  and  I  think  internally,  the  move  to  privatize  the  space  shuttle 
and  the  space  station.  The  space  station — and  help  me  a  little  bit 
here  on  the  terminology  because  I  am  just  coming  aboard,  some  of 
these  terms.  I  know  there  is  deep  space  or  outer  space,  and  there 
is  suborbital. 

Mr.  Stadd.  Right. 

Mr.  Knollenberg.  The  space  shuttle  would  be  suborbital. 

Mr.  Stadd.  Would  be  in  earth  orbit,  right. 

Mr.  Knollenberg.  Would  you  sense  the  wisdom  of — if  you  are 
going  to  privatize,  would  you  start  first  with  the  shuttle  because 
it  tends  to  be  not  just  closer  to  earth  but  there  seems  to  be  more 
opportunities?  In  effect,  we  can  see  ourselves  benefiting  by  some  of 
those.  Outer  space,  there  is  not  that  driving  need  to  get  it  done  to- 
morrow. I  mean,  we  have  got  a  long  way  to  go  in  terms  of  what 
is  out  there. 

Do  you  see  a  compelling  reason  to  privatize  the  space  shuttle  in 
a — let's  say,  more  so  than  the  space  station  or  any  activity  beyond? 
It  looks  to  me  like  you  want  to  privatize  both  or  at  least  you  want 
to  move  in  that  direction  or  maybe  you  want  to  privatize  parts  of 
it.  Would  you  explain,  please? 

Mr.  Stadd.  Sure.  Thank  you. 

Let  me  preface  by  saying  that  I  would  like  to  see  the  Agency  be 
moved  as  much  as  possible  out  of  an  operational  role.  I  think  that 
is  where  it  gets  in  trouble. 
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I  get  a  reminder  back  in  the  1950s,  before  the  Eisenhower  then 
the  Kennedy  administrations  moved  the  Agency  into  the  form  we 
know  it  today,  there  was  something  called  the  National  Aero- 
nautics Council. 

Mr.  LOGSDON.  National  Advisory  Committee  on  Aeronautics. 

Mr.  Stadd.  That  was  very  much  university-industry  led,  lean 
and  mean.  We  then  had  this  paroxysm  in  the  activity  that  led  to 
the  field  centers  and  all  the  infrastructure  that  we  have  been  allud- 
ing to. 

Another  historical  note:  Back  in  the  early  1960s  when  we  were 
first  talking  about  launching  satellites,  the  private  sector  expressed 
interest  in  launching  those  satellites.  It  was  a  very  natural  exten- 
sion from  the  aviation  side. 

A  decision  was  made  at  the  time — I  am  sure  defensible  given  the 
circumstances — that  the  Agency  ought  to  be  the  launcher  of  pay- 
loads,  commercial  and  governmental,  one  of  the  arguments  being 
that  maybe  this  is  one  way  to  cost  recover  some  of  the  taxpayers' 
money  in  space  exploration,  put  us  on  a  trajectory. 

So  that  suddenly,  in  the  1980s,  we  were  confronted  with  a  space 
shuttle  whose  costs  were  out  of  control,  launching  commercial  and 
civil  payloads;  and  it  took  the  trauma  of  the  Challenger  accident 
and  an  awful  lot  of  tugging  and  pulling  both  by  Congress  and  the 
administration  at  the  time  to  finally  put  a  stop  to  the  Agency  com- 
bining both  payloads  on  a  shuttle.  And  that  is  when  we  created 
what  is  today  is  the  privatized,  expendable  launch  vehicle  industry 
to  get  the  Agency  out  of  operations. 

I  would  caution  the  committee  when  it  comes  to  space  station  as 
much  as  possible  to  try  to  keep  the  Agency  out  of  it.  I  think  that 
in  terms  of  privatizing  space  shuttle — I  work  in  the  investment 
field.  That  would  be  a  huge  challenge  today,  I  think. 

I  am  not  saying  there  isn't  the  capital  available.  But  to  try  to 
convince  a  capital  group  today  that  the  shuttle  can  be  privatized, 
given  the  instability  of  the  fiscal  situation,  I  think  would  be  very 
tough.  My  recommendation  in  the  launch  area  is  that  we  com- 
pletely compartmentalize  and  fence  the  Agency  out  of  the  oper- 
ational launch  business. 

There  have  been  some  very  interesting  concepts  floated  about  re- 
garding perhaps  setting  up  quasi  public-type  brokerage  services.  I 
have  not  looked  at  these  concepts  in  any  detail  so  I  am  not  in  a 
position  to  judge  their  merit.  But  there  may  be  some  creative  ways 
to  at  least  half  offload  the  launch  operational  picture,  the  govern- 
mental launch  side  off  the  government  roles. 

And  I  would  like  to  see  the  space  shuttle  looked  at  in  the  context 
of  trying  to  move  into  at  least  some  sort  of  semi-governmental 
arena. 

This  is  the  case  of  where  we  are  with  the  space  station.  There 
seems  to  be  a  certain  amount  of  momentum.  Many  of  us  in  the 
commercial  sector  question  whether  there  is  a  role  for  space  station 
in  the  commercial  business.  A  lot  of  us  would  prefer  to  have  a  plat- 
form that  doesn't  have  people  doing  acrobatics  on  it  and  so  forth. 
There  also  seems  to  be  more  of  a  foreign  policy  imperative  at  times 
than  a  commercial  imperative. 

Having  said  all  that,  I  do  think  there  is  merit  to  Chairman  Walk- 
er's thoughts  about  taking  the  space  station,  making  it  the  hub  of 
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an  industrial  park  in  earth  orbit  and  then  focusing  on  the  private 
sector  to  provide  the  utiUties  and  the  other  supporting  infrastruc- 
ture. 

Mr.  Knollenberg.  The  gentleman  from  Cato,  if  you  would, 
please.  And  then  I  will  come  back  and  get  your  comments,  too.  And 
you  might  comment  about — in  regard  to 

Mr.  Lewis.  If  you  have  any  time  left. 

Mr.  Knollenberg.  If  I  have  any  time  left,  and  the  Chairman 
will  see  to  drop  the  bell  if  that  is  the  case.  If  you  would. 

Mr.  HUDGINS.  Just  very  briefly,  I  would  start  probably  by  cutting 
the  space  station.  Mainly,  because  I  don't  believe  it  is  cost-effective. 
Goodwill  comes  from  it  I  think  only  in  the  sense  that  if  you  give 
government  money  and  say  spend  it,  you  will  be  able,  almost  by 
definition,  to  show  that  there  are  beneficiaries.  Okay?  Whether  it 
has  people  putting  bee  experiments  on  the  space  station  or  whether 
it  is  people.  Private  sector  payloads  that  go  up  for  a  cost  well,  well 
below  the  real  development  costs.  In  that  sense,  you  will  be  able 
to  show  benefits  of  the  station;  but  you  won't  be  able  to  show  cost- 
effective  benefits. 

Again,  this  is  the  analogy  of  putting  a  great  palace  in  the  sky 
when  maybe  a  few  log  cabins  are  what  you  need  to  begin  with  and 
then  you  build  up  to  your  bigger  facility. 

And  I  would  basically  start  by  questioning  the  station  again  and 
then  from  there  go  to,  well,  okay,  if  we  are  not  going  to  build  the 
station,  not  this  kind  of  station  anyway,  then  what  does  that  say 
for  our  launch  capacity  and  our  launch  needs?  Should  we  go  ahead 
and  keep  the  shuttles  in  operation  for  maybe  things  that  still 
might  need  that  kind  of  capacity  until  we  develop  other  launch  ve- 
hicles or  what? 

But  I  would  ask  the  question  about  launch  capacity  after  you 
make  a  decision  about  the  shuttle. 

By  the  way,  Courtney's  point  about  looking  at  alternatives  for 
platforms  I  think  is  a  good  one.  There  have  been  lots  of  good  ideas 
aside  from  the  station  he  mentioned. 

One  I  always  found  fascinating  is  why  not  put  the  tanks  of  the 
shuttle  into  orbit  instead  of  what  happens  now.  I  think  the  shuttle 
actually  has  to  drop  down  a  bit  to  drop  the  tanks  into  the  ocean 
where  they  break  up.  If  you  put  them  into  orbit,  you  would  literally 
have  a  great  big,  potentially  airtight  platform  that  could  be  home- 
steaded  by  someone. 

A  recent  science  fiction  book  that  is  considered,  by  the  way,  the 
best  technical  book  on  how  Mars  might  be  colonized.  Red  Mars  by 
Kim  Stanley  Robinson,  actually  has  the  ship  made  out  of  these 
shuttle  tanks  that  are  put  together,  capped  at  the  end,  and  some- 
body makes  something  inside. 

Mr.  Knollenberg.  Thank  you. 

My  time  has  expired.  I  am  sorry  about  leaving  you  out  in  the 
cold  on  that  one.  But,  Mr.  Chairman,  you  will  have  to  rule  on  that. 

Mr.  Lewis.  Thank  you.  I  appreciate  that. 

Mr.  Stokes  wanted  to  make  a  comment  relative  to  at  least  a 
piece  of  the  testimony. 
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PRESIDENTIAL  INTEREST  IN  SPACE  PROGRAMS 

Mr.  Stokes.  Thank  you,  Mr.  Chairman,  and  I  will  try  to  be  very 
brief. 

Mr.  Stadd,  let  me  just  say  to  you  that,  along  with  making  the 
adjustment  with  reference  to  the  November  8  election,  one  of  the 
adjustments  I  find  myself  making  is  to  witnesses  who  now  come  be- 
fore our  subcommittee  with  more  partisan  political  agendas.  And 
this  is  relatively  new  before  our  subcommittee. 

I  think  it  is  important  for  me  to  respond  to  your  statement.  I  re- 
alize that  you  are  a  former  political  appointee  under  the  Repub- 
lican party.  I  don't  think  any  of  us  have  any  problem  with  the  fact 
that,  in  a  country  that  has  a  two-party  system,  that  persons  are 
going  to  belong  to  both  parties.  And  I  have  no  problem  with  which 
party  you  have  selected,  as  I  am  sure  you  have  no  problem  with 
the  party  I  have  selected. 

But  I  think  that  when  you  appear  before  a  congressional  commit- 
tee and  you  make  statements  such  as  you  made  with  reference  to 
the  fact  that,  in  your  opinion,  this  administration  has  no  commit- 
ment to  the  space  program  and  that  it  is  mostly  rhetoric,  I  think 
the  record  ought  to  reflect  that  the  current  administration  has  been 
committed  to  the  space  program. 

Prior  to  assuming  the  chairmanship  of  this  subcommittee,  I  had 
voted  against  the  space  program  under  its  former  Chairman.  As 
Chairman  of  this  subcommittee,  I  supported  it  because  this  Presi- 
dent made  it  very  clear  that  this  was  important  to  his  goals  as 
President  of  this  country  and  particularly  it  was  related  to  his  for- 
eign policy  goals. 

Pursuant  to  that,  Mr.  Lewis,  who  is  the  current  Chairman  of  this 
committee,  and  I  sat  in  meetings  with  both  the  President  of  the 
United  States  and  the  Vice  President,  at  which  time  we  were  urged 
to  put  the  money  in  here  to  support  the  space  program  and  to  sup- 
port NASA. 

This  was  after  the  President  had  appointed  the  Best  Commis- 
sion, and  they  had  brought  in  a  report.  Then  we  had  gone  through 
a  relatively  lengthy  process  and  procedure  with  reference  to  the  se- 
lection of  the  design  they  had  recommended — or  a  combination  of 
that  design. 

So  I  just  think  that  it  is  important  for  the  record  to  reflect  the 
actual  facts. 

Mr.  Stadd.  Sir,  may  I  have  one  reaction? 

Mr.  Lewis.  You  have  got  30  seconds. 

Mr.  Stadd.  Okay.  Thank  you. 

I  appreciate  that,  Mr.  Stokes,  very  much;  and  I  apologize  if  in 
any  form  I  came  across  as  in  terms  of  partisanship.  Because  that 
clearly  is  not  the  intent  because  this  is  a  national  program,  after 
all.  I  am  aware  that  the  President,  in  fact,  I  think  has  met  with 
the  administrator  more  than  22  times  regarding  the  space  station; 
and  your  point  is  well  taken. 

I  only  would  suggest  that  I  could  almost  claim  that  our  adminis- 
tration as  well  perhaps  was  at  fault.  That  the  program  is  more 
than  just  a  space  station,  more  than  these  large  projects.  As  impor- 
tant as  they  are,  I  think  there  are  other  fundamental  issues  that 
I  think  require  bipartisan  scrutiny  and  analysis.  That  unless  they 
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are  looked  at  I  think  the  space  station  itself  is  going  to  have  dif- 
ficulty maintaining  constituency  in  the  years  to  come. 

Mr.  Lewis.  Thank  you.  Gentlemen  from  New  Jersey. 

Mr.  Frelinghuysen.  I  would  be  brief,  Mr.  Chairman. 

I  would  like  to  know  how  many  NASA  employees  are  in  the  audi- 
ence. Is  there  anybody  here  from  NASA? 

Just  hope  you  don't  mind  me  asking.  I  did  that  in  my  own  State 
legislature.  I  have  always  wondered  whether  the  agencies  actually 
followed  these  hearings. 

I  would  be  a  little  restless  if  I  were  a  NASA  employee,  based  on 
some  of  the  comments  that  have  been  made  here  today. 

I  think  if  we  are  considering  a  $14.3  biUion  budget — and  some 
of  those  that  have  testified  here  today  have  made  some  pretty 
strong  comments,  I  think  it  is  incumbent  on  us  to  take  a  look  at 
those  comments  and  to  see  whether  they  have  any  validity. 

I  get  worried  when  I  read,  and  I  quote  from  Mr.  Stadd's  com- 
ments, I  would  submit  that  today's  NASA  is  currently  organized  as 
fundamentally  incapable  of  taking  on  any  major  technological  chal- 
lenge, et  cetera,  et  cetera.  I  worry  about  that  type  of  statement,  but 
I  do  get  a  sense  from  being  down  here  that  there  have  been  many 
people  on  both  sides  of  the  aisle  in  and  out  of  NASA  who  have  con- 
cerns about  how  well  the  mission  has  been  run. 

But  with  this  type  of  investment  I  should  hope  that  we  would  be 
going  on  the  straight  and  narrow  and  have  a  defined  goal  of  where 
we  are  going.  I  don't  have  a  feeling  from  the  testimony  here  today 
we  know  exactly  where  we  are  going,  just  too  many  factors  out 
there.  It  is  a  substantial  investment  that  I  think  requires  that  we 
have  a  better  handle  on  where  we  are  going. 

Thank  you,  Mr.  Chairman. 

FREE  MARKET  TESTS  OF  COMMERCIALIZATION 

Mr.  Lewis.  I  might  well  start  with  a  couple  of  questions  for  the 
record,  and  we  will  terminate  this  preliminary  session  at  a  reason- 
able hour.  Longer  than  you  expected  but  at  a  reasonable  hour. 

I  have  a  number  of  questions  for  the  record  that  involve  input 
that  I  request  from  you  as  to  how  NASA's  existing  infrastructure, 
their  buildings,  facilities,  et  cetera,  fit  the  missions  of  NASA,  rec- 
ommendations I  would  hope  regarding  some  of  the  consolidation 
that  was  referred  to  earlier  and  has  been  a  part  of  our  question  in 
the  past — that  is,  fraught  with  politics,  regional  and  otherwise.  But 
we  hope  everybody's  budgeting  would  help  with  some  of  that. 

But  stepping  beyond  those  initial  questions,  as  the  Congress  tries 
to  determine  the  appropriate  level  for  funding  for  NASA,  alter- 
native ways  to  accomplish  space  activities  have  got  to  be  consid- 
ered. These  alternatives  may  include  changing  NASA's  relationship 
with  the  private  industries  as  has  been  suggested. 

I  might  mention  that  there  are  a  number  of  efforts  out  there  car- 
ried on  by  this  Director  that  would  look  to  that  very  transition.  It 
is  not  something  that  you  do  as  rapidly,  perhaps,  as  we  might  have 
liked  to  if  we  had  been  on  the  path  earlier  but  nonetheless  a  quest 
that  appears  to  have  great  potential.  What  activities  are  currently 
being  performed  by  NASA  which  you  believe  to  be  beyond  NASA's 
charter? 
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Mr.  LOGSDON.  Mr.  Lewis,  I  want  to  make  a  comment  that  is  re- 
sponsive to  that  question  and  to  some  of  the  proceeding  discussion 
really  aimed  at  the  new  Members  of  your  subcommittee  because 
you  and  Mr.  Stokes  have  heard  lots  of  this  before. 

There  are  lots  of  people  that  advocate  free  market  test  in  privat- 
ization of  the  space  program;  and  then,  when  the  market  test  says 
that  an  idea  is  no  good,  they  blame  NASA.  I  mean,  the  market  has, 
in  a  lot  of  ideas  of  things  that  could  be  commercial  in  space,  has 
rejected  them  because  of  the  merit  of  the  idea,  not  because  of  a  re- 
calcitrant bureaucracy. 

You  have  to  really  penetrate  into  a  particular  idea  and  see  where 
the  reality  is.  Sometimes  it  is  NASA  that  is  the  problem,  but  when 
there  is  money  to  be  made  in  space  these  days,  the  money  is  there. 

Courtney  mentioned  things  like  Eridium.  These  low  earth  orbit 
communications  satellites — has  nothing  to  do  with  NASA — is  going 
to  make  somebody  a  lot  of  money,  is  using  space  for  a  very  direct 
commercial  purpose,  going  forward,  no  problem. 

Mr.  Lewis.  I  would  be  very  interested  in  all  of  your  input  regard- 
ing some  of  the  efforts  that  are  just  before  us.  The  X-33,  X-34 
processes  provide  interesting  opportunities  to  lead  to  privatization. 

Mr.  LoGSDON.  They  are  real  experiments  of  doing  business  in  a 
different  way.  The  government  goes  back  to  the  traditional  NACA 
role  of  doing  technological  risk  reduction  and  then  ask  the  private 
sector  to  take  over  the  program,  put  up  up-front  money  but  asking 
the  government  to  commit  to  be  the  customer.  Can  we  work  a  long- 
term  relationship  like  that  with  government  and  industry  trusting 
one  another?  Tough  problem. 

Mr.  Lewis.  Different  form  of  loan  guarantee. 

Mr.  LoGSDON.  Well,  that  is  what  most  privatization  is,  after  all. 
We  talk  about  privatizing  the  shuttle,  but  who  is  going  to  pay  for 
the  shuttle?  The  shuttle  customer  is  still  the  government.  It  is  just 
laundering  the  public  money  to  the  private  sector  in  a  different 
way. 

Mr.  Lewis.  Mr.  Stadd. 

Mr.  Stadd.  One  area  that  I  mention  in  the  area  of  technology 
transfer,  these  are  not  big  dollars.  And  I  do  think  that  we  have  a 
responsibility  to  see  a  return  on  our  investments  in  the  form  of 
transfer,  and  there  have  been  so  many  over  the  last  30  years  in  the 
space  program. 

But  I  am  very  troubled  by  this  infrastructure  that  seems  to  be 
out  of  control  at  the  Agency.  Everywhere  you  turn  there  is  another 
center,  a  little  mini-institute  or  something  concerned  with  tech 
transfer.  And  we  seem  to  be  developing  a  cottage  industry  of  people 
that  are  feeding  out  of  the  proverbial  trough  in  terms  of  public 
money. 

And  I  am  questioning  why  can't  most  of  that  be  done  in  the  form 
of— by  the  private  sector.  This  is  not  to  say  that  the  Agency  doesn't 
have  a  legitimate  function  and  that  there  shouldn't  be  an  entity 
somewhere  whose  job  is  to  track  so-called  spin-offs  in  tech  transfer. 

I  think  we  have  gone  from  one  extreme  to  the  other.  I  think  the 
committee  may  want  to  take  a  look  at  the  tech  transfer  process.  I 
think  that  it  is  something  that  could  be  done  more  effectively  out- 
side the  Agency. 
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Mr.  Lewis.  Have  any  of  you  spent  any  effort,  maybe  can  make 
a  contribution  regarding  opportunities  for  reducing  NASA's  funding 
needs  through  this  new  international  effort  that  we  are  involved  in 
presently? 

Mr.  LoGSDON.  Well,  I  think  it  is  an  illusion  that  international  co- 
operation is  likely  to  save  money,  and  that  is  not  the  reason  to  do 
it.  It  spreads  the  cost  across  more  participants,  but  it  increases  the 
total  cost.  And  so  the  break-even  point  in  terms  of  cost  reduction 
is  often  not  very  far  away. 

On  the  other  hand,  I  think  cooperation  is  the  only  way  we  are 
going  to  do  some  of  these  very  ambitious,  long-range  science  and 
exploration  projects  with  no  either  short-term  political  or  commer- 
cial prospects.  And  so  I  think  we  do  it  to  share  the  burden,  but  the 
notion  that  it  is  going  to  -  shave  immense  amounts  of  money  off 
the  NASA  budget  I  think  is  a  kind  of  an  illusion. 

Mr.  Lewis.  Just  add  one  thing.  By  the  way,  I  agree  market  tests 
indeed  shoot  down  silly  ideas.  Unfortunately,  when  NASA  has  a 
silly  idea,  they  don't  often  get  shot  down  because  again  you  have 
the  bureaucratic  impetus  and  momentum  there. 

Mr.  LOGSDON.  The  second  thing  I  would  like  to  say  is,  concerning 
how  to  make  a  system  more  effective,  assuming  that  you  keep  it, 
and  aside  from  the  station,  perhaps  a  rule  that  says  that  NASA 
must  purchase  private  services,  unless  they  are  completely  unavail- 
able. And  make  sure  that  the  standards  are  such  that  NASA  can- 
not do  what  many  other  government  agencies  do.  That  is,  they 
make  such  a  design  for  something  that  it  would  be  completely  inef- 
ficient for  the  private  sector  to  provide  the  service.  This  is  where 
performance  review — performance  standards  really  come  in. 

Mr.  Stadd.  The  one  example  I  know  recently  was  the  proposed 
private  lunar  mapping  mission  where  an  entrepreneur  had  actually 
lined  up  sponsors  to  put  up  a  lunar  orbiter  to  map  the  moon,  and 
they  were  simply  going  to  sell  the  data  to  NASA  and  say,  you 
know,  you  guys  don't  have  to  do  anything.  We  will  sell  it  to  you. 
And  NASA  stepped  in,  said,  oh,  we  are  going  to  do  it  ourselves  now 
after  a  lot  of  kvetching,  and  then  basically  they  never  got  the 
money  to  do  it.  The  sponsors — needless  to  say,  the  private  entre- 
preneur didn't  perform  the  project. 

But  something  like  that  I  think  would  be  a  good  idea.  I  have  got 
other  examples  for  that. 

Mr.  Lewis.  Gentlemen,  this  has  been  a  very  helpful  beginning. 
NASA,  of  course,  will  be  reviewing  this  record  with  some  care;  and 
we  will  ask  them  to  participate  in  the  questioning  process  as  well. 

We  have  been  about  the  subject  of  NASA  restructuring.  This  is 
only  the  beginning  of  a  long  process.  Thank  you  for  participating. 

The  committee  will  be  recessed  until  2:00  this  afternoon,  at 
which  time  we  will  have  a  session  with  Administrator  Browner,  As- 
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sistant  Administrator  Mary  Nichols  and  the  California  EPA  Sec- 
retary, Jim  Strock. 


Thursday,  February  3,  1995. 

RESTRUCTURING  GOVERNMENT 

WITNESSES 

MARY  NICHOLS,  ASSISTANT  ADMINISTRATOR,  AIR  AND  RADIATION, 
U.S.  ENVIRONMENTAL  PROTECTION  AGENCY 

JIM  STROCK,  SECRETARY,  ENVIRONMENTAL  PROTECTION  AGENCY, 
STATE  OF  CALIFORNIA 

Opening  Statements 

Mr.  Lewis.  Ladies  and  gentlemen,  we  will  reconvene  our  after- 
noon session.  I  might  mention  that  both  Lou  Stokes  and  I  find  our- 
selves in  a  very  interesting  reversal  of  positions,  but  our  friendship 
and  partnership  continues  in  a  very  positive  way,  and  I  am  very 
appreciative  of  that,  but  an  indication  of  the  difficulty  we  both  face 
in  this  subcommittee  revolves  itself  around  a  House  that  is  made 
up  of  an  awful  lot  of  new  Members.  It  is  kind  of  like  looking  at  a 
new  student  body  out  there  and  this  is  your  freshman  year  because 
you  don't  know  who  the  faces  are,  but  having  said  that,  their  issues 
are  very  high  priority. 

Presently  there  is  a  discussion  going  on  on  the  Floor  in  which  a 
number  of  the  new  Members  on  both  sides  of  the  aisle  are  discuss- 
ing whether  or  not  we  should  go  forward  with  a  line-item  veto.  As 
you  know,  a  Balanced  Budget  Amendment  passed  just  recently,  it 
is  an  indication  of  kind  of  a  new  age  here,  and  when  we  are  faced 
with  the  problem  of  meeting  a  balancing  process  over  the  next 
seven  years.  That  is  going  to  put  huge  pressure  on  everybody  in 
real  dollar  terms,  and  so  it  is  with  that,  that  I  don't  just  welcome 
you  to  this  hearing,  but  express  my  appreciation  for  what  is  a  pret- 
ty rapid  fire  turnaround. 

Over  the  last  couple  of  weeks  I  have  had  the  chance  to  spend  a 
little  time  with  Secretary  Browner,  and  I  know  that  Jim  Strock 
and  the  Secretary  had  a  three-minute  meeting  out  in  my  lobby  dis- 
cussing this  same  subject,  but  the  reason  for  this  urgency  involves 
the  fact  that  the  question  of  the  FIP  versus  the  SIP  and  what  the 
role  of  the  courts  may  be  plajdng  in  this  process  are  very,  very  real. 

I  have  worked  with  both  parties  who  are  involved  in  this  panel 
for  a  long,  long  time  and  know  of  their  mutual  commitment  to 
clean  air,  and  I  think  they  know  of  my  own  background  in  this 
field.  Having  said  that;  we  are  at  a  crunch  time  in  which  the  courts 
at  least  for  now,  are  kind  of  in  the  middle  between  these  two — 
what  I  consider  to  be  very  responsible  agencies — and  should  the 
courts  extend  themselves  any  further,  we  could  find  ourselves  in  a 
circumstance  where  there  is  federalization  of  what  should  be  a 
State  implementation  process. 

We  want  to  do  everything  that  we  can  to  make  sure  that  all  the 
parties  are  aboard  on  the  record  relative  to  suggesting  to  the  courts 
that  we  can  handle  this  pretty  well  between  us. 
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So  as  I  welcome  you  to  the  third  in  a  series  of  oversight  hearings 
on  VA  HUD  and  independent  agencies,  as  I  have  indicated,  the 
focus  of  this  meeting  will  be  somewhat  my  sense  of  mixed  feelings 
that  may  be  coming  from  EPA. 

Mary  Nichols  and  I  have  tried  to  have  sessions  to  talk,  and  so 
maybe  the  mixed  signals  come  from  the  fact  that  we  haven't  been 
able  to  do  it  personally,  but  nonetheless  questions  and  concerns  re- 
garding an  issue  of  immediate  importance  to  the  State  of  Califor- 
nia, the  Federal  implementation  plan,  and  the  State  implementa- 
tion plan  are  the  subject,  and  while  this  will  be  my  focus,  this  hear- 
ing certainly  should  not  be  limited  just  to  that  one,  for  there  are 
Members  of  the  subcommittee  who  may  come  in  who  have  ques- 
tions that  I  know  Mary  will  be  able  to  respond  to  relative  to  their 
State  or  regional  problems. 

Well,  first  I  want  to  say  that  I  appreciate  very  much  the  willing- 
ness of  the  Assistant  Administrator  to  respond.  Carol  Browner  may 
even  yet  be  able  to  readjust  her  schedule  and  join  us,  but  I  didn't 
give  her  notice  of  this  meeting  until  24  hours  ago,  and  I  appreciate 
that  once  in  a  while  the  White  House  calls,  but  this  is  probably 
very  important  to  them  as  well. 

California  EPA  Secretary  Jim  Strock  took  a  red  eye  to  be  with 
us  because  of  the  growing  pressures  and  concerns  in  our  State 
about  what  the  problems  might  be  to  us  economically  and  other- 
wise unless  we  really  get  an  understanding  at  this  hearing  as  to 
where  the  two  parties  are. 

My  urgent  desire  to  address  the  FIP  issue  stems  from  the  loom- 
ing court  deadline  of  February  15,  1995.  Currently,  as  I  understand 
it,  the  EPA  has  indicated  their  intention  to  move  forward  with  the 
promulgation  of  the  FIP  without  implementing  it  for  another  two 
years,  while  reviewing  the  State  implementation  plan. 

I  personally  am  very  concerned  if  EPA  moves  forward  in  this 
fashion,  that  is  by  way  of  promulgation,  that  this  would  not  put  us 
in  an  untenable  position  so  far  as  the  State  is  concerned.  I  would 
hope  that  EPA  instead  would  commit  to  us  today  that  they  will  de- 
vote themselves  and  their  energies,  all  of  their  resources  as  well, 
towards  approval  and  implementation  of  the  State  implemented 
FIP. 

They  have  essentially  had  most  of  that  material  before  them  for 
a  couple  of  months.  We  all  know  the  issues  extremely  well.  I  don't 
know  why  we  couldn't  complete  any  discussion  of  differences  within 
a  matter  of^probably  by  February  15th,  indeed  if  we  had  a  will 
to  do  so. 

Should  promulgation  of  the  FIP  take  place,  there  will  be  two  sets 
of  air  rules  hanging  over  California's  economy.  The  State  plan  that 
was  developed  with  full  public  and  business  involvement  and  the 
far  more  onerous  Federal  plan. 

Now  the  problem  here,  as  I  understand  it,  is  more  than  one  of 
just  communication.  It  is  one  of  whether  we  should  put  the  State 
of  California  in  the  position  of  having  to  be  responsive  or  poten- 
tially responsive  over  a  two-year  period  to  what  was  the  1977  law 
versus  the  amendments  in  1990  that  I  participated  in  directly 
along  with  Mr.  Waxman  and  others  who  have  worked  with  me  for 
a  long,  long  time  in  air  quality  questions. 
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Business  planning  investments  and  compliance  strategies  will  be 
faced  with  this  dual  regulatory  process  should  we  go  forward  for 
perhaps  a  period  of  two  years,  and  with  no  certainty  on  the  out- 
come this  would  appear  to  be  an  unacceptable  circumstance.  As  a 
supporter  of  the  1990  Clean  Air  Act  amendments,  I  favor  dramatic 
improvements  in  air  quality  throughout  the  country.  I  wouldn't 
want  us  to  learn  the  hard  way  that  how  we  go  about  implementing 
clean  air  plans  is  at  least  as  important  as  whether  we  do  them  at 
all. 

For  years  it  has  been  my  call  to  those  who  were  responsible  for 
implementing  these  plans  that  especially  responsible  administra- 
tors recognize  that  excessive  movement  on  a  regulatory  basis  can 
undermine  the  very  credibility  relative  to  the  clean  air  efforts  that 
we  have  worked  so  hard  over  these  years  to  provide  credibility  for. 

For  the  record,  the  EPA  has  an  annual  budget  of  roughly  $7.2 
billion.  Based  on  the  testimony  of  our  morning  panel  and  the  FIP- 
SIP  problem,  I  want  you  to  know  that  I  will  be  asking  my  staff  to 
take  a  very  hard  look  at  whether  EPA  can  justify  funding  at  any- 
where near  a  $7.2  billion  level. 

The  reason  I  wanted  to  raise  that  to  the  forefront  at  this  point 
in  time  is  because  the  crunch  is  on  now  for  my  State,  and  indeed 
down  on  the  Floor  at  this  moment  the  crunch  may  be  developing 
for  EPA  and  agencies  such  as  the  Environmental  Protection  Agen- 
cy. So,  with  that,  I  would  call  upon  our  panel  for  any  comments 
that  they  might  have,  but  let  me  start  first  if  I  may  by  asking  for 
testimony  from  my  friend  and  associate  Mary  Nichols. 

Ms.  Nichols.  Thank  you  very  much. 

Mr.  Lewis.  Excuse  me,  Mary,  before  we  do  that,  I  should  call  on 
my  colleague,  Mr.  Stokes,  or  my  partnership  will  fall  through  the 
rocks. 

Ms.  Nichols.  I  am  happy  to  defer, 

Mr.  Stokes.  Thank  you  very  much.  I  am  not  worried  about  our 
partnership  deteriorating,  Mr.  Chairman.  I  have  a  brief  statement 
I  would  like  to  make,  Mr.  Chairman. 

I  want  to  welcome  Mary  Nichols  and  Jim  Strock  before  our  sub- 
committee. I  too  am  sorry  that  Administrator  Browner  could  not  be 
here  today  because  I  do  want  to  commend  the  Agency  for  the  sig- 
nificant efforts  it  has  made  in  breaking  the  gridlock  of  environ- 
mental protection  services. 

Over  the  past  two  years,  I  have  seen  more  cooperation  between 
the  public  and  private  sectors  and  between  business  leaders  and 
environmentalists  than  in  any  previous  periods.  The  reduction  of 
conflict  is  indeed  encouraging  because  my  tenure  as  a  Member  of 
Congress  has  taught  me  that  it  is  not  easy  to  bring  new  approaches 
to  fruition. 

I  am  most  enthused  with  the  Administrators'  emphasis  on  a  mul- 
tiple-media approach  to  environmental  protection  and  environ- 
mental law.  I  want  to  encourage  the  EPA  to  continue  its  efforts  to 
prevent  polarization,  to  ensure  that  environmental  debates  and  de- 
cisions are  dominated  more  by  scientific  analysis  than  by 
sloganeering. 

I  must  say  that  in  my  own  City  of  Cleveland,  we  learned  from 
experience  that  environmental  quality  should  demand  the  collective 
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attention  and  resources  of  the  Congress,  State  legislators,  the  coun- 
ty commissioners,  and  the  city  councils. 

Environmental  protection  and  environmental  health  must  have 
the  wisdom  and  dedication  of  political  representatives.  We  have 
learned  something  else  in  Cleveland,  that  environmental  protection 
services  create  jobs  and  economic  opportunities. 

As  the  standard  of  living  increases  and  economic  opportunities 
are  more  readily  available,  a  strong  force  in  community  growth  and 
development  is  the  quality  of  the  physical  environment,  so  I  have 
become  increasingly  concerned  about  budget  reductions  and  mora- 
toriums on  programs  and  services  that  are  designed  to  achieve  bet- 
ter living  environments. 

With  that,  Mr.  Chairman,  I  will  yield  back  to  the  Chair. 

Mr.  Lewis.  Thank  you,  Mr.  Stokes. 

Ms.  Nichols,  we  would  be  happy  to  hear  from  you. 

Ms.  Mary  Nichols  Summary  Remarks 

Ms.  Nichols.  Thank  you  very  much. 

Good  afternoon,  Mr.  Chairman.  Thank  you  for  this  opportunity 
to  discuss  with  you  and  the  subcommittee  the  Federal  implementa- 
tion plans  under  the  Clean  Air  Act  for  three  air  basins  in  Califor- 
nia— Los  Angeles,  Ventura,  and  Sacramento. 

I  am  also  happy  to  be  here  on  this  panel  today  with  Secretary 
Jim  Strock  with  whom  I  had  the  pleasure  of  working  when  I  was 
in  California,  a  place  that  I  look  forward  to  returning  to  one  of 
these  days  after  having  the  air  totally  cleaned  up. 

Mr.  Chairman,  I  don't  have  to  tell  you  that  air  pollution  is  a  seri- 
ous public  health  and  environmental  issue  in  California,  and  no- 
where more  so  than  in  the  southern  California  area  that  we  both 
call  home.  Dirty  air  exacts  a  heavy  price,  both  in  terms  of  our  envi- 
ronment and  our  economy. 

More  than  three-quarters  of  all  Californians  are  exposed  to 
health-threatening  levels  of  air  pollution,  the  most  serious  of  which 
is  ground  level  ozone  or  smog.  As  we  know  all  too  well,  smog 
causes  respiratory  problems,  even  in  otherwise  healthy  people,  and 
it  certainly  aggravates  conditions  of  people  with  existing  lung  or 
heart  disease;  the  elderly  and  children  are  especially  at  risk. 

Does  EPA  believe  that  we  should  be  directing  the  effort  to  clean 
up  California's  air?  In  a  word,  no.  We  are  developing  these  Federal 
plans  or  FIPs  because  we  were  ordered  by  courts  to  do  so.  Our  role, 
as  we  see  it,  is  only  to  oversee  the  planning  that  is  meant  to  be 
done  at  the  State  and  local  level  where  it  belongs. 

We  do  have  a  responsibility  to  create  national  emission  stand- 
ards where  appropriate,  but  the  Clean  Air  Act  calls  on  State  and 
local  governments  to  be  the  prime  developers  and  implementers  of 
plans  to  reduce  air  pollution.  The  courts  have  told  us  that  we  had 
to  play  a  backup  role  only  when  State  and  local  planning  efforts 
failed  to  demonstrate  how  they  will  achieve  the  public  health  goals 
that  were  set  by  the  Act. 

Our  goal  is  and  always  has  been  to  never  have  to  implement 
these  FIPs.  We  are  committed  to  working  with  the  State  to  come 
up  with  an  approvable  plan  for  California  that  protects  public 
health  and  makes  environmental  and  economic  sense  to  the  citi- 
zens of  California. 
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To  those  ends,  EPA  is  seeking  a  two-year  waiting  period  until 
February  1997  before  these  court-ordered  FIPs  would  go  into  effect. 
EPA  took  the  initiative  in  negotiating  this  agreement  with  the  en- 
vironmental group  who  brought  the  original  FIP  lawsuit. 

We  believe  that  this  commonsense  solution  will  provide  sufficient 
time  for  a  State  plan  to  be  approved,  thereby  eliminating  the  need 
for  Federal  plans,  and  I  would  like  to  underscore  here  that  we  have 
a  court  date  set  now  for  February  6th  to  go  back  to  Federal  District 
Court. 

We  are  very  pleased  that  the  State  of  California  has  taken  the 
invitation  of  Administrator  Browner  and  has  intervened  in  that 
litigation  or  is  attempting  to  intervene  in  that  litigation,  and  we 
are  hopeful  that  the  court  will  agree  to  the  approach  of  a  delay. 

It  may  be  useful  to  review  for  a  moment  the  history  of  these  FIPs 
and  outline  our  approach  to  working  with  the  State  of  California 
and  finally  to  describe  to  you  the  unprecedented  public  outreach 
and  public  participation  process  that  EPA  engaged  in  as  this  plan 
was  being  developed. 

Under  the  Clean  Air  Act,  State  and  local  agencies  are  required 
to  develop  long-term  plans  known  as  SIPs  to  show  how  they  will 
achieve  the  health  standard  for  ozone  by  specific  deadlines.  Follow- 
ing a  series  of  lawsuits  and  appeals  which  we  took  all  the  way  to 
the  Supreme  Court,  beginning  in  1988,  EPA  was  ordered  by  the 
courts  to  create  Federal  implementation  plans  for  the  three  air  ba- 
sins, the  Los  Angeles  Basin,  Ventura,  and  Sacramento. 

The  court  essentially  put  EPA  into  the  position  of  acting  for  the 
local  and  State  air  boards,  requiring  us  to  develop  and  implement 
comprehensive  plans  for  these  three  areas  until  the  responsible 
agencies  produce  adequate  plans  of  their  own. 

The  court  ordered  EPA  to  propose  a  plan  by  February  1994, 
which  we  did,  and  to  finalize  it  by  February  1995.  At  the  same 
time,  the  1990  Clean  Air  Act  amendments  require  that  all  areas  of 
the  country  that  do  not  meet  national  health  standards  for  ozone 
submit  complete  plans  to  EPA  by  November  15,  1994.  California 
has  submitted  a  plan.  It  was  one  of  the  few  States  that  did  so  on 
that  date,  and  EPA  is  working  to  review  and  take  action  on  that 
plan  as  quickly  as  possible. 

The  State's  SIP  indicated  completion  of  the  required  regulations 
would  take  place  within  the  two-year  delay  period  that  we  have  re- 
quested from  the  court.  Many  of  the  proposals  are  for  mobile  source 
or  other  national  source  measures  that  the  State  has  asked  EPA 
to  develop  and  adopt. 

Final  approval  of  the  SIP  will  enable  EPA  to  withdraw  from  the 
court-ordered  Federal  plan.  Last  month.  Regional  Administrator 
Felicia  Marcus,  who  is  in  charge  of  Region  9,  and  I  met  with  the 
Chairman  of  the  California  Air  Resources  Board  and  other  State  of- 
ficials to  discuss  the  process  for  reviewing  and  approving  Califor- 
nia's SIP  and  to  establish  a  continuing  dialogue  between  our  two 
agencies. 

Staff  from  EPA's  regional  office  in  San  Francisco  are  now  meet- 
ing regularly  with  the  staff  of  the  California  Air  Resources  Board 
to  address  technical  issues.  We  continue  to  remain  firmly  commit- 
ted to  assisting  the  State  in  all  its  efforts  to  meet  the  public  health 
goals  of  the  Act  in  cost-effective,  common  sense  ways. 
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Clean  air  plans,  whether  Federal,  State,  or  local,  must  be  a  prod- 
uct of  community  involvement  and  consensus  if  we  are  to  achieve 
the  air  quality  goals  in  the  most  common-sense  way.  The  size  and 
complexity  of  the  FIPs  led  EPA  to  conduct  an  unprecedented  and 
largely  successful  public  participation  process. 

We  have  gone  to  great  lengths  to  make  this  process  as  inclusive 
and  useful  as  possible,  sharing  general  and  technical  information 
with  the  public  as  well  as  with  other  agencies,  soliciting  sugges- 
tions on  better  pollution  control  approaches. 

We  began  our  dialogue  in  a  series  of  public  meetings  with  hun- 
dreds of  California  citizens  before  proposing  the  FIPs  last  Feb- 
ruary. After  proposing  the  plans  in  February  1994,  we  held  public 
workshops  in  the  FIP  areas  to  explain  the  details  of  the  proposals 
and  to  encourage  public  comment. 

Formal  written  comments  were  accepted  until  August  31,  1994. 
Throughout  this  process,  EPA  staff  attended  scores  of  meetings, 
fielded  hundreds  of  phone  calls,  and  responded  to  many  written  in- 
quiries. Efforts  to  involve  the  public  spurred  a  vigorous  and 
healthy  debate  within  each  of  the  affected  communities  about  clean 
air  solutions,  including  scores  of  collaborative  meetings  among 
leaders  in  the  business  and  environmental  communities,  local  gov- 
ernments, and  air  agencies. 

We  are  pleased  by  that  involvement,  even  though  we  didn't  wish 
to  be  in  the  middle  of  it,  because  we  do  believe  that  an  informed 
and  involved  community  always  makes  better  decisions  than  a  dis- 
tant bureaucracy.  This  extensive  public  process  brought  more  par- 
ties into  the  process  to  identify  and  commit  to  the  clean  air  strate- 
gies that  best  serve  the  environmental  and  economic  needs  of  those 
communities. 

These  strategies  also  have  benefited  EPA  in  our  efforts  to  revise 
the  FIP  as  well  as  the  State  and  local  agencies  in  their  develop- 
ment and  adoption  of  their  SIPs.  We  also  have  structured  the  final 
FIP  to  reflect  what  we  already  know  about  the  SIP. 

In  other  words,  we  took  information  as  it  came  in  from  the  State 
and  have  used  it  to  improve  the  FIP  over  the  draft  that  was  put 
out  last  February,  including  the  preferred  emissions  inventory  and 
the  ratios  of  NOx  and  volatile  organics  that  the  State  and  the 
South  Coast  Air  Quality  Management  District  have  adopted. 

To  meet  our  court-imposed  obligations,  we  must  finalize  our 
plans  by  February  14,  1995.  Because  of  the  process  that  I  outlined, 
we  believe  that  the  plan,  when  it  comes  out  and  when  it  sees  the 
light  of  day,  will  be  a  much  better  FIP,  which  will  help  to  some  de- 
gree alleviate  some  of  the  concerns,  but  it  is  not  enough.  Our  goal 
is  and  always  has  been  a  SIP  that  will  replace  the  FIP. 

In  closing,  let  me  assure  you  that  EPA  was  thrust  into  a  role  in 
this  process  that  we  do  not  want,  but  that  we  have  no  choice,  we 
believe,  but  to  fulfill.  I  want  to  see  our  agency  focused  on  doing 
what  it  can  do  to  assist  California  to  develop  plans  that  will  protect 
public  health  and  make  economic  and  environmental  sense. 

We  think  we  can  shift  our  efforts  now  away  from  being  a  back- 
stop to  working  in  true  partnership  with  the  State,  and  we  are  hop- 
ing that  the  court  will  agree.  Our  commitment  today  is  to  continue 
to  work  with  the  State  of  California  to  review  and  approve  its  SIP 
as  quickly  as  possible. 
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My  belief  is  that  our  efforts  together  will  bring  all  Califomians 
what  they  deserve — clean  and  healthier  air  to  breathe. 

Thank  you  and,  of  course,  I  will  be  happy  to  answer  any  ques- 
tions that  you  or  the  committee  have. 

Mr.  Lewis.  Thank  you  very  much,  Ms.  Nichols. 

[The  information  follows:] 
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STA  TEMENT  OF  MARY  D.  NICHOLS 

ASSISTANT  ADMINISTRATOR  FOR  AJR  AND  RADIATION 

U.  S.  ENVIRONMENTAL  PROTECTION  AGENCY 

BEFORE  THE 

SUBCOMMITTEE  ON  VA,  HUD  AND  INDEPENDENT  AGENCIES 

OF  THE 

COMMITTEE  ON  APPROPRIATIONS 

—  U.S.  HOUSE  OF  REPRESENTATIVES 


February  2.  1995 

Good  afternoon,  Mr.  Chairman.  Thank  you  for  this  opportunity  to'discuss  with 
you  and  the  Subcx)mmittee  the  Federal  Implementation  Plans  (FIPs)  under  the  Clean^ 
Air  Act  for  three  air  basins  in  California  —  Los  Angeles,  Ventura  and  Sacramento.  Mr. 
Chairman.  I  don't  have  to  tell  you  that  air  pollution  is  a  serious  public  health  and 
environmental  issue  in  California,  nowhere  more  so  than  in  the  Los  Angeles  area  that 
we  both  call  home."  Dirty  air  exacts  a  heavy  price,  both  in  terms  of  our  environment  and 
our  economy.  More  than  three-quarters  of  all  Califomians  are  exposed  to  health- 
threatening  levels  of  air  pollution  —  the  most  serious  problem  being  ground-level  ozone 
or  smog.  Smog  can  cause  respiratory  problems,  even  in  otherwise  healthy  people,  and 
people  with  existing  lung  or  heart  disease,  the  elderiy  and  children  are  especially  at 
risk. 

But  does  EPA  believe  that  the  federal  government  should  be  directing  the  effort 
to  clean  up  California's  air?  In  a  word,  no.  We  are  developing  these  federal  plans 
because  we  were  ordered  by  the  courts  to  do  so.  Our  role  is  to  oversee  clean  air 
planning  done  at  the  state  and  local  level,  where  it  belongs.  We  have  a  responsibility 
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to  create  national  emissions  standards  wtiere  appropriate,  but  the  Clean  Air  Act  calls  . 
on  state  and  local  governments  to  be  the  prime  developers  and  implementers  of  plans 
to  reduce  air  pollution.  The  courts  told  us  that  we  had  to  play  a  backup  role  when  state 
and  local  planning  efforts  fail  to  demonstrate  how  they  will  achieve  public  health  goals. 

Our  goal  is  and  has  always  been  to  never  have  to  implement  the  FIPs.  We  are 
"committed  to  working  with"  the  State  toxome  up  with  an  approvable^lan  of  its  own  that 
protects  public  health  and  makes  economic  and  environmental  sense  for  the  citizens  of 
California.  To  those  ends,  EPA  is  seeking  a  two-year  waiting  period  until  February 
1997,  before  the  court-ordered  FIPs  go  into  effect.  EPA  negotiated  this  agreement  with 
the  environmental  groups  who  brought  the  original  FIP  suit.  We  believe  that  this 
common-sense  solution  will  provide  ample  time  for  a  state  plan  to  be  approved, 
eliminating  the  need  for  federal  plans.  We  have  a  court  date  of  February  6  and  are 
hopeful  that  the  court  will  agree  to  this  approach  submitted  by  the  parties. 

It  may  be  useful  to  review  for  a  moment  the  history  of  these  FIPs,  outline  our- 
common-sense  approach  to  working  with  the  State  of  California  and  finally,  describe 
for  you  the  unprecedented  public  outreach  and  public  participation  EPA  engaged  in  as 
we  developed  this  plan. 

Under  the  Clean  Air  Act,  state  and  local  agencies  are  required  to  develop  long- 
term  plans  (state  implementation  plans  or  SIPs)  to  show  how  they  will  achieve  the 
health  standard  for  ozone  by  specific  dates.  Following  a  series  of  lawsuits  and  appeals 
all  the  way  to  the  Supreme  Court  that  began  in  1988,  EPA  was  ordered  by  the  courts  to 
create  federal  implementation  plans  for  three  California  air  basins  -  Los  Angeles, 


Ventura  and  Sacramento.  The  court  essentially  put  EPA  in  the  place  of  local  and  st^te 
air  boards,  requinng  us  to  develop  and  implement  comprehensive  plans  for  the  three 
areas  until  these  agencies  produce  adequate  plans  of  their  own.  The  court  ordered 
EPA  to  propose  a  plan  by  February  1994  (which  we  did)  and  to  finalize  it  by  February 
1995.  ■, 

At  the  samfj  time,  the  1 990  Clean  Air  Act  Amendments  require  that  all  areas  of 
the  country  that  do  not  meet  national  health  standards  for  ozone  submit  complete  plans 
to  EPA  by  November  15,  1994.  California  submitted  a  plan  on  that  date  and  EPA  is 
'*orkJng  to  ceview  and  take  action  on  the  plan  as  quickly  as  possible.  The  State's  SIP- 
indicated  completion  of  the  required  regulations  within  the  2-year  delay  period  we  have 
TequestedfroTT  ♦•^r^ccrr^  "fSsTr.-^  of  the  proposals  are  for  mobile  source  or  other 
Tiational:$cuPce  fr.3asiircsajStEP.A  must  develop  and  adopt.  Final  approval  of  the  SIP 
«wai«nableS?Atowthdrawlhe  court-ordered  federal  plan. 

Last  month,  Region  9  Administrator  Felicia  Marcus  and  I  met  with  the  Chairman 
of  the  California  Air  Resources  Board  and  other  state  officials  to  discuss  the  process 
for  reviewing  and  approving  California's  SIP  and  establish  a  continuing  dialogue 
between  the  agencies.  Staff  from  EPA's  regional  office  in  San  Francisco  meet  regularty 
with  the  staff  of  the  Ca'sfomia  Air  Resources  Board  to  address  technical  issues.  We 
continue  to  rerrrarn  fmnly  committed  to  assisting  the  State  in  all  its  efforts  to  meet  the 
public  health  goals  of  the  Act  in  cost-effective,  common-sense  ways. 

Clean  air  plans,  whether  federal,  state  or  local,  must  be  a  product  of  community 
involvement  and  consensus  if  we  are  going  to  cooperatively  achieve  air  quality  goals  in 
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the  most  common-sense  way.  The  size  and  complexity  of  the  FIPs  led  EPA  to  conduct 
an  unprecedented  and  successful  public  participation  process.  We  have  gone  to  great 
lengths  to  make  this  process  as  inclusive  and  useful  as  possible,  sharing  general  and 
technical  information,  as  well  as  soliciting  suggestions  on  the  best  pollution  control 
approaches.  We  began  our  dialogue  in  a  series  of  public  meetings  with  hundreds  of 
California  citizens  before  proposing  the  FIPs  last  February.  ~ '      

After  proposing  the  plans  in  Febmary  1 994,  we  held  public  workshops  in  the  FIP 
areas  to  explain  the  details  of  the  proposals  and  to  encourage  public  comments. 
Formal  written  comments  were  accepted  until  August  31 ;  1994.  Thrpughout  this 
process,  our  staff  attended  scores  of  meeting,  fielded  hundreds  of  phone  calls,  and 
responded  to  many  written  inquiries.  Efforts  to  involve  the  public  spurred  a  vigorous 
and  healthy  debate  within  each  of  the  affected  communities  about  dean  air  siolutions, 
including  scores  of  collaborative  and  unprecedented  meetings  among  leaders  in  the 
business  and  environmental  communities,  local  governments  and  air  agencies.  We  are 
pleased  by  that  involvement,  because  we  believe  that  an  informed,  involved  community 
always  makes  better  decisions  than  h  distant  bureaucracy. 

The  extensive  public  process  brought  more  parties  into  the  process  to  identify 
and  commit  to  the  clean  air  strategies  that  best  serve  the  envii-onmental  and  economic 
needs  of  the  communities.  These  strategies  benefitted  both  EPA  in  our  efforts  to  revise 
FIP  measures  as  well  as  the  state  and  local  agencies  in  their  efforts  to  develop  and 
adopt  SIPs.  We  have  also  staictured  the  final  FIPs  to  reflect  what  we  already  know 
about  the  SIP.  including  the  preferred  emissions  inventory  and  NOx/VOC  ratios 
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adopted  by  the  South  Coast  Air  Quality  Management  District  and  California  Air 
Resources  Board. 

To  meet  our  court-imposed  obligations,  we  must  finalize  our  plans  by  February 
14, 1995.  Due  to  the  process,  we  believe  that  plan  will  be  a  much  better  FIP.  That 
should  help  parties  concerned  about  the  proposed  FIP  rest  easier,  but  our  goal  is  and 
has  always  been  a  successful  state  plan  that  canreplace  the  FIP. 

In  closing,  let  me  assure  you  that  EPA  was  thrust  into  a  role  in  this  process  that 
we  did  not  want,  but  have  an  obligation  to  fulfill.  I  would  rather  see  this  Agency 
focused  on  what  it  can  do  to  assist  California  to  develop  plans  that  protect  public  health 
and  make  economic  and  environmental  sense.  We  think  we  have  come  up  with  a  way' 
to  affirmatively  shift  our  efforts  from  serving  as  a  backstop  to  working  in  true 
partnership  with  the  State.  We  hope  the  court  agrees. 

Our  commitment  today  is  to  continue  to  work  with  the  State  of  California  to 
review  ^nd  approve  its  SIP  as  quickly  as  possible.  My  belief  is  our  efforts  together  will 
bring  to  all  Califomians  what  they  deserve  -  clean,  healthy  air  to  breathe. 

TTiank  you  and  I  would  be  happy  to  answer  any  questions  you  may  have. 
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Mr.  Lewis.  Mr.  Strock,  I  want  you  to  know  we  certainly  do  ap- 
preciate your  taking  the  red  eye.  Sometimes  that  can  be  crazy,  but 
appreciate  very  much  your  being  here  today.  We  will  take  your  tes- 
timony, then  we  will  go  to  questions,  if  you  will  both  be  willing  to 
act  as  a  panel. 

I  am  sure  the  Members  will  be  very  interested  in  what  you  have 
to  say. 

Mr.  Jim  Strock's  Summary  Remarks 

Mr.  Strock.  I  would  be  delighted,  and  thank  you  again,  Mr. 
Chairman,  for  the  opportunity  to  be  here  on  behalf  of  Governor 
Wilson  and  CaHfomia. 

This  issue  of  the  FIP  is  of  tremendous  importance  across  the 
State.  As  you  know,  Mayor  Riordan  has  also  expressed  his  grave 
concern  about  the  current  situation,  and  I  would  add  for  the  other 
Members  here,  whether  it  is  Nevada,  where  there  are  some  similar 
issues,  in  Cleveland  where  PMIO  is  among  at  least  the  highest  in 
the  country,  these  kinds  of  things  could  arise,  and  I  think  it  is  im- 
portant that  I  try  as  best  I  can  to  communicate  some  of  the  com- 
plexity and  why  we  are  here. 

I  will  say  to  start  that  I  would  have  never  guessed  I  would  be 
here  today,  not  just  because  it  just  happened  yesterday,  but  I 
frankly  would  have  thought  this  whole  disagreement  would  have 
been  long  since  over  because  there  really  should  not  be  the  kind 
of  wasted  time  and  effort  this  has  created,  this  so-called  Federal 
implementation  plan  process  has  no  precedent,  it  has  no  environ- 
mental value.  We  believe  it  is  indefensible,  and  it  seems,  frankly, 
impossible  to  put  a  stop  to  at  this  point. 

I  noted  in  the  paper  this  morning,  Mr.  Chairman,  the  article 
mentioning  the  correction  days  that  will  be  intended  to  correct, 
"specific  narrow  and  widely  agreed-upon  destructive  things,"  and  I 
would  suggest  for  the  consideration  of  the  committee  that  this  kind 
of  problem  could  fit  in  that  category. 

If  I  might  briefly  give  a  bit  of  history  as  to  how  this  occurred, 
and  please  bear  with  me  on  the  complexity,  but  I  will  try  to  keep 
it  quick.  This  disagreement  goes  back  to  the  early  1980s  under  the 
1977  Clean  Air  Act.  As  Mr.  Bilbray,  who  was  a  distinguished  Mem- 
ber of  the  air  Resources  board,  is  aware,  what  had  happened  was 
EPA  was  sued  for  not  meeting  its  duties  and  properly  reviewing 
the  FIP  at  that  time,  again  many  years  ago,  that  lawsuit  was  con- 
tinuing, and  the  disagreement  about  the  criteria  to  be  used  for  de- 
ciding upon  the  State  meeting  its  obligation. 

In  the  meantime,  the  1990  Clean  Air  Act  amendments  that  you, 
our  leader,  Governor  Wilson,  others  were  involved  with  took  place. 
It  was  certainly  assumed  by  then  Senator  Wilson  and  others  that 
the  disputes  under  the  1977  Clean  Air  Act  would  be  completed. 

This  FIP,  however,  has  continued  because  of  a  series  of  court  de- 
cisions to  remain  a  live  legal  issue.  I  would  like  to  be  clear  about 
what  the  State's  goal  is.  The  Governor  has  made  clear  from  day 
one  that  all  the  State  is  seeking  is  to  have  the  same  process  under 
the  1990  Clean  Air  Act  that  every  State  is  supposed  to  have. 

To  that  end,  the  State  did  submit  what  is  likely  the  only  or  one 
of  the  few  complete  ozone  plans  to  EPA  in  November  in  a  timely 
way.  It  dealt  with  seven  nonattainment  areas,  I  believe,  the  three 
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FIP  areas  included,  and  I  believe  Mary  Nichols  said  it  was  the  best 
of  the  lot  so  far. 

It  ranges,  as  you  know,  from  low  emissions  vehicles  to  new  kinds 
of  gasoline,  on  and  on,  a  very  constructive  proposal  built  upon  a 
public  process,  but  all  of  that  goes  into  question  if  this  Federal  plan 
is  promulgated. 

I  would  like  to  give  one  example  for  the  committee's  consider- 
ation as  to  how  that  could  be.  I  don't  know  at  this  moment,  al- 
though maybe  Mary  Nichols  will  be  able  to  tell  today,  I  am  not 
sure,  what  the  final  inspection  and  maintenance  regime  will  be  in 
the  FIP  as  it  would  be  promulgated. 

As  the  Members  may  be  aware,  California  put  together  a  very 
creative  and  we  believe  leading  program  that  was  very  different 
from  EPA's  preferred  program  initially.  That  is  beginning  to  go  into 
effect  at  this  time.  Under  the  draft  FIP  proposal,  it  would  have  in- 
cluded EPA's  original  proposal,  which  was  again  very  different,  a 
centralized  system  that  we  believe  frankly  is  not  nearly  as  pref- 
erable environmentally  or  economically. 

Under  this  FIP,  if  that  were  to  go  into  promulgation,  it  would 
give  great  uncertainty  to  all  manner  of  people  in  California  when 
they  seek  to  comply  with  the  law,  to  serve  as  people  who  test  the 
cars  or  anything  else.  We  frankly  deserve  and  need  better. 

I  would  say  in  conclusion  that  we  are  pleased  that  EPA  took  a 
position  of  neutrality  now  as  we  move  forward  in  intervening  in  the 
case  hopefully  next  week  in  the  South  Coast.  But  we  are  forced  at 
the  State  because  of  the  tremendous  consequences  and  uncertainty 
of  this  bizarre  situation  to  press  in  every  way  we  have  to  to  get 
this  fixed. 

We  would  prefer  administratively  from  EPA  if  possible.  We 
would  also  be  pleased  to  go  to  court  with  EPA,  argue  together 
against  promulgation,  that  is  the  key  issue,  not  just  effectiveness 
where  the  regs  don't  even  take  effect  anyway  for  several  years,  it 
has  got  to  be  promulgation,  or  reluctantly  but  decisively,  if  nec- 
essary, together  on  legislation.  EPA  has  said  that  they  agree  with 
our  position  on  this  matter,  so  we  would  hope  that  perhaps  today 
with  the  leadership  of  the  committee,  EPA  might  agree  to  come 
with  us  in  these  next  steps. 

PROMULGATION  OF  FIP 

Mr.  Lewis.  Ms.  Nichols,  maybe  I  could  ask  you  to  respond  to  a 
series  of  questions  in  connection  with  the  last  question  raised  by 
Mr.  Strock.  In  a  telephone  conversation  over  the  break  with  Ms. 
Browner,  she  indicated  a  willingness  on  the  part  of  the  Agency,  the 
administration,  I  presume,  to  cooperate  fully  with  the  State  in 
dealing  with  the  court,  essentially  saying  we  do  not  want  the  court 
to  be  implementing  a  FIP. 

Not  very  long  ago,  approximately  a  week  ago,  there  was  a  letter 
sent  to  the  administrators  from  some  14  California  legislators  ex- 
pressing concern  about  efforts  to  promulgate  a  FIP  as  we  go  to- 
wards a  court  date  that  has  been  suggested  could  have  a  very  seri- 
ous economic  impact  upon  the  State. 

Can  you  tell  me  precisely  what  successfully  has  been  done  to  ex- 
pedite this  review  that  is  before  us,  how  many  resources  have  been 
dedicated  to  the  project  of  making  sure  that  we  come  to  a  settle- 
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ment  here,  what  additional  steps  if  any  have  been  taken  in  re- 
sponse to  the  letter  from  those  members  and  the  delegation  urging 
a  settlement? 

Ms.  Nichols.  Yes,  Mr.  Chairman.  Since  I  arrived  at  EPA  about 
a  year  and  a  half  ago,  a  major  issue  has  been  California  FIP  and 
how  to  both  comply  with  the  court  order  and  at  the  same  time  find 
any  way  possible  to  get  out  from  under  what  seemed  to  me  to  be 
a  complete  no-win  situation.  Frankly  I  agree  with  the  characteriza- 
tion that  you  and  others  have  said:  this  is  not  where  we  should  be 
using  our  resources. 

It  has  been  a  very  large  preoccupation  of  mine.  We  have  done 
several  things.  First  of  all,  despite  moving  forward  to  comply  with 
the  court  order,  we  have  been  seeking  to  convince  the  people  who 
sued  us  that  they  really  should  rethink  the  position  that  they  took 
in  the  initial  litigation.  We  were  in  a  consent  decree  situation  with 
them,  but  we  went  back  to  the  plaintiffs,  to  all  of  them  and  urged 
them  to  first  agree  to  a  delay  of  promulgation  of  the  FIP  for  pre- 
cisely the  reasons  that  have  been  stated  in  terms  of  confusion  with 
a  State  SIP  and  deflection  of  resources  and  so  forth. 

The  plaintiffs  refused  to  grant  the  request  for  a  delay  of  promul- 
gation for  a  couple  of  reasons,  which  I  will  describe  in  a  minute, 
but  finally  agreed,  after  extensive  negotiations,  to  this  concept  of 
a  delay  of  implementation,  and  the  reason  for  that  was  that  they 
wanted  to  have  the  FIP  finalized  and  logged  with  the  court. 

They  wanted  to  hold  our  feet  to  the  fire  and  they  wanted  to  hold 
the  State's  feet  to  the  fire,  frankly,  in  terms  of  completing  a  num- 
ber of  things  that  have  to  be  done  to  get  a  SIP  that  will  finally  be 
approved.  There  are  some  actions  that  the  State  needs  to  take  in 
terms  of  adopting  rules  that  they  have  committed  to  adopt,  there 
are  some  actions  that  they  want  EPA  to  take,  and  the  environ- 
mental groups  and,  as  I  indicated  in  my  prepared  remarks,  a  num- 
ber of  industry  groups  have  actually  sat  down  together  and  are  col- 
laborating on  some  proposed  new  measures  and  new  ideas  about 
ways  to  reduce  air  pollution  in  California  that  hadn't  come  to  the 
fore,  so  they  would  not  give  us  that  relief. 

The  Administrator  wrote  to  Governor  Wilson  and  invited  him  to 
join  us  in  the  litigation.  Our  position  of  not  opposing  the  interven- 
tion, of  course,  as  you  know,  we  are  close  to  the  end  now  of  this 
lawsuit,  we  are  very  anxious  to  get  this  lawsuit  dismissed  and  over 
with. 

We  were  not  able,  and  I  am  a  little  bit  extending  I  guess  beyond 
what  I  am  supposed  to  be — I  am  speaking  now  for  the  Justice  De- 
partment, but  I  am  going  to  characterize  what  we  have  heard  from 
our  lawyers.  What  I  understand  their  position  to  be  is  that  they  ar- 
gued to  this  court  and  to  the  9th  Circuit  and  to  the  Supreme  Court 
for  a  delay  of  promulgation  back  in  the  1980s  when  this  court  order 
first  came  into  effect  based  on  the  grounds  that  the  Clean  Air  Act, 
the  new  Clean  Air  Act  was  coming  on  board  and  that  after  1990, 
they  went  back  and  asked  for  relief  because  of  the  1990  amend- 
ments saying  this  old  FIP  should  not  survive.  There  is  a  new  law, 
there  is  a  new  SIP  required;  why  make  us  continue  to  go  through 
this? 

The  district  judge  in  Los  Angeles  agreed  witli  them,  Judge  Hupp 
said  he  would  agree  with  that,  and  relieve  EPA  of  the  obligation 
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to  do  the  FIP.  He  was  overturned  by  the  9th  Circuit,  and  then  the 
Supreme  Court  upheld  that  judgment,  so  our  lawyers  advised  us 
that  EPA  itself  could  not  make  the  argument  for  the  promulgation 
delay  because  we  had  made  that  argument  before  and  had  lost,  but 
they  are  happy  to  see  the  State  making  that  argument  and  to  give 
them  every  support  that  they  can  in  moving  forward  on  that  argu- 
ment. 

In  either  event  we  are  very  optimistic,  and  this  gets  into  what 
I  think  your  real  thrust  is.  We  have  a  court  hearing  on  February 
6th.  I  believe  we  will  get  a  ruling  from  the  judge  one  way  or  the 
other,  which  is  clearly  faster  than  any  other  type  of  action  that  we 
could  do  administratively  or  certainly  legislatively,  but  at  that 
point  we  intend  to  shift  all  necessary  resources,  not  only  in  region 
9,  but  also  in  Ann  Arbor  in  our  mobile  source  operation  and  at 
headquarters  that  are  working  on  any  of  these  national  rules  to  try 
to  make  sure  that  we  can  do  things  in  a  timely  manner  so  that 
California's  SIP  can  be  approved  and  it  will  be  absolutely  clear  to 
all  that  the  SIP  is  the  document  that  we  are  working  on. 

Mr.  Lewis.  I  hope  that  the  Members  will  bear  with  me,  but  this 
is  a  subject  area  that  is  very  near  and  dear  to  my  heart. 

For  the  record,  I  think  it  should  be  known  that  years  ago  I  had 
the  privilege  of  being  the  author  of  a  piece  of  legislation  that  cre- 
ated the  air  quality  management  district  in  Southern  California, 
noted  to  be  perhaps  the  toughest  district  in  the  entire  country. 

That  experience  has  caused  me  to  have  great  faith  in  the  people 
at  the  California  Air  Resources  Board,  as  well  as  others  who  I  have 
worked  very  closely  with  in  clean  air  matters.  It  is  very  disconcert- 
ing to  me,  then,  to  find  my  State,  which  has  in,  I  think,  good  faith 
worked  very  hard  in  this  subject  area  suddenly  at  a  juncture  where 
a  difference  that  is  hard  to  get  a  handle  on  between  EPA  and  my 
air  resources  board  and  their  leadership  could  take  us  to  this  point 
of  economic  crises,  so  let  me  ask  this  specific  question. 

I  believe  that  it  may  be  necessary  for  us  to  move  very  quickly 
in  a  legislative  sense  to  essentially  estop  court  intervention  if  we 
get  up  to  a  date  in  time  in  which  the  courts  would  say  we  have 
got  to  make  a  decision  between  the  FIP  and  the  SIP,  and  the  Feds 
only  have  the  FIP  that  they  are  satisfied  with,  and  therefore  they 
are  going  to  implement  or  promulgate  and  put  into  place  their  reg- 
ulations. 

Is  there  a  need  for  such  legislation?  If  so,  I  would  like  to  know 
that  for  the  record.  I  would  also  like  to  know  that  in  the  best  spirit 
could  we  get  the  support  of  both  the  EPA  as  well  as  the  State  air 
resources  board  for  such  an  effort? 

Ms.  Nichols.  Well,  Mr.  Chairman,  you  are  addressing  the  ques- 
tion to  me,  I  assume.  I  believe  that  we  will  be  best  served  for  the 
next  couple  of  days,  and  I  really  mean  a  couple  of  days  at  this 
point,  by  putting  all  of  our  best  efforts  into  getting  back  to  the 
court  and  convincing  them  of  the  circumstances  and  the  fact  that 
we  have  the  SIP  that  we  are  working  on,  EPA  and  the  State  to- 
gether, and  that  we  do  not  need  to  have  the  FIP  operating  as  a  bar 
to  any  of  our  efforts  to  get  that  SIP  finalized. 

I  believe  if  we  are  unsuccessful  in  that  effort,  then  we  should  be 
open  to  figuring  out  what  the  best  solution  is  to  relieve  any  difficul- 
ties that  may  continue  to  exist  under  those  circumstances. 
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I  think  the  CaHfornia  situation  in  this  respect  is  unique  because 
it  is  the  only  State  where  there  is  a  FIP  under  the  old  Clean  Air 
Act,  the  pre- 1990  amendments  Clean  Air  Act,  and  therefore  it  may 
be  that  a  solution  could  be  crafted,  but  I  have  to  say  that  we  are 
wary  of  both  the  timing  and  the  unknown  risks  of  legislation  in 
general  under  the  Clean  Air  Act. 

The  administration  has  so  far,  as  you  know,  taken  a  position  of 
not  supporting  any  amendments  to  the  Act,  and  so  I  would  not  be 
in  a  position  at  this  moment  to  say  we  would  endorse  any  legisla- 
tion, but  I  think  that  immediately  after  the  court  hearing,  if  we 
have  not  been  successful  in  getting  relief,  that  we  should  reassess 
our  situation. 

Mr.  Lewis.  In  your  judgment,  and  I  am  sure  there  has  been  per- 
sonal communication  with  the  Justice  Department  attorneys  as 
well,  do  you  have  reason  to  believe  that  you  will  prevail  in  connec- 
tion with  your  effort  here? 

Ms.  Nichols.  Mr.  Chairman,  I  think  absent  any  other  cir- 
cumstances the  delay  of  implementation,  that  is  relief  from  having 
to  do  anything  to  carry  out  the  FIP,  would  be  successful. 

The  issue  of  whether  the  FIP  can  be  nonpromulgated,  which 
would  mean  that  it  wouldn't  be  signed,  it  would  not  have  the  force 
of  law  in  any  way,  shape,  or  form,  and  therefore  if  there  was  a  fail- 
ure again  in  the  new  process  to  get  a  SIP  approved  in  time,  would 
EPA  have  to  go  back  to  ground  zero  as  we  would  in  any  other  State 
that  didn't  get  its  SIP  approved  in  several  years  and  start  from 
scratch.  I  am  not  sure  about  that. 

Because  of  the  lateness  of  the  day,  I  don't  know  whether  the 
court  will  grant  the  State's  intervention  at  this  point.  Our  lawyers 
think,  because  there  is  no  opposition,  it  is  a  permissive  act  on  the 
part  of  the  court,  but  I  wouldn't  want  to  be  making  a  guess  as  to 
whether  that  would  be  successful. 

Mr.  Lewis.  Mr.  Strock. 

Mr.  Strock.  Mr.  Chairman,  perhaps  if  there  could  be  a  clarifica- 
tion, did  I  hear  correctly  that  Ms.  Nichols  committed  to  joining  a 
State  argument  against  promulgation  before  the  court  should  that 
opportunity  arise  following  next  Monday's  hearing  on  intervention? 

Ms.  Nichols.  We  will  be  happy  to  repeat  the  arguments  that  we 
have  made  in  the  past  that  we  believe  a  promulgation  should  not 
be  necessary.  I  guess  I  am  a  little  leery  here  because  I  don't  rep- 
resent EPA  before  the  court. 

Mr.  Lewis.  Is  that  different  than  joining?  I  am  not  a  lawyer,  so 
I  need  to  have  some  help  with  that. 

Ms.  Nichols.  I  am,  but  there  is  some  difference  I  suppose  in  the 
sense  of  whether  we  would  sign  a  joint  brief  or  a  joint  piece  of 
paper  versus  supporting  an  argument  that  the  State  is  making. 

As  of  now,  the  State  isn't  even  legally  a  party  to  this  case  be- 
cause the  judge  hasn't  ruled  on  that,  so  I  could  not  sign  or  EPA 
would  not  be  able  to  make  that  commitment  at  this  time. 

Mr.  Lewis.  Let  us  presume  that  we  don't  believe  that  the  FIP 
should  be  implemented. 

Ms.  Nichols.  Right. 

Mr.  Lewis.  Why  should  we  not  join,  then,  and  indeed  if  we  pre- 
sume the  State  people  have  worked  in  good  faith  and  we  indeed  at 
least  share  Mayor  Riordan's  concern  and  the  Governor's  concern 
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that  we  don't  want  extended  economic  blight  in  California,  I  mean, 
this  is  a  testing  time  in  terms  of  the  credibility  of  our  clean  air  ef- 
forts, and  I  am  curious,  Mr.  Strock  and  Ms.  Nichols,  please. 

Mr.  Strock.  Mr.  Chairman,  I  think  one  key  issue  here  would  be 
that  should  the  Federal  Government  argue  along  with  the  State 
should  we  have  the  opportunity  to  do  so  on  or  after  next  Monday, 
that  in  light  of  the  State's  submission  of  what  must  be  one  or  one 
of  very  few  comprehensive  State  plans  in  a  timely  way  last  Novem- 
ber, that  we  would  hope  that  would  give  a  very  strong  potential  for 
the  court  to  examine  this  new  circumstance. 

Ms.  Nichols.  Yes. 

Mr.  Lewis.  Mr.  Chairman,  my  Chairman,  Louis. 

Mr.  Stokes.  Did  you  need  more  time,  Mr.  Chairman?  I  know  this 
is  very  important  to  you  in  terms  of  California.  If  you  need  more 
time,  I  can  certainly  yield  to  you. 

Mr.  Lewis.  I  appreciate  that.  I  frankly  feel  a  little  sensitive 
about  my  other  colleagues  as  well,  and  I  want  them  to  be  able  to 
participate,  so 

Mr.  Stokes.  I  am  willing  to  defer.  I  have  a  few  questions,  but 
I  can  defer  until  later  on.  I  would  prefer  that  you  be  able  to  have 
the  time  you  need  to  develop  this. 

Mr.  Lewis.  I  appreciate  very  much  the  patience  of  my  colleagues. 

Did  Mr.  Bilbray  have  to  leave?  He  is  a  pro  in  this  business.  He 
has  apparently. 

Do  other  of  my  colleagues  have  questions? 

Mrs.  VuCANOViCH.  I  have  one. 

Mr.  Lewis.  Please  go  ahead. 

title  V  PROGRAM 

Mrs.  VUCANOVICH.  Thank  you,  Mr.  Chairman. 

I  am  addressing  this  to  Ms.  Nichols.  As  you  know,  I  am  sure,  Ne- 
vada already  had  a  permitting  program  for  stationary  sources  like 
that  required  under  the  Title  VI  permitting  program,  and  the  State 
requirements  were  already  as  stringent  as  EPA's  regulations. 

In  effect  all  EPA's  regulations  have  done  is  to  decrease  the 
amount  of  money  from  the  permits  that  goes  to  the  States  while 
increasing  cost  and  paperwork.  So  I  guess  this  is  a  comment  and 
a  question.  I  would  like  to  see  EPA  move  towards  allowing  States 
like  mine  to  continue  to  run  their  own  programs  when  those  pro- 
grams are  as  stringent  as  the  Federal  requirements. 

I  guess  what  I  would  really  like  to  know  is  does  EPA  have  any 
plans  to  allow  greater  flexibility  with  regard  to  the  Title  VT  pro- 
gram? 

Ms.  Nichols.  Yes.  This  issue,  it  is  actually,  I  believe.  Title  V. 

Mrs.  VUCANOVICH.  Title  V. 

Ms.  Nichols.  Under  the  Act,  it  is  the  Federal  permit  that  came 
on  top  of  existing  State  programs.  Yes,  we  met  I  guess  it  is  now 
two  weeks  ago  with  environmental  commissioners  of  about  33 
States  as  well  as  a  number  of  representatives  of  governors,  and 
during  that  discussion  EPA,  and  I  was  the  lead  representative 
there  from  the  agency,  made  a  number  of  commitments  to  the 
States  in  terms  of  flexibilities  that  we  see  needed  in  making  the 
Clean  Air  Act  work. 
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Title  V  has  been  an  area  of  a  lot  of  concern  because  it  takes  a 
new  set  of  permit  requirements  that  don't  add  any  additional  sub- 
stantive protection,  but  simply  another  document  to  put  on  top  of 
the  existing  State  programs.  Nevada  is  one  of  many  States  that 
had  well-run  permit  programs  prior  to  the  Act. 

We  are  going  to  be  proposing  a  supplemental  rulemaking  within 
the  next  30  days  which  will  make  it  clear  that  States  that  had  per- 
mit programs  can  carry  those  over  and  can  grant  federally-approv- 
able  permits  during  the  period  of  time  that  it  will  take  us  to  get 
the  procedural  regulations,  we  think,  straightened  out  so  that  those 
State  permit  requirements  can  remain  in  force  and  States  can  col- 
lect the  permit  fees  that  are  authorized  under  the  Act  which  most 
States  would  like  to  be  able  to  do. 

Mrs.  VUCANOVICH.  Yes,  of  course. 

Ms.  Nichols.  But  those  permits  will  be  considered  to  be  federally 
enforceable,  and  we  will  then  work  to  make  sure  that  our  regula- 
tions mesh  with  the  State  regulations  so  that  your  State  permit 
will  then  be  federally  enforceable  under  this  new  program. 

Mrs.  VUCANOVICH.  Well,  that  is  very  good  news.  I  have  a  couple 
of  other  questions  that  are  not  that  urgent,  so  I  will  yield  back  to 
the  Chairman  if  you  want  to  ask  any  more  questions. 

PROMULGATION  OF  CALIFORNIA  FIP 

Mr.  Lewis.  Thank  you,  Mrs.  Vucanovich. 

Ms.  Nichols,  I  want  to  go  back  to  a  question  I  asked  earlier  and 
then  follow  that  up  with  an  additional  question. 

I  asked  the  question  why  can't  EPA  join  the  State  in  a  joint  ef- 
fort. This  is  a  sensitive  slot,  but  far  be  it  from  me — do  you  have 
directions  from  Justice  or  from  the  White  House  or  anyone  else  to 
not  join  with  the  State  in  an  effort  to  solve  this  problem  and  get 
the  court  out  of  our  work? 

Ms.  Nichols.  Absolutely  not,  Mr.  Chairman.  Our  conversations 
that  we  have  had  at  all  levels  have  been  that  we  were  seeking  and 
were  asked  to  seek  to  cooperate  with  the  State  by  every  means  that 
was  legally  possible. 

I  am  not  trying  to  play  lawyerly  games,  but  I  am  also  trying  not 
to  sa>  anything  that  will  turn  out  to  be  not  quite  accurate,  so  ex- 
cuse me  if  my  language  is  in  any  way  confusing.  What  I  was  trying 
to  convey  is  that  because  of  the  fact  that  there  is  a  final  decree  in 
the  case  brought  against  us  that  ordered  us  to  do  the  FIP,  that  our 
lawyers  advised  us  that  there  were  certain  arguments  that  we  as 
EPA  were  foreclosed  from  making  because  there  was  a  final  judg- 
ment and  a  consent  decree  that  had  been  entered  that  we  could  not 
go  back  and  simply  say,  well,  you  were  wrong,  judge,  you  were 
wrong  then  because  we  appealed  and  we  lost  on  that. 

That  does  not  mean,  however,  that  we  are  precluded  from  saying 
we  support  the  State's  position  in  this  case,  it  is  what  we  have  said 
all  along,  of  course  we  agree  with  it,  and  we  will  continue  to  say 
that,  and  we  will  stand  in  court  with  the  State  of  California  if  our 
lawyers  are  both  there  and  make  the  statements  that  we  believe 
that  the  FIP  is  not  needed  and  that  the  SIP  should  take  prece- 
dence. 

Mr.  Lewis.  Let  me  follow  that  up  for  a  moment,  then,  Mr.  Strock, 
I  will  call  on  you.  On  January  13th  U.S.  EPA  announced  an  agree- 
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ment  with  the  plaintiffs  in  the  Los  Angeles  FIP  case  which  would 
delay  implementation  of  the  FIP  for  two  years. 

Through  press  statements  and  individual  contacts  many  policy- 
makers were  led  to  believe  that  this  agreement  solved  the  problem 
in  California,  yet  an  inspection  of  the  actual  terms  of  the  agree- 
ment reveals  that  the  two-year  delay  in  implementation  does  not 
impact  one  single  FIP  rule. 

Why  did  the  EPA  agree  to  be  a  party  to  such — it  appears  to  be, 
I  don't  want  to  use  the  strong  language  in  the  question  that  is  de- 
signed here,  but  let  me,  why  would  EPA  agree  to  be  a  party  of 
what  would  appear  at  least  to  be  perhaps  a  deceptive  public  rela- 
tions ploy,  and  I  kind  of  want  to  know  how  Mary  Nichols,  you 
know,  how  do  we  deal  with  a  suggestion  that  the  agreement  is  a 
tangible  effort  on  EPA's  part,  a  significant  gesture  of  good  faith  in 
our  attempt  to  work  with  California  interests? 

I  ask  that  simply  because  I  would  like  to  have  before  God  and 
everybody,  you  and  Mr.  Strock,  kind  of  discuss  that,  if  you  will. 

Ms.  Nichols.  Absolutely.  Well,  Mr.  Lewis,  I  think  that  what  I  in- 
dicated at  the  beginning  about  our  posture,  I  will  just  have  to  re- 
state. We,  not  I  personally  because  I  wasn't  there,  I  wasn't  one  of 
the  parties  either  for  EPA  or  the  environmental  organizations. 

In  fact,  the  organization  that  I  was  working  for  at  the  time  de- 
clined to  participate  in  the  FIP  litigation,  so  I  have  no  stake  in  this 
matter  one  way  or  the  other.  But  we  approached  the  plaintiffs  as 
the  losing  party  in  the  litigation  seeking  relief  We  did  it,  frankly, 
both  because  we  believed  that  the  FIP  should  not  continue  to  be 
an  obstacle  to  moving  forward  on  clean  air  in  California,  and  be- 
cause we  thought  that  the  plaintiffs  who  are  environmental  organi- 
zations sincerely  are  seeking  improved  air.  By  the  way,  one  of  the 
plaintiffs  is  the  South  Coast  Air  Quality  Management  District,  the 
group  that  you  helped  bring  into  existence,  sued  us  because  they 
were  frankly  frustrated  that  EPA  has  failed  in  their  view  to  act  as 
aggressively  on  federally-controlled  sources,  the  planes,  trains, 
ships,  heavy-duty  interstate  trucks,  et  cetera  as  they  feel  that  they 
have  been  required  to  act  on  many  local  sources  in  coming  up  with 
the  necessary  reductions  to  deal  with  Southern  California's  very 
challenging  air  quality  problems. 

We  negotiated  not  only  through  our  lawyers,  but  very  directly 
with  them,  urging  them  to  rethink  their  position  in  light  of  not 
only  the  current  political  climate,  but  also  of  the  economic  situation 
in  the  State  of  California,  and  the  real  risk  that  we  felt  that  this 
FIP  was  creating  for  the  whole  clean  air  enterprise  in  southern 
California. 

We  were  successful  in  convincing  them  that  making  the  FIP  not 
be  implemented  for  a  period  of  time  was  not  going  to  take  away 
from  anything  that  they  legitimately  had  gained  in  terms  of  actions 
that  would  clean  up  the  air,  but  they  were  not  willing  to  yield  on 
their  belief  that  they  had  won  something  important  in  the  lawsuit 
by  having  a  FIP  be  promulgated.  What  they  felt  they  had  won,  and 
I  shouldn't  be  speaking  for  them,  but  since  I  am  familiar  with  the 
arguments,  I  think  I  can  characterize  them,  they  felt  that  having 
the  FIP  in  existence  as  a  final  document  that  would  come  into  ef- 
fect if  we  or  the  State  of  California  failed  to  do  our  part,  if  we  don't 
move  forward  and  adopt  those  rules  and  get  those  reductions,  gave 
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the  citizens  who  they  feel  they  represent,  a  better  handle  on  keep- 
ing all  of  our  feet  to  the  fire,  our  noses  to  the  grindstone,  et  cetera, 
so  we  had  no  further  leverage  at  that  point. 

I  think  all  I  can  say  is  we  made  the  deal  that  we  thought  was 
the  best  that  we  could  get  and  which  we  felt,  just  to  make  this 
point  again,  gave  us  the  window  of  opportunity  to  get  the  SIP  final- 
ized. 

In  other  words,  as  you  say,  nothing  is  going  to  happen  for  two 
years.  If  the  agreement  goes  forward  as  it  was  announced,  no  ac- 
tion is  taken  on  the  FIP,  we  won't  do  anything  in  furtherance  of 
the  FIP  of  implementing  it,  we  won't  put  any  of  the  FIP  rules  into 
effect,  the  SIP  will  prevail,  any  rules  that  the  State  submits  to  us 
can  get  approved  or  conditionally  approved. 

In  fact,  we  intend  that  as  early  as  the  same  time  as  this  FIP  is 
due,  we  will  be  making  some  announcements  on  proposed  approv- 
als of  the  SIP. 

Mr.  Lewis.  Wait  a  minute.  You  certainly  don't  anticipate  that 
there  is  really  any  need  for  a  two-year  line  involved,  do  you?  I  pre- 
sume that  diligent  effort  could  bring  this  to  a  close  in  60  days,  and 
if  it  can't,  then  maybe  there  is  a  need  for  legislation. 

Ms.  Nichols.  The  reason  why  I  am  reluctant  to  set  an  arbitrary 
deadline  in  terms  of  getting  the  full  SIP  approval  is  twofold. 

One,  as  you  know,  a  SIP  cannot  simply  be  a  commitment  to 
adopt  rules.  It  has  to  actually  be  the  adopted  rules,  and  some  of 
those  rules  in  fact  I  believe  almost  half  of  the  reductions  that  are 
called  for  in  California's  SIP  are  from  national  rules,  whether  it  is 
paints,  architectural  coatings  or  mobile  sources,  which  EPA  will 
have  to  finalize,  so  we  can't  give  ourselves  credit,  if  you  will,  for 
things  that  we  haven't  done  yet. 

That  doesn't  mean,  however,  that  the  FIP  will  be  operating  in 
any  way,  shape,  or  fashion  to  force  anybody  to  be  making  any  in- 
vestments or  putting  on  any  controls.  The  SIP  will  be  in  effect. 

Mr.  Lewis.  Mr.  Strock. 

Mr.  Strock.  Mr.  Chairman,  if  I  could  kindly  ask  you  several 
questions,  sir.  One,  I  think  from  the  State's  perspective. 

Mr.  Lewis.  That  is  not  usually  what  we  do  around  here,  but 

Mr.  Strock.  To  follow  up  on  your  question  to  Ms.  Nichols,  it  has 
not  been  clear  from  the  State  perspective  what  this  two  year  effec- 
tiveness so-called  delay  has  tangibly  added  to  the  situation  from 
the  State's  perspective  whatsoever. 

It  is  our  understanding  that  the  FIP  rules  would  in  any  event 
not  have  taken  effect  until  beginning  in  February  1997,  so  I  just 
wish  to  have  that  laid  out  there,  and  I  don't  believe  that  Ms.  Nich- 
ols' answer  to  that  gave  any  different  response. 

Ms.  Nichols.  Well,  if  I  may,  since  we  are  doing  a  three  way 
here,  no,  I  think  that  is  correct. 

The  point  I  am  trying  to  make  is  what  we  were  told  by  many 
parties  was  the  concern  that  industries  in  California  or  industries 
seeking  to  come  into  California,  or  thinking  about  maybe  coming 
into  California,  would  be  in  a  state  of  confusion,  what  is  the  pre- 
vailing rule  here,  is  it  the  SIP,  is  it  the  FIP,  who  do  we  turn  to. 

Mr.  Lewis.  I  think  that  is  exactly  the  problem. 

Ms.  Nichols.  Okay,  that  was  the  problem  that  was  presented  to 
us,  and  the  answer  again  is  we  would  have  preferred  no  FIP  at  all. 
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never  even  propose  it,  second  choice,  don't  promulgate  it,  which  we 
didn't  think  we  could  get  and  we  told  you  why  we  weren't  able  to 
get  it,  the  third  choice  is  don't  implement  it.  The  value  of  that  is 
not  just  negligible,  it  is  that  anyone  can  turn  to  the  Federal  Reg- 
ister, can  turn  to  their  lawyers  if  they  are  in  California  and  say 
what  are  the  air  quality  permits  we  will  need,  what  are  the  laws 
we  are  subject  to,  and  I  think  it  will  be  very  clear  that  we  have 
State  rules  and  requirements. 

If  those  are  not  finalized,  if  there  isn't  a  SIP,  then  in  1997  this 
FIP  would  be  effective.  That  is  exactly  the  same  situation  in  any 
State  that  is  currently  operating  in  a  nonattainment  area,  which 
has  to  do  a  nonattainment  SIP,  that  if  they  don't  get  a  SIP  final- 
ized, there  will  be  a  FIP  there.  That  is  the  way  the  Clean  Air  Act 
works. 

Mr.  Lewis.  If  I  could  intervene,  Ms.  Nichols.  My  concern  is  that 
you  and  I  both  have  talked  many  a  time  about  the  good  faith  of 
the  people  involved  in  California  in  leading  the  country  in  clean  air 
matters. 

Suddenly  we  find  ourselves  in  a  circumstance  where  all  the  steps 
necessary  to  comply  with  the  requirements  of  the  State  implemen- 
tation plan  have  been  met  by  this  State,  like  no  other.  Great  ex- 
pense involved  both  for  the  Feds  as  well  as  the  State  people  who 
are  involved,  and  yet  we  are  coming  up  to  a  crunch  time  where  in 
my  judgment,  the  judgment  of  the  Mayor  of  Los  Angeles,  and  the 
judgment  of  the  Governor  of  California,  suddenly  our  State  could 
be  on  a  two-year  hold  that  could  mean  economic  disaster,  and  to 
say  the  least  I  doubt  that  this  administration  or  at  least  the  Presi- 
dent doesn't  want  to  see  us  in  that  condition  in  1996,  but  indeed 
it  is  a  very  real  prospect,  and  my  concern  is  that  that  prospect  not 
only  could  have  unintended  consequences  in  terms  of  our  economy, 
it  could  spell  disaster  to  what  for  me  has  been  a  lifetime  of  effort 
in  the  clean  air  business. 

Ms.  Nichols.  Mr.  Lewis,  I  think  the  issue  here  is  really  is  there 
the  ability  to  get  California's  SIP  approved.  None  of  us,  I  think, 
would  disagree  that  the  air  quality  problem  in  California  is  an  ex- 
tremely challenging  one  and  that  a  great  deal  more  effort  is  going 
to  be  needed  on  the  part  of  the  South  Coast  district  and  the  State 
and  EPA  in  order  to  lick  this  problem,  and  we  need  to  be  devoting 
our  efforts  working  together  each  at  our  own  level  to  do  the  things 
that  we  can  best  do. 

When  the  current  Chairman  of  the  California  Air  Resources 
Board,  John  Dunlop,  appeared  at  the  South  Coast  District  Board 
meeting  to  discuss  this  proposed  modification  to  the  consent  decree, 
he  said  that  he  believed  that  the  two-year  SIP  approval  time  period 
was  acceptable,  that  the  SIP  wo^ld  be  approved  within  that  time 
period,  it  was  enough  time  for  the  State  to  get  all  the  rules  adopt- 
ed, and  that  there  were  further  rulemakings  that  were  needed 
under  the  Act. 

We  believed  when  we  were  challenged  on  this  and  we  were  asked 
this  question,  we  had  a  letter  from  Governor  Wilson  to  Adminis- 
trator Browner  about  the  FIP  that  asked  for  an  18-month  delay  in 
the  effective  date  of  the  FIP.  It  didn't  use  the  word  promulgate,  it 
didn't  use  the  word  implement,  it  used  the  word  delay  the  effective 
date.  We  are  playing  with  I  think  a  little  bit  of  semantics  here. 
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There  is  a  proposal  now  out  there,  it  was  published  in  the  Fed- 
eral Register  in  February  of  1994,  a  proposed  FTP  is  now  in  the 
marketplace,  it  is  out  there  on  the  street.  The  issue  is  how  do  we, 
then,  get  rid  of  this  thing.  We  have  made  substantial  changes  to 
make  it  less  onerous  to  reflect  the  input  that  we  got  from  the  South 
Coast  District  and  the  State.  It  still  isn't  good,  but  we  want  to 
move  on,  and  that  is  what  we  are  tiying  to  do. 

Mr.  Lewis.  One  of  the  reasons  this  hearing  was  requested  by  the 
Chair  involves  the  fact  that  the  promulgation  of  the  FIP  does  cause 
confusion  without  any  question  among  a  variety  of  California  in- 
dustries, and  they  are  very,  very  concerned  about  the  impact  that 
that  might  have  on  our  economic  future. 

I  think  probably,  Ms.  Nichols,  you  have  seen  the  criticisms  of 
Secretary  Pena  relative  to  the  impact  of  the  FIP  upon  economic  cir- 
cumstances in  the  South  Land.  I  have  taken  more  than  my  share 
of  time,  so  let  me  yield.  We  are  going  to  break  some  precedent  here. 

A  new  Member  in  the  committee,  Mr.  Neumann,  from  beautiful 
downtown  Wisconsin  has  come  along,  and  he  has  a  lot  of  interest 
in  this  subject  area.  From  there,  even  though  not  officially  a  Mem- 
ber of  the  committee,  our  air  resources  board  member  from  South- 
ern California  ought  to  be  a  part  of  this  as  well. 

Mr.  Neumann. 

Mr.  Neumann.  I  don't  know  if  it  is  appropriate  or  not  to  talk 
about  a  different  State,  but  I  will  tell  you  that  a  very  similar  an- 
swer to  this  discussion  that  I  have  seen  going  on  here,  Mr.  Chair- 
man, is  going  on  in  the  State  of  Wisconsin.  As  of  about  10:00  or 
10:30  on  Saturday  night,  I  got  a  call  from  one  of  our  local  news- 
papers asking  me  exactly  what  it  meant  when  the  EPA  had  rules 
on  the  books  but  decided  not  to  enforce  them  for  a  two-year  period 
of  time  and  exactly  what  our  businesses  are  supposed  to  conclude 
by  that  when  they  are  being  told  by  one  member  from  the  EPA 
that  they  do  not  have  to  enforce  the  rules  and  they  would  not  be 
enforced  for  a  two-year  period  of  time,  and  the  next  person  they 
call  says  yes,  in  fact,  we  do  have  to  enforce  these  rules. 

These  deal  with  the  ECOs,  they  are  called,  the  transportation, 
you  are  probably  much  more  familiar  with  it  than  I  am,  but  I  am 
familiar  enough  from  hearing  from  my  businesses  in  my  district  to 
know  that  this  is  a  major  problem  in  our  district,  and  I  believe  the 
EPA  regulations  are  out  of  line  in  this  particular  area.  There  is  a 
whole  series  of  reasons. 

I  don't  know  how  much  of  it  you  would  like  right  now,  Mr.  Chair- 
man, but  I  can  tell  you  that  the  same  answers  that  you  are  giving 
here  today  are  causing  all  kinds  of  problems  in  my  district  as  well, 
and  I  think  we  need  some  firm,  definitive  answers  as  to  exactly 
where  you  are  going  and  what  you  are  doing  with  these  things. 

You  can't  be,  yeah,  we  have  got  the  rules  on  the  books,  but  we 
are  not  going  to  enforce  them  for  the  next  two-year  period  of  time. 
How  are  our  businesses  supposed  to  deal  with  these  kinds  of  an- 
swers? I  will  tell  you  that  the  requirements  that  you  have  in  our 
district  were  obviously  not  written  by  people  that  understand  our 
district  because  it  is  not  practical  to  bring  the  people  from  all  over 
southeastern  Wisconsin  in  in  buses  when  the  towns  are  literally 
every  five  miles  apart,  so  the  compliance  with  the  ECO  regulations 


1003 

is  not  practical  in  our  district,  and  I  would  just  be  happy  to  hear 
a  response  to  that. 

Are  these  rules  being  enforced?  Are  they  on  the  books?  Are  they 
in  place?  Are  we  going  to  live  with  them?  Are  they  being  taken  off 
the  books? 

Ms.  Nichols.  Well,  Mr.  Neumann,  I  am  glad  you  asked  me  in- 
stead of  the  reporter  who  called  you  on  Saturday  night.  There  has 
been  a  lot  of  confusion  about  the  status  of  this  program,  and  let 
me  just  take  a  moment  to  explain. 

The  Clean  Air  Act  amendments  of  1990  did  include  a  specific 
provision  dealing  with  areas  that  have  severe  or  serious  problems 
with  attainment  of  standards  that  employers  of  more  than  100  peo- 
ple would  have  to  file  a  plan  with  their  State,  and  the  State  would 
have  to  have  a  plan  for  reducing  the  average  vehicle  ridership  of 
the  businesses  that  were  subject  to  this  rule. 

There  is  no  enforcement  mechanism  in  that  provision  of  the 
Clean  Air  Act,  that  is  to  say,  if  an  employer  does  not  meet  the  tar- 
get, if  the  plan  doesn't  meet  its  target,  there  is  no  punishment 
mechanism  spelled  out,  there  are  no  fines  or  penalties  or  specific 
performance  requirements  for  implementing  the  plan,  but  the  plan 
does  have  to  be  filed. 

EPA  has  issued  guidance  on  this  issue  which  has  added,  I  be- 
lieve, a  considerable  amount  of  flexibility  in  terms  of  what  a  plan 
can  contain  and  still  be  approvable.  For  example,  employers  in  a 
situation  such  as  you  describe  do  not  have  to  use  car  pooling  or 
mandatory  van  pools  to  get  their  workers  from  rural  areas  to  work. 
It  is  permissible,  for  example,  for  an  employer  to  be  taking  credit 
for  other  measures  such  as  use  of  lower  emitting  vehicles  or  alter- 
nate fuels  in  their  fleet,  if  they  have  a  fleet  of  company-owned  vehi- 
cles, or  even  to  be  part  of  a  regional  program  that  is  supporting 
more  use  of  transit. 

This  is  not  a  program  that  EPA  has  given  a  lot  of  emphasis  to 
for  the  simple  reason  that  the  air  quality  reductions  from  these 
types  of  measures  are  very  small,  and  we  have  said  that  in  public. 

Mr.  Neumann.  May  I  interrupt?  This  answer  that  you  are  giving 
to  me  in  the  middle  of  right  now  is  the  exact  frustration  that  I  hear 
out  there  in  the  streets  in  my  district. 

You  have  just  said  to  us  that,  if  I  heard  you  right,  and  please 
correct  me  if  I  didn't.  First  off,  the  EPA  is  not  giving  much  atten- 
tion to  this  particular  aspect  of  the  rule  because  even  if  it  is  com- 
plied with,  it  has  a  very  low  percentage  of  reduction  or  improve- 
ment of  air  quality  in  the  area,  and  I  concur  with  you,  the  studies 
that  I  have  from  our  district  would  indicate  that  we  are  talking  be- 
tween 1  and  2  percent  of  the  requirement  would  be  met  through 
this  massive  change  in  the  manner  that  we  bring  our  people  to 
work  in  southeastern  Wisconsin. 

Is  that  what  I  just  heard  you  say?  You  are  not  paying  much  at- 
tention to  it  because  the  actual  impact  of  this  particular  portion  of 
it  is  very  low;  is  that  what  I  heard?  I  just  want  to  make  sure  be- 
cause I  am  going  to  get  asked  this  when  I  get  out  of  here. 

Ms.  Nichols.  But  let  me  add  something  to  that  statement  if  I 
may  because  I  think  that  this  is  part  of  what  is  causing  the  prob- 
lem. You  heard  a  lot  of  conversation  here  earlier  about  States  and 
Federal  Government,  whose  role  it  is  to  do  what,  and  this  is  where 
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some  confusion  I  think  creeps  into  the  matter.  I  am  referring  to 
EPA's  role  in  this. 

Under  the  Clean  Air  Act  it  is  the  State  that  has  the  responsibil- 
ity for  developing  a  plan  to  clean  up  its  own  air.  It  is  the  State  that 
has  the  primary  discretion  for  deciding  what  the  requirements  are 
going  to  be.  If  there  are  going  to  be  any  specific  requirements  in 
terms  of  the  enforcement  mechanism,  any  fines  or  penalties,  any 
other  implementation  requirements  for  these  programs,  it  is  the 
State's  job  to  develop  them. 

At  EPA  when  a  State  gives  us  their  plan  for  attaining  the  stand- 
ards, we  look  at  the  modeling,  we  look  at  the  emissions  inventory, 
we  look  at  the  set  of  rules,  if  there  is  a  rule  there.  If  there  is,  does 
it  look  like  the  State  is  going  to  do  it?  That  is  it. 

We  are  not  telling  them  how  to  do  it,  we  are  not  telling  them 
what  the  content  is  supposed  to  be  with  respect  to  this  program. 
We  have  told  them  they  have  got  a  lot  of  flexibility  in  terms  of  how 
they  do  it.  That  is  all  there  is  to  it. 

Mr.  Neumann.  So  from  the  EPA's  point  of  view,  the  next  time 
the  Kenosha  News  calls  me,  I  am  okay  saying  the  EPA  has  this 
rule,  but  there  is  no  enforcement  in  place  and  there  will  be  no  fines 
levied  by  the  Federal  Government  through  the  EPA  for  nonattain- 
ment.  So  if  our  businesses  decide  not  to  have  an  ECO  plan  in  place 
and  our  employers  or  businesses  with  more  than  100  employees  de- 
cide not  to  comply  with  this,  there  will  be  no  fine  to  that  business; 
is  that  an  okay  answer  to  them? 

Ms.  Nichols.  I  think  that  the  correct  answer  is  that  it  is  up  to 
the  State  and  their  citizens  in  terms  of  how  they  intend  to  imple- 
ment this  provision. 

Mr.  Lewis.  Ms.  Nichols,  the  question  he  is  asking  is  how  will 
EPA  react  to  a  plan  that  doesn't  include  those  things?  Will  you  find 
yourself  in  a  position  of  suing  his  State?  Will  you  find  yourself  in 
a  position  of  essentially  waiting  to  be  sued? 

He  is  in  a  position  where  his  State  is  in  the  process  of  developing 
a  State  implementation  plan.  Our  State  has  completed  one,  and  I 
believe  Mr.  Neumann  is  anticipating  his  State  having  the  same 
problem  a  couple  months  down  the  line. 

Ms.  Nichols.  Let  me  go  back 

Mr.  Neumann.  This  is  frustrating.  I  was  in  the  business  in  an- 
other business  in  our  district  in  a  city  just  north  of  Kenosha, 
Racine,  and  I  stood  there  and  talked  to  business  owner,  and  he 
wants  to  add,  it  was  60,000  or  70,000  square  feet  on  to  his  busi- 
ness, and  he  said  to  me;  Mark,  I  am  not  going  to  do  this  until  you 
get  me  an  answer  as  to  what  is  cooking  with  these  rules  because 
if  we  find  that  we  are  in  noncompliance  with  the  EPA  rules,  these 
Federal  rules,  we  are  not  adding  on  to  our  business  here  in  this 
district.  This  is  real,  this  is  not  fictional  to  me,  this  is  very  real  in 
my  district,  and  I  am  talking  about  jobs  for  my  people  that  need 
work. 

Ms.  Nichols.  Mr.  Neumann,  let  me  just  try 

Mr.  Lewis.  I  might  add  to  that,  that  is  precisely  why  we  are  hav- 
ing this  hearing  for  the  same  problems  are  happening  every  day  in 
Southern  California  where  the  economy  is  in  a  hand  basket. 

Ms.  Nichols.  The  Clean  Air  Act  allows  for  citizen  suits  to  en- 
force the  law.  The  Clean  Air  Act  also  has  certain  very  specific  pro- 
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visions  which  Administrator  Browner  and  I  have  been  seeking  to 
administer  with  as  much  common  sense  and  as  much  flexibiUty  as 
we  can. 

The  very  specific  language  of  the  Clean  Air  Act  says  if  your  area 
is  serious  or  worse  in  terms  of  its  air  quality,  the  State  must  have 
one  of  these  employee  trip  reduction  plans  as  part  of  its  overall 
State  implementation  plan.  That  is  in  the  law. 

What  we  have  said  is  we  will  look  with  extreme  flexibility  on 
anything  that  a  State  gives  us  in  the  way  of  a  plan  for  this  em- 
ployee trip  reduction  component  of  their  implementation  plan.  That 
is,  we  have  given  them  a  laundry  list  of  possible  ways  in  which 
they  could  do  things,  other  than  the  mandatory  car  pooling  type  of 
approach.  We  will  look  favorably  on  any  alternative  that  a  State 
and  its  employers  may  come  to. 

We  cannot  say,  and  we  would  not  say  we  are  not  going  to  enforce 
the  law.  We  won't  say  that,  but  what  we  are  saying  is  we  are  not 
going  to  fine  any  employers,  we  will  not  ourselves  be  imposing  any 
penalties  on  any  companies  or  on  States,  but  we  will  require  States 
to  have  a  plan  which  includes  some  element  in  it  which  is  called 
the  employee  trip  reduction  plan,  and  we  will  work  with  them  as 
broadly  as  we  possibly  can  to  come  up  with  something  that  will  ful- 
fill that  particular  section  of  the  statute. 

We  can't  write  it  out  of  the  statute,  but  we  will  embrace  the 
widest  possible  degree  of  flexibility  in  what  a  State  might  choose 
to  do  under  the  rubric  of  some  form  of  an  employee  trip  reduction 
plan. 

Mr.  Lewis.  Mr.  Neumann  is  sensing  that  this  may  have  taken 
us  very  close  to  beautiful  downtown  Cleveland. 

Let  me  turn  to  Mr.  Stokes  for  a  moment. 

CENTRALIZED  AUTO  EMISSION  INSPECTION  PROGRAM 

Mr.  Stokes.  Thank  you,  Mr.  Chairman. 

Let  me  help  Ms.  Nichols  get  out  of  Wisconsin  and  California  and 
get  over  to  another  State.  Ms.  Nichols,  this  whole  question  of  a  cen- 
tralized auto  emissions  inspection  program  versus  a  decentralized 
system  is  something  that  has  many  pros  and  cons  around  it. 

Would  you  comment  on  these  issues  and  also  give  us  the  position 
of  EPA  regarding  it? 

Ms.  Nichols.  Yes.  As  you  have  correctly  stated,  Mr.  Stokes,  the 
issue  of  inspection  maintenance  plans  has  been  a  very  controversial 
one.  Back  when  the  Act  was  passed  and  the  1990  amendments 
were  passed,  Congress  directed  that  areas  with  serious  air  quality 
problems  have  what  they  called  an  enhanced  inspection  and  main- 
tenance program  as  part  of  their  overall  attainment  plan,  and  left 
it  up  to  EPA  to  write  the  regulations  defining  an  enhanced  pro- 
gram, although  there  was  some  guidance  there,  but  the  regulations 
were  produced  by  EPA. 

EPA  produced  those  regulations  and  frankly  they  did  it  with  a 
lot  of  input  from  States  and  from  the  industrial  community,  par- 
ticularly those  who  are  subjected  to  a  lot  of  very  stringent  air  qual- 
ity regulations.  Some  of  our  major  industries,  the  electric  utilities, 
et  cetera,  were  also  involved  in  that  rulemaking,  and  what  they 
urged  was  the  most  stringent  possible  inspection  program  for  in- 
use  motor  vehicles,  and  the  one  that  at  that  time  I  think  most  peo- 
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pie — certainly  engineers  at  least — ^believed  was  the  most  effective 
type  of  program  was  one  that  used  a  very  high-tech  dynamometer 
that  simulated  real  world  driving  conditions  as  well  as  a  system 
which  would  separate  the  testing  from  the  repair  industry  because 
the  record  of  previous  attempts  at  inspection  and  maintenance  pro- 
grams had  indicated  with  a  lot  of  undercover  surveillance  and  a  lot 
of  oversight  that  there  was  a  high  degree  of  failure  in  that  system, 
that  is  cars  that  should  have  failed  the  test  were  not  being  de- 
tected, cars  were  getting  certificates  that  said  they  were  passing 
which  when  they  were  later  checked  should  not  have  passed  the 
test. 

Those  regulations  went  into  effect,  many  States  adopted  these 
programs  that  met  the  EPA  regulations,  sometimes  over  a  lot  of 
controversy,  but  they  put  them  in  place  and  D-Day  for  beginning 
to  start  up  the  programs  was  this  past  January  in  many  States. 
When  it  came  time  to  actually  get  the  urograms  up  and  running, 
there  was  a  lot  of  consternation,  I  would  say,  in  many  areas  about 
whether  this  was  really  the  right  way  to  go,  both  in  terms  of  con- 
cerns about  the  cost  in  some  instances  where  they  hadn't  taken 
into  account  the  impact  on  low  income  or  senior  citizens,  and  also 
I  think  in  terms  of  consumer  acceptance  of  having  to  go  to  a  cen- 
tralized station.  There  is  still  a  tremendous  amount  of  concern  on 
the  part  of  service  stations  that  have  been  in  the  testing  business 
and  are  being  told  that  they  could  no  longer  do  testing  and  many 
other  concerns. 

EPA  has  gone  back  and  committed  to  revise  those  regulations, 
and,  in  the  interim,  we  have  worked  with  a  number  of  States  that 
wanted  to  make  changes  to  their  programs  and  still  get  full  credit 
for  having  enhanced  programs.  We  still  believe  that  separating  test 
and  repair  and  using  a  dynamometer  test  are  the  best  way  to  go 
in  having  an  enhanced  program. 

We  also  believe  that  there  are  a  lot  of  other  options  that  States 
can  use  to  adapt  or  tailor  the  program  to  their  needs,  including  a 
hybrid  approach  where  a  certain  number  of  cars  can  be  tested  at 
neighborhood  garages,  where  cars  that  perhaps  need  a  repair  after 
flunking  a  test  could  be  retested  at  the  repair  site  so  they  didn't 
have  what  they  call  the  ping-ponging  effect  of  having  to  go  back  to 
the  centralized  station  to  get  your  retest  after  you  have  been  re- 
paired. 

We  have  looked  at  ways  that  you  can  get  additional  credits  for 
using  more  remote  sensing  as  a  way  to  detect  the  cars  that  are  fail- 
ing badly,  we  have  looked  at  other  types  of  testing  equipment  other 
than  the  IM240  test  which  EPA  initially  had  approved.  As  a  result 
of  a  lot  of  these  things  and  frankly  I  might  also  say  to  defer  to  my 
colleague  on  the  left  here  that  a  great  deal  of  good  work  has  been 
done  in  California  and  with  some  participation  from  EPA  in  terms 
of  researching  some  new  ideas  about  testing  programs,  we  are 
going  to  be  able,  we  think,  to  approve  a  number  of  different  types 
of  programs  as  enhanced  programs,  all  of  which  will  continue  to 
make  a  good  deal  of  progress  on  the  very  serious  problems  of  emis- 
sions from  the  in-motor  vehicles. 
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RISK  ASSESSMENT  SCIENCE 


Mr.  Stokes.  On  another  important  subject,  there  is  a  great  deal 
of  discussion  in  the  House  now  about  requiring  risk  assessment 
and  cost  benefit  analysis  before  any  regulations  can  be  issued. 

We  had  a  great  deal  of  testimony  this  morning  about  your  regu- 
lations. It  is  my  understanding  from  the  experts,  and  I  am  talking 
about  people  like  professors  out  at  Case  Western  Reserve  Univer- 
sity, Cleveland  State  University  in  my  Congressional  District  that 
today  do  a  reasonably  effective  risk  assessment.  We  need  good 
science.  They  also  tell  me  that  there  are  many  gaps  in  our  knowl- 
edge of  the  risk  assessment  science. 

One  of  the  offices  in  EPA  is  responsible  for  improving  the  science 
on  which  EPA  could  base  its  risk  assessment,  and  I  am  referring, 
of  course,  to  the  Office  of  Research  and  Development,  ORD. 

Tell  us  what  efforts  are  underway  to  improve  that  office  so  it  pro- 
vides the  agency  with  the  best  science  available  for  risk  assess- 
ment. 

Ms.  Nichols.  Well,  Mr.  Stokes,  our  Assistant  Administrator  for 
Research  and  Development,  Dr.  Hugget,  has  implemented  a  sub- 
stantial reorganization  of  the  program  intended  to  really  shore  up 
the  science  that  EPA  relies  on  in  doing  its  risk  assessment  and  its 
overall  rulemaking  activities. 

It  has  involved,  I  know,  a  number  of  consolidations  and  changes 
in  laboratories'  efforts  to  bring  new  scientists  into  the  Federal  Gov- 
ernment and  to  allow  our  existing  career  scientists  to  improve  their 
own  academic  and  research  skills  and  publishing  capabilities. 

It  has  also  included  a  redirection  of  a  greater  amount  of  EPA's 
funding  into  extramural  research,  which  would  not  be  done  directly 
by  EPA  scientists,  but  which  would  involve  funding  more  basic 
science  that  is  done  in  academia  and  therefore  is  more  neutral. 

There  is  a  grant  program  and  a  number  of  other  activities,  but 
I  think  perhaps  if,  Mr.  Stokes,  if  you  would  like  to  have  some  addi- 
tional specific  information,  we  could  follow  up  in  writing  with  more 
details  about  how  that  program  is  working. 

Mr.  Stokes.  Ms.  Nichols,  I  would  appreciate  if  you  would  feel 
free  to  amplify  upon  it  in  the  record  for  me. 

Ms.  Nichols.  I  would  be  happy  to. 

[The  information  follows:] 
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The  Environmental  Protection  Agency  (EPA)  is  taking  significant  steps  to 
reshape  the  Office  of  Research  and  Development's  (ORD)  science  program.   These 
changes  will  improve  the  type  of  support  ORD  provides  and  help  make  better 
decisions  at  EPA  both  now  and  in  the  future.   These  changes  will  take  greater 
advantage  of  this  country's  scientific  resources  both  within  and  outside  of 
EPA,  and  will  make  the  research  conducted  by  EPA  recognized  for  its  scientific 
excellence. 

Questions  about  environmental  pollutants  far  outstrip  the  Agency's 
ability  to  provide  answers.   Research  priorities  must  be  established  that  will 
address  the  Agency's  most  pressing  needs.   It  is  obvious  that  research  must 
address  central  issues  regarding  environmental  management,  including: 

o     What  are  the  most  effective  ways  to  prevent  pollution? 

o     What  are  the  levels  and  national  distributions  of  agents  and 

pollutants  that  have  effects  on  human  populations  and  ecosystems? 

o     What  diseases  and  other  effects  do  these  agents  cause? 

o     Which  are  the  major  and  which  are  the  minor  contributors  to  the 
overall  exposures  to  pollutants? 

o     What  are  the  telative  risks,  costs,  and  benefits  of  alternative 

management  strategies  to  protect  human  health  and  the  environment? 

Clearly  the  task  cf  providing  such  knowledge  is  challenging  in  the  face 
of  resource  limitations,  the  need  for  timely  answers,  and  the  complexity  of 
the  task.   That  is  why  the  EPA  is  taking  dramatic  action  to  make  major  changes 
in  the  way  ORD  does  its  job.   In  the  past,  the  Agency  did  not  fully  recognize 
the  importance  of  long-term  research  to  solve  complex  problems.   The  past 
focus  was  too  often  on  short-term  problems.  Rather  than  emphasizing  mainly 
short-term  problems,  ORD  is  now  attempting  to  program  50  percent  of  its  budget 
to  long-term  research.   The  other  50  percent  will  be  focussed  to  more  short- 
term  support  which  is  strongly  influenced  by  the  near-term  regulatory  needs  of 
the  program  offices  at  EPA. 

It  is  critical  that  the  Agency  direct  a  significant  portion  of  its 
research  budget  to  efforts  designed  to  reduce  uncertainties  in  risk  assessment 
and  to  develop  better  technologies  for  risk  reduction.   The  inaccuracies  and 
uncertainties  in  risk  assessment  methods  can  not  only  lead  to  the  inefficient 
use  of  resources,  but  they  can  also  be  dangerous  to  the  public  and  the 
environment.   For  instance,  in  drinking  water,  the  trade-off  between  microbial 
hazards  and  chemical  hazards  presents  a  difficult  choice  between  competing 
risks.   If  the  risks  from  by-products  of  drinking  water  disinfectants  are 
overestimated,  regulatory  responses  to  reduce  risks  associated  with 
disinfection  may  significantly  increase  the  risk  of  waterborne  disease. 

Expanding  th«  R*s«arch  Grants  Program 

EPA  has  many  fine  scientists,  but  they  represent  only  a  small  fraction 
of  the  scientific  talent  available  to  resolve  the  many  uncertainties  about 
environmental  protection.   Although  ORD  has  operated  a  small,  competitive, 
peer-reviewed,  extramural  investigator-initiated  research  grants  program  since 
1980,  many  reviews  by  organizations  like  the  National  Research  Council  and  the 
EPA  Science  Advisory  Board  have  recommended  enhancement  of  this  program.   In 
response,  the  Agency  has  expanded  its  peer-reviewed  program  for  investigator- 
initiated  grants  from  $22  million  in  FY  1994  to  $44  million  in  FY  1995,  with  a 
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goal  of  $100  itiillion.  A  typical  grant  will  last  two  to  three  years,  and 
provide  approximately  $150,000  worth  of  scientific  support  per  grant  year. 

To  further  strengthen  the  progreun,  the  Agency  has  established  a 
partnership  with  the  National  Science  Foundation  (NSF) .   In  December  1994,  EPA 
signed  a  Memorandum  of  Understanding  (MOU)  with  the  NSF  to  conduct  a  joint 
extramural  grants  research  progreim  in  areas  of  mutual  programmatic  interest. 
The  broad  topical  areas  of  interest  to  both  agencies  are:   technology  for  a 
sustainable  future,  contingent  valuation  and  environmental  policy,  and  water 
and  watersheds.   Both  EPA  and  NSF  will  contribute  funding  for  the  joint 
program,  with  EPA  contributing  $10.5  million  and  NSF  at  least  $7.5  million. 

In  addition,  EPA  is  conducting  two  special  solicitations.   One  seeks 
applications  in  four  topical  areas  of  interest  to  EPA:   human  health  risk 
assessment  methodology,  indoor  air  quality,  criteria  air  pollutants 
(particulate  matter  and  ozone),  and  the  impacts  of  global  climate  change  on 
hydrologic  resources.   A  second  solicitation  focusses  on  projects  in  the  area 
of  pollution  prevention,  technical  assistance  and  technology  transfer.   In 
reviewing  the  proposals  received  in  response  to  these  special  solicitations, 
EPA  will  use  a  panel  peer  review  process  essentially  identical  to  that  used  in 
the  joint  EPA/NSF  initiative. 

Building  th*  Fellowships  Program 

The  problems  of  the  future  will  be  solved  by  the  students  of  today. 
Without  a  steady  stream  of  young  scholars  trained  in  environmental  science, 
our  ability  to  maintain  adequate  environmental  protection  will  be  compromised. 
In  order  to  assure  that  this  critical  need  is  met,  the  Agency  has  established 
a  strong  graduate  fellowship  program.   The  FY  1995  program  will  support  100 
graduate  student  fellowships.   The  goal  is  to  increase  the  total  number  of 
fellowships  funded  annually  to  300.   In  December  1994,  EPA  issued  an 
announcement  inviting  applications  for  100  graduate  fellowships  in  academic 
disciplines  related  to  environmental  science  and  technology:  the  physical, 
biological  and  social  sciences,  mathematics,  computer  sciences,  and 
engineering.   By  the  end  of  January,  over  5,000  applications  had  been 
requested  by  students  interested  in  the  program,  demonstrating  a  very  real 
need. 

ORD  Raorganlzatlon 

Last  Fall,  the  Agency  announced  a  framework  for  the  reorganization  of 
ORD  laboratories.   This  existing  structure  of  12  laboratories,  four  assessment 
offices  and  seven  (of  nine)  headquarters  offices  will  be  consolidated  into 
three  new  national  laboratories  and  two  national  centers,  which  will  be 
organized  along  the  National  Academy  of  Science's  risk  assessment/risk 
management  framework.   The  purpose  is  to  free  up  more  people  to  do  science,  to 
move  responsibility  closer  to  the  laboratories  where  the  science  is  done,  to 
conduct  research  of  relevance  to  EPA,  and  to  make  headquarters  smaller. 
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Mr.  Stokes.  Mr.  Chairman,  I  have  a  number  of  other  questions, 
too  that  I  will  submit  for  the  record,  and  Ms.  Nichols  will  provide 
the  answers  to  those. 

Mr.  Lewis.  Appreciate  that  very  much,  Mr.  Stokes. 

Mr.  Stokes.  That  way  I  can  defer  back  to  you  so  we  may  get 
back  to  California. 

AIR  QUALITY  IN  CALIFORNIA 

Mr.  Lewis.  By  way  of  that,  let  me  yield  time  to  a  former  member 
of  the  Air  Resources  Board,  an  aspiring  Member  of  the  Appropria- 
tions Committee,  Mr.  Bilbray. 

Mr.  Bilbray.  Thank  you,  Mr.  Chairman.  I  appreciate  the  chance 
to  be  here  today  and  the  risk  assessment  hearings  have  gone  on 
today,  so  it  is  interesting  at  being  a  past  member  of  the  State  Air 
Resources  Board  for  California  to  hear  all  the  consternation  about 
risk  assessment  and  how  we  do  it. 

We  have  done  it  in  California,  it  has  evolved,  it  may  not  be  per- 
fect, but  certainly  as  a  policymaker  it  really  has  helped  us  redirect 
our  efforts,  and  those  efforts  have  been  to  public  benefit. 

A  good  example  is  the  awakening  to  the  fact  that  for  20  years 
we  were  pushing  people  towards  diesel  as  being  the  great  fuel,  and 
then  all  at  once,  lo  and  behold,  it  is  not  exactly  the  nicest  thing 
around,  and  I  think  that  the  real  lesson  is  that  those  of  us  in  gov- 
ernment are  not  perfect,  and  contrary  to  what  our  press  releases 
say,  and  that  the  laws  and  regulations  that  we  have  passed  over 
the  last  10  to  20  years  aren't  perfect,  either,  and  I  think  if  we  look 
at  that,  we  need  to  make  sure  that  we  fine  tune  them. 

This  is  one  that  is  sort  of  an  interesting  situation.  The  trip  re- 
duction plans  and  the  concern  of  my  colleague  from  Wisconsin  is 
a  universal  cry  of  saying  are  you  trying  to  just  deny  the  individual 
the  freedoms  of  our  society  or  are  we  trying  to  take  care  of  the  pol- 
lution problems? 

A  good  example  is  the  issue  of  the  I  and  M.  Frankly  my  concern 
with  EPA's  position  on  IM  is  that  it  ignores  major  problems  that 
exist  today,  and  rather  than  taking  care  of  the  gaps  in  the  existing 
inspection  and  maintenance  issue,  that  is  being  allowed  by  the 
Federal  Government. 

A  good  example  is  the  fact  that  13  percent  of  the  pollution  can 
be  related  to  unregistered  cars  in  the  San  Diego  region,  and  that 
the  Federal  Government  not  only  allows  that,  in  some  ways  man- 
dates it,  but  the  Soldiers  and  Sailors  Act,  Mr.  Chairman,  specifi- 
cally says  that  the  Federal  employees  who  are  engaged  in  the  mili- 
tary are  exempt  from  having  their  cars  registered,  which  I  don't 
mind,  but  I  darn  well  mind  the  fact  that  the  same  Federal  Govern- 
ment that  is  saying  that  our  cars  have  to  be  smogged  some  more 
and  have  to  go  through  the  centralized  system  specifically  have 
told  their  employees  that  they  don't  have  to  have  them  smogged  at 
all. 

Growing  up  in  a  military  family,  I  happen  to  know  that  you  are 
required  to  have  California  insurance  to  get  on  base.  I  would  like 
to  see  the  same,  the  EPA  be  talking  to  the  DOD  about  the  fact  that 
you  should  have  to  also  have  a  California  smog  certificate.  The 
Mexican  commuters,  I  am  not  so  sure  you  are  aware  of  it,  but  the 
Mexican  commuter  problem  is  a  major  health  problem,  that  they 
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are  not  being  inspected  and  the  Customs  Department  basically  is 
allowing  people  in  to  commute  every  day  to  work  in  San  Diego,  and 
their  cars  are  not  only  not  smogged,  our  remote  sensing  devices 
show  that  we  are  talking  about  some  of  the  dirtiest  cars  that  have 
ever  been  driven  on  the  face  of  the  earth.  In  fact,  many  of  the  cars 
driven  across  the  border  every  day  are  illegal  in  the  Federal  Dis- 
trict of  Mexico  City  because  they  are  so  bad,  and  this  is  our  Fed- 
eral Gk)vernment  is  allowing  these  cars  into  the  air  base  while  they 
are  demanding  that  the  local  businesses  take  a  look  at  trip  reduc- 
tion plans. 

I  guess  when  we  really  get  into  some  of  the  stuff  as  the  innova- 
tive approaches,  I  appreciate  the  fact  that  you  are  willing  to  talk 
about  innovative  approaches,  things  like  the  remote  censoring  sys- 
tems. The  trouble  is  I  don't  hear  the  flexibility  that  much  when  we 
are  working  on  the  plan  on  the  streets. 

Now,  I  understand  your  frustration  that  the  third  party  is  here, 
somebody  is  sued,  and  I  think  we  may  want  to  talk  about  how  we 
have  opened  up  a  Pandora's  box  because  you  get  third  parties  that 
have  rights  without  responsibilities,  and,  Mr.  Chairman,  I  think 
that  it  is  something  that  needs  to  be  strongly  addressed. 

We  have  seen  that  happen  again  and  again  where  the  suit  is 
filed,  they  harass  the  system  to  a  point,  but  then  do  not  have  to 
be  responsible  to  the  is. 

I  would  like  to  go  to  Mr.  Strock  and  thank  him  for  flying  out  and 
say  you  have  heard  a  lot  about  how  flexible  the  Feds  are,  and  I 
would  like  to  ask  your  comments  about  the  flexibility  we  have  seen 
because,  like  trip  reduction  programs,  I  kept  running  into  Federal 
regs  that  were  contrary  to  a  lot  of  innovative  approaches,  more 
counting  people  based  on  their  heads. 

Mr.  Strock.  Thank  you,  Mr.  Bilbray,  for  the  chance  to  go 
through  a  few  of  these.  If  I  might,  Mr.  Bilbray,  and  Mr.  Chairman, 
could  I  take  the  occasion  of  his  question  and  raise  four  points  that 
have  come  up  in  the  past  few  minutes? 

Mr.  Lewis.  Please  feel  free. 

Mr.  Strock.  Thank  you,  sir.  First  reference  was  made  to  Gov- 
ernor Wilson's  letter  of  September  1st,  which  I  would  like  to  put 
in  the  record  so  it  is  not  misunderstood.  His  letter  is  very  clear  on 
its  face  that  the  key  goal  of  the  governor  is  to  have  this  provision 
removed  from  the  law,  and  every  other  potential  request  was  sim- 
ply to  think  of  anything  possible  to  get  the  gun  away  from  our 
head,  so  I  would  not  want  to  leave  the  committee  with  any  mis- 
understanding. 

Mr.  Lewis.  It  will  be  made  a  part  of  the  record. 

[Clerk's  note. — Insert  has  not  been  made  available  at  time  of 
printing.] 

promulgation  of  fip 

Mr.  Strock.  Thank  you,  sir,  and  also  to  further  clarify  that  the 
difference  between  promulgation  and  effectiveness  dates  has  been 
understood.  I  would  also  like  your  consideration  that  we  add  a  let- 
ter to  the  record  to  you  from  EPA  Administrator  Browner  from  Oc- 
tober of  last  year  that  I  can  provide  if  it  is  quicker,  or  whatever 
is  appropriate. 
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The  inspection  and  maintenance  program,  if  I  might  go  to  a  sec- 
ond issue  that  Mr.  Bilbray  referred  to,  we  have  had  great  difficulty 
with  some  parts  of  that  in  working  with  the  EPA. 

One  of  the  key  issues  that  remains  is  that  the  EPA,  I  beUeve, 
has  a  50  percent  discount  on  emissions  reductions  that  is  appHed 
mechanistically  to  any  program  that  differs  from  their  highly  rec- 
ommended program,  which  as  a  practical  matter  is  very  difficult  to 
move  forward. 

We  continue  to  work  and  we  intend  to  have  a  series  of  scientific 
studies  out  soon,  but  we  believe,  and  Mr.  Bilbray  was  a  key  leader 
in  this,  that  the  California  plan  will  not  only  be  better  for  the  envi- 
ronment, but  will  also  be  one  that  has  key  parts  that  can  be  ex- 
ported domestically  and  across  the  world  and  will  provide  continu- 
ous testing  in  a  way  that  has  not  been  done  in  the  past. 

If  I  could  raise  a  third  point  with  respect  to  what  I  think  I  heard 
said  by  Ms.  Nichols  on  the  promulgation  in  the  court,  Mr.  Chair- 
man. If  I  heard  correctly,  she  has  agreed  to  seek  an  opportunity 
whether  or  not  we  are  able  to  intervene  with  the  court  to  argue  the 
State's  position  against  promulgation,  and  if  that  understanding  is 
correct,  we  would  like  to  work  with  EPA  in  preparation  for  their 
hearing  date  on  Monday,  the  6th 

Mr.  Lewis.  I  believe  Ms.  Nichols  said  within  the  next  few  days. 

Ms.  Nichols.  Yes. 

Mr.  Lewis.  Is  that  right? 

Ms.  Nichols.  The  hearing  has  been  set  for  the  6th. 

Mr.  Strock.  For  the  6th. 

Ms.  Nichols.  We  are  happy  to  work  with  the  State  of  California 
in  preparation  of  what  will  be  said. 

Mr.  Strock.  You  would  work  against  the  promulgation.  You 
would  seek  to  have  the  promulgation  delayed,  Ms.  Nichols? 

Ms.  Nichols.  I  am  not  going  to  be  the  person  representing  the 
State  of  California  in  court.  I  will  seek  to  work  with  you  and  our 
lawyers  to  make  sure  the  argument  is  presented  to  the  court,  and 
it  is  clear  that  we  support  it. 

Mr.  Lewis.  I  do  want  it  clear.  EPA  will  be  joining  California  in 
an  effort  to  urge  the  court  to  accept  the  SIP.  Is  that  what  we  are 
saying? 

Ms.  Nichols.  Yes. 

Mr.  Strock.  And  to  delay  promulgation? 

Mr.  Lewis.  And  to  delay  promulgation. 

Mr.  Strock.  That  is  the  matter  that  has  not  been  clear.  EPA  will 
argue  whether  or  not  we  are  accepted  for  intervention.  They  will 
seek  the  opportunity  to  argue  and  then  argue  the  position  that 
they  share  with  the  State  that  promulgation  should  be  delayed. 

Is  that  a  correct  understanding? 

Mr.  Lewis.  That  was  my  understanding  from  my  conversation 
with  Secretary  Browner. 

Ms.  Nichols.  We  will  make  it  clear  to  the  court  that  we  support 
California's  position. 

Mr.  Strock.  If  I  could  say  one  thing,  if  I  might,  Mr.  Bilbray  and 
Mr.  Chairman,  in  general,  I  think  maybe  it  is  because  I  was  in  a 
plane  all  night  so  I  am  maybe  a  little  slower. 

But  I  really  want  to  reemphasize  that  while  we  sit  in  this  beau- 
tiful room  in  the  leather  and  people  speak  so  nicely,  these  are  very 
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serious  problems  on  this  FIP.  If  you  look,  whether  it  is  military 
bases  or  drivers,  because  I  never  understood  a  clear  response  from 
the  IMS  result  from  this  FIP  vis-a-vis  EPA's  agreement,  whether 
there  is  environmental  technology  investment,  whether  it  is  people 
looking  to  move  to  California,  this  puts  us  in  a  tremendously  dif- 
ficult situation. 

And  while  again  these  kinds  of  conversations  tend  to  maybe 
leave  people  with  a  good  feeling,  the  fact  is  that  this,  yes,  we  agree, 
but  the  yes,  but  yes,  and,  if  yes,  maybe  really  doesn't  close  what 
we  need  to  do  here,  and  I  can't  stress  strongly  enough  on  behalf 
of  it  to  the  governor.  I  know  the  mayor  has  written.  I  can't  speak 
for  him,  but  I  can  make  sure  you  have  seen  his  letters.  It  is  a  real 
and  serious  problem  and  one  that  I  think  threatens  our  environ- 
mental program. 

Mr.  Lewis.  Let  me  see  if  I  can  intervene  and  maybe  ask  a  ques- 
tion that  I  think  will  help  us.  A  number  of  people  have  reported 
that  the  FIP,  which  EPA  has  agreed  to  promulgate  next  week,  will 
break  what  was  apparently  a  deal  negotiated  last  year  with  Cali- 
fornia over  the  State's  own  decentralized  I/M  program;  imposmg  in- 
stead what  has  become  a  controversial  centralized  testing  program, 
which  has  been,  I  guess  it  has  proven  very  costly  and  inefficient 
in  other  States.  The  District  of  Columbia  is  one  of  the  illustrations 
that  my  staff  has  mentioned  to  me  about  this. 

But  some  have  suggested  this  is  a  breach  of  at  least  good  faith 
in  the  bargaining  process.  There  is  that  concern  that  has  been  ex- 
pressed to  me  from  California.  Mr.  Strock  hasn't  said  it  specifically, 
but  it  has  been.  So  how  can,  in  light  of  that  background,  we  be  ex- 
pected to  be  comfortable  with  assuming  that  the  oft-repeated  assur- 
ances that  EPA  has  no  intention  to  implement  the  FIP,  be  it  a 
credible  position,  and  yet  I  have  heard  time  and  time  again  it  will 
never  see  the  light  of  day. 

Ms.  Nichols.  Mr.  Chairman,  let  me  just  go  back  to  trying  to  say 
what  a  FIP  is.  A  FIP  is  what  EPA  would  do  if  we  were  required 
to  run  California's  program.  That  is  what  it  is.  It  is  a  nasty  thing. 
We  don't  like  it.  We  don't  want  to  do  it. 

If  we  are  required  to  run  California's  program,  we  will  do  it  the 
way  EPA  would  do  it,  which  is  according  to  our  existing  regulations 
and  our  authorities.  We  don't  intend  for  that  to  happen.  That  is 
why  we  tried  to  get  the  FIP  not  to  be  done  in  the  first  place.  That 
is  why  we  have  always  resisted  doing  FIPs  everywhere  that  it  came 
to  pass  and  why  we  have  insisted  from  day  one  that  the  State 
could  do  a  better  job. 

We  will  approve  California's  I/M  program.  We  will  work  with 
California  and  we  will  make  sure,  that  they  get  credit  for  the  best 
I/M  program  that  they  can  put  together  and  that  program  will  re- 
main California's  program  so  long  as  I  have  anything  to  do  about 
it. 

Mr.  Lewis.  Mr.  Strock  that  seemed  to  be  pretty  clear.  What  did 
I  miss? 

Mr.  Strock.  I  am  sure  you  missed  nothing,  sir,  but  I  missed  a 
few  things.  The  fact  is  we  get  back  to  the  same  issue.  EPA  signed 
an  agreement  with  the  State  that  we  would  have  the  program  we 
worked  out  a  year  ago.  This  FIP,  as  I  understand  it,  although  we 
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don't  know  for  sure  yet,  would  apparently  maintain  the  EPA  cen- 
tralized approach  and  would  promulgate  that  next  week. 

Mr.  Lewis.  Is  that  correct? 

Ms.  Nichols.  Mr.  Lewis,  technically  I  have  to  tell  you  that  the 
State  had  not  and  still  has  not  submitted  its  inspection  and  main- 
tenance program  to  EPA  for  approval.  We  have  nothing  to  put  into 
our  FIP  from  California  because  you  haven't  written  the  program 
yet. 

Mr.  Strock.  That  is 

Ms.  Nichols.  Technically  we  have  not  received  the  regulations 
from  the  State. 

Mr.  Strock.  That  is  misleading  because  we  are  following  the 
agreement  that  we  wrote. 

Ms.  Nichols.  We  are  also  following  the  agreement. 

Mr.  Lewis.  Would  you  answer  my  specific  question? 

Ms.  Nichols.  Yes. 

Mr.  Lewis.  Do  you  intend  to  implement  the  centralized  program 
that  EPA  seems  to  lean  towards? 

Ms.  Nichols.  We  don't  have  a  contract.  We  don't  have  an  RFP. 
We  don't  have  stations.  We  don't  have  regs.  We  don't  have  a  budg- 
et. We  have  no  way  to  implement  such  a  program. 

Mr.  BiLBRAY.  Mr,  Chairman,  I  would  just  like  to  close  by  saying 
I  appreciate  Ms.  Nichols'  cooperation  in  the  reclassification  of  San 
Diego  County  and  Mr.  Strock  was  very  involved  with  that. 

But  I  think  the  issue  here  is  we  need  to  straighten  out  the  uncer- 
tainty that  the  business  community  and  the  citizens  at  large  are 
faced  with  with  this  issue.  And  I  look  forward  to  working  with  you 
Mr.  Chairman,  on  this  issue.  I  think  that  the  public  health  and  the 
public  well-being  will  be  protected  if  we  just  make  sure  that  we 
straighten  this  matter  out  so  the  citizens  know  exactly  what  rules 
we  are  going  to  be  playing  by. 

Ms.  Nichols.  Mr.  Bilbray,  I  was  about  to  say,  as  you  know,  I  am 
here  representing  the  EPA  and  not  speaking  for  any  other  arm  of 
the  Federal  Government.  But  I  am  very  interested  in  working  with 
you  on  the  issues  that  you  raised  with  respect  to  the  unregistered 
cars  and  the  cars  coming  from  across  the  border. 

We  have  some  ideas  about  how  to  pursue  that  situation  and  if 
that  is  something  that  you  are  interested  in  following  up  on,  I 
would  be  more  than  happy  to  work  with  your  office. 

Mr.  Bilbray.  In  every  way? 

Mr.  Lewis.  Mr.  Bilbray,  let  me  say  I  appreciate  you  being  here. 
We  have  five  minutes  left  on  a  vote.  I  am  going  to  go  vote  and  come 
back. 

In  the  meantime,  I  would  love  to  have  Miss  Nichols  take  advan- 
tage of  Mr.  Strock  while  he  is  this  tired. 

[Recess.] 

Mr.  Lewis.  I  am  hopeful  we  will  have  some  Members  come  along. 
Let  me  ask  my  guests  to  come  back  to  the  formal  session  again. 
I  have  a  number  of  questions  that  I  would  like  to  submit  for  the 
record  and  see  if  you  would  please  respond  to  them  rather  than  ex- 
tending this  hearing  for  too  much  longer. 

But  there  are  some  items  I  would  like  to  have  as  a  part  of  this 
discussion.  I  am  not  certain  that  we  have  really  gotten  to  the  point 
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yet  of  having  me  clearly  understand  what  I  know  you  both  settled 
in  your  own  mind's  eye  while  I  was  off  to  that  vote. 

I  want  kind  of  as  clear  as  I  can  picture  that  EPA  is  ready  to  join 
with  the  State  of  California,  urging  the  court  not  to  go  forward 
with  the  promulgation  of  the  FIP,  that  they  believe  that  both  par- 
ties, in  a  short  period  of  time,  can  complete  their  negotiations  and 
implement  the  State  plan. 

So  let's  have  both  of  you  respond  to  that  clarification. 

Ms.  Nichols.  We  are  prepared  to  go  with  the  State  of  California 
into  court  and  to  urge  that  the  FIP  need  not  be  promulgated  and 
that  we  are  prepared  to  move  expeditiously  forward  on  processing 
and  promulgating  the  SIP. 

Mr.  Lewis.  Mr.  Strock? 

Mr.  Strock.  Sir,  we  would  definitely  appreciate  the  fact  that  the 
EPA  would  go  into  court  again,  whether  or  not  we  are  allowed  to 
intervene  on  Monday  and  make  those  arguments  as  Miss  Nichols 
committed  to  do. 

And  if  that  is  not  successful,  we  would  hope,  Mr.  Chairman,  that 
the  EPA  would  commit  to  a  date  certain,  much  as  we  committed 
to  November  15,  very  soon  by  which  they  would  have  completed  the 
SIP  under  this  extraordinary  circumstances  and  not  be  waiting  for 
months  and  months. 

Mr.  Lewis.  I  want  to  follow  up  on  that,  as  well.  I  do  not  see  any 
reason  in  that  environment,  why  we  wouldn't  be  able  to  complete 
any — it  would  have  to  be  after  several  months  periphery  questions 
for  discussion.  I  don't  know  why  this  should  take  more  than  an  ad- 
ditional 60  days. 

Ms.  Nichols.  Mr.  Chairman,  I  would  love  to  be  able  to  give  you 
a  deadline. 

Mr.  Lewis.  Ninety  days? 

Ms.  Nichols.  I  just  have  to  say  that  as  late  as  a  couple  weeks 
ago,  we  were  still  getting  additional  material  in  support  of  the  SIP, 
but  as  portions  of  the  SIP  from  California.  That  is  to  be  expected, 
frankly. 

One  of  the  things — and  this  is — sorry,  Mr.  Bilbray  has  left,  as  a 
former  member  of  the  Air  Resources  Board  myself,  one  of  the 
things  about  California's  planning  process  which  I  think  is  in  many 
ways  superior  to  the  way  that  the  Clean  Air  Act  works  is  that  Cali- 
fornia does  a  continuous  planning  process  and  doesn't  freeze  its 
plan  in  time.  A  plan  can  be  just  what  we  normally  think  of  a  plan 
as  being,  which  is  a  set  of  proactive  ideas  and  commitments  and 
rules,  but  not  all  of  them  necessarily  fully  adopted  rules. 

Under  the  Federal  Clean  Air  Act,  as  it  has  evolved  and  been  in- 
terpreted over  the  years  by  the  courts,  a  fully  approved  SIP  really 
is  a  set  of  rules.  It  is  like  a  code  book.  It  is  not  a  plan  as  you  and 
I  would  normally  think  of  a  plan  as  being.  And  that  is  what  makes 
it  a  little  more  difficult  because  to  fully  approve  all  of  the  FIP  or 
all  of  the  SIP,  excuse  me,  districts  in  not  only  the  South  Coast  but 
Sacramento  and  Ventura  are  going  to  have  to  complete  a  fairly  am- 
bitious set  of  adoptions,  and  EPA  also  has  a  number  of  things  that 
we  have  to  do,  as  well. 

We  are  prepared  to  do  those  things  and  put  whatever  resources 
we  need  into  it  to  make  absolutely  sure  that  the  FIP  does  not  ever 
come  into  being  in  California. 
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Mr.  Lewis.  Well,  let  me  state — I  will  call  on  you  in  a  moment, 
Mr.  Strock.  But  let  me  say  that  I  feel  very  strongly  that  it  is  in 
the  interest  of  all  parties  involved  to  have  an  agreement  signed, 
sealed,  and  delivered  as  expeditiously  as  possible  for  the  potential 
implications  relative  to  our  economy  are  so  serious  that  they  have 
ramifications  that  go  way  beyond  the  discussion  that  we  are  having 
here  today. 

Mr.  Strock,  you  wanted 

Mr.  Strock.  Yes,  Mr.  Chairman.  I  would  just  urge  for  your  con- 
sideration that  again,  the  reason  we  are  in  this  situation  is  because 
while  the  SIP  would  go  through  its  normal  time  of  being  created 
in  this  interpretive  process  in  this  unique  case,  we  have  it  done  on 
top  of  this  FIP  that  is  going  to  be  potentially  promulgated  in  a 
matter  of  weeks. 

If  that  1977  FIP  is  removed  and  we  are  put  on  the  same  process 
as  every  other  State  in  the  1990  Act,  which  does  include  its  own 
FIP,  if  we  drop  them  both 

Mr.  Lewis.  That  is  an  important  point. 

Mr.  Strock  [continuing].  We  would  be  okay. 

Mr.  Lewis.  Mary,  you  know  that  there  were  significant  adjust- 
ments made  in  1990,  most  of  which  were  supported  by  most  of  us, 
not  necessarily  everything.  But  it  is  a  significant  readjustment  by 
the  Congress. 

I  would  like  to  hear  from  EPA  that  they  are  operating  from  a 
1990  amendment  base,  that  we  are  not  dealing  with  a  1977  Clean 
Air  Act  requirement,  that  indeed  California's  SIP  will  be  being 
judged  by  that  frame  of  reference,  and  I  presume  it  is  clear  to  Cali- 
fornia that  is  the  case. 

Ms.  Nichols.  Yes,  that  is  absolutely  correct,  Mr.  Chairman.  The 
1990  amendment  created  a  new  ballgame  in  many  respects,  includ- 
ing starting  new  time  clocks,  new  deadlines,  new  provisions,  and 
as  Secretary  Strock  has  indicated,  also  a  new  FIP  obligation  if  we 
don't  achieve  all  of  the  requirements  of  the  SIP. 

But  all  of  that  was  restarted,  and  we  will  be  working  and  are 
working  off  of  the  new  emissions  inventories  modeling,  et  cetera. 

Mr.  Strock.  Sir,  if  I  might. 

Mr.  Lewis.  Sure. 

Mr.  Strock.  Add  for  your  consideration,  again,  we  all  agree  on 
this.  We  all  agree  this  FIP  ought  to  be  gone.  It  is  still  sitting  here, 
and  it  may  still  be  sitting  here  in  a  week  in  which  case  in  several 
weeks,  it  could  be  promulgated,  a  situation  no  one  wants. 

So  again,  I  would  urge  for  your  consideration,  I  think  Governor 
Wilson  and  others  in  California  feel  very  strongly  on  this,  if  despite 
their  agreement  EPA  is  not  able  to  craft  something  that  gets  us  to 
our  shared  goal,  removing  this  FIP  traditionally  at  this  point,  we 
would  urge  strongly  that  you  consider  something  like  these  correc- 
tion days  to  deal  with  this  discreet  problem.  It  truly  is  that  serious. 

It  is  also  that  easily  fixed  and  we  would  very  much  urge  it  for 
your  consideration.  And  again  to  be  very  specific  on  the  kinds  of 
problem  that  will  arise  rapidly,  this  INM  situation  is  a  big,  big 
problem  that  in  California  I  think  would  get  people's  attention  very 
fast  if  we  go  down  this  lamentable  road. 

Mr,  Lewis.  Let  me  mention  this:  I  would  just  assume  that  we  not 
find  ourselves  in  this  circumstance,  but  we  may.  If  we  find  that  we 
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for  some  reason  are  not  coming  together  as  rapidly  as  one  might 
hope,  I  personally  am  not  going  to  sit  back  and  allow  us  to  find 
ourselves  in  a  circumstance  where  the  court  essentially  becomes 
the  guider  of  our  economic  future. 

We  do  have  legislation  that  is  likely  to  be  on  the  President's  desk 
very  soon  that  affects  a  general  subject  area.  I  believe  Ms.  Browner 
indicated  to  me  that  EPA  would  support  a  legislative  solution  if  we 
find  ourselves  in  the  circumstance  that  would  suggest  that  we  may 
find  some  extended  delay  here  that  could  affect  our  economy  nega- 
tively. 

Would  you  respond  to  that? 

Ms.  Nichols.  I  spoke  with  the  administrator  who,  as  you  know, 
was  on  her  way  to  the  White  House  with  a  meeting  with  the  other 
Cabinet  secretaries  as  I  was  coming  here  and  we  talked  about  this 
issue.  And  I  think  we  are  clearly  committed,  if  we  are  unsuccessful 
before  the  court  in  resolving  this  issue,  to  coming  back  and  talking 
with  you  about  what  legislation  would  be  needed  to  resolve  the 
issue. 

Mr.  Strock.  Sir 

Mr.  Lewis.  Yes. 

Mr.  Strock.  Could  I  just  ask  this  goes  to — talk  about  it,  is  that 
a  sign  you  would  support  it  if  that  does  come  to  pass,  Miss  Nichols? 

Ms.  Nichols.  Mr.  Strock,  I  don't  have  a  bill  in  front  of  me  and 
also  I  am  not  authorized  to  take  positions  supporting  or  opposing 
legislation.  I  think  I  have  spoken  as  clearly  as  necessary  to  indicate 
that  we  are  open  to  and  willing  to  consider  supporting  legislation 
that  would  fix  this  problem  if  we  are  unsuccessful  in  the  court. 

Mr.  Lewis.  I  would  certainly  hope  we  would  not  find  ourselves 
in  that  circumstance.  But  indeed  the  legislation  that  I  have  in 
mind  would  not  only  be  germane,  it  would  also  likely  not  be  legisla- 
tion that  would  be  vetoed.  That  is  not  the  way  we  should  solve 
these  problems. 

I  want  to  make  sure  the  State  of  California  and  EPA  come  to  a 
conclusion  here  outside  of  the  courts.  If  all  goes  well  on  the  sched- 
ule, and  that  should  take  us  through  90  days,  are  you  then  sug- 
gesting that  you  would  commit  to  do  everything  conceivable  to  im- 
plement the  SIP  itself  within  90  days,  assuming  that  you  have 

Ms.  Nichols.  Yes.  As  I  indicated  I  think  earlier,  there  are  actu- 
ally some  portions  of  the  SIP  that  we  will  be  able  to  approve  al- 
most immediately.  I  believe  as  soon  as  the  date  that  the  FIP  is  ac- 
tually due  to  be  sent  back  to  the  court,  we  are  expecting  to  be  put- 
ting some  proposed  approvals  in  the  Federal  Register  and  we  will 
continue  to  do  that  with  as  many  pieces  of  it  as  we  can  and  reach 
full  approval  as  quickly  as  we  possibly  can.  That  really  is  our  com- 
mitment. 

Mr.  Lewis.  Goal,  taking  us  off  track  just  for  a  moment.  Of  the 
five  deadlines  for  the  promulgation  of  national  air  quality  stand- 
ards outlined  in  the  Clean  Air  Act,  EPA  has  met  only  two  and 
those  were  nearly  two  years  late,  starting  with  the  marine  vessels 
standards  due  in  1992. 

Please  describe  the  work  which  has  taken  place  to  date  with  a 
projected  date  of  promulgation  for  that  standard?  There  was  the 
lawn  and  garden  equipment  standard  due  in  November  of  1992. 
There  are  the  locomotive  standards  due  in  November  of  1995.  I 


1018 

think  you  know  why  I  have  those  questions  in  mind.  It  certainly 
does  relate  to  concerns  that  are  being  expressed  to  me  from  Califor- 
nia. 

Ms.  Nichols.  Absolutely.  These  are  the  national  rulemakings 
which  I  mentioned  earlier  that  we  are  involved  in. 

Mr.  Lewis.  Yes. 

Ms.  Nichols.  We  are  very  actively  involved.  We  did  put  out  the 
proposal  on  the  lawn  and  garden  equipment  and  are  moving  to- 
wards final  on  that.  We  are  working  on  the  locomotive  one. 

But  rather  than  give  you  dates  off  the  top  of  my  head,  if  I  may, 
Mr.  Chairman,  I  would  like  to  get  back  to  you  with  the  specific  in- 
formation about  precisely  what  the  projected  final  dates  of  those 
are. 

Mr.  Lewis.  If  you  would  do  that  for  the  record.  I  am  interested 
in  getting  a  sense,  if  you  will,  just  how  this  morning's  session  in- 
volved a  number  of  very  serious  questions  that  were  of  special  in- 
terest to  some  of  my  newer  Members  on  the  committee  relative  to 
implementation  costs  with  regard  to  regulations,  where  the  money 
comes  from  in  the  first  place. 

Could  you  indicate  to  us  how  much  do  you  expect  it  will  cost  to 
promulgate  the  FIP? 

Ms.  Nichols.  We  can  certainly  give  you  the  information  about 
all  the  resources  that  it  took  to  prepare  it.  Those  were  in  our  budg- 
et for  1994,  I  believe,  and  fiscal  year  1995,  and  they  are  substan- 
tial. 

And  frankly,  one  of  my  major  reasons  for  wanting  to  be  done 
with  this  is  so  that  I  can  convert  those  resources  into  more  produc- 
tive activities.  I  didn't  come  to  EPA  in  order  to  write  California's 
air  program.  I  really  want  to  get  on  with  these  national  rules. 

Mr.  Lewis.  My  concern  is  that  I  believe  the  record  will  indicate 
when  you  fill  it  in,  that  the  costs  are  substantial. 

Ms.  Nichols.  Absolutely. 

Mr.  Lewis.  I  would  like  the  State  of  California  to  do  the  same 
for  us. 

Mr.  Strock.  Yes. 

Mr.  Lewis.  We  are  replicating  costs  here. 

Ms.  Nichols.  I  will  be  happy 

Mr.  Lewis.  The  way  my  Members  are  looking  at  the  budget,  they 
are  saying;  "wait  a  minute,  regulating  to  regulate,  putting  regula- 
tion on  top  of  regulation  has  kind  of  had  its  day  in  Washington  and 
they  are,"  I  must  say,  being  a  lot  tougher  on  me  in  terms  of  my 
line  item  requirements  than  when  I  first  gained  this  wonderful  op- 
portunity. 

So  I  would  also  like  to  know  just  how  much  you  think  it  will  cost 
to  analyze  and  approve  the  California  SIP  as  well.  I  indicate  that, 
but  in  a  formal  way.  If  you  would  give  me  that  information. 

Does  EPA  currently  have  the  fiscal  resources  needed  to  go  for- 
ward with  your  responsibilities  here.  Miss  Nichols? 

Ms.  Nichols.  Yes,  Mr.  Chairman,  I  believe  that  we  will  be  able. 
I  am  quite  pleased  by  both  the  responsiveness  and  the  ability  of 
the  regional  office,  which  does  have  the  primary  responsibility  for 
SIP  approvals  to  mobilize  the  resources  necessary.  They  have 
been 

Mr.  Lewis.  The  FIP  and  the  SIP? 
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Ms.  Nichols.  Well,  the  FIP  I  consider  done.  It  is  almost  over. 

Mr.  Lewis.  Okay. 

Ms.  Nichols.  Whether  it  is  published,  signed  or  unsigned,  it  will 
be  done  and  we  will  be  moving  on. 

Mr.  Lewis.  You  would  have  to  have  expenses  to  promulgate  the 
FIP  if  you 

Ms.  Nichols.  To  the  best  of  my  knowledge,  Mr.  Chairman,  once 
the  FIP  is  put  in  the  hands  of  the  court,  whether  it  is  signed  or 
never  signed,  it  will  be  treated  as  finished.  There  might  be  some 
expenses  associated  with  publishing  it  in  the  Federal  Register,  but 
other  than  that,  there  will  be  no  further  action  on  EPA's  part  in 
furtherance  of  this  document  whatsoever. 

Mr.  Lewis.  Mr.  Strock. 

Mr.  Strock.  Well,  hopefully  the  money  that  might  be  required 
for  additional  legal  costs  for  joining  us  before  Congress  will  be  in- 
cluded, Mr.  Chairman. 

Ms.  Nichols.  That  is  only  my  time. 

Mr.  Strock.  EPA's  concern  with  the  FIP  might  end  on  February 
22nd  or  whenever  it  will  be  promulgated,  but  ours  will  just  be  be- 
ginning. I  won't  be  repetitive,  but  this  is  a  very  serious  problem. 

And  as  one  who  used  to — Mary  and  I  both  worked  in  similar 
kinds  of  jobs  in  the  past,  I  can  say  as  a  person  who  headed  EPA's 
enforcement,  this  notion  of  getting  around,  of  leaving  laws  unen- 
forced by  a  wink  and  nodding  and  so  forth  is  a  very  unfortunate 
thing  that  really  ought  to  stop  and  this  may  be  a  good  place  for 
you  to  consider,  sir,  stopping  it. 

Mr.  Lewis.  Well,  I  am  very,  very  concerned  that  we  find  our- 
selves in  the  circumstance  where  you  sit  in  limbo  for  X  period  of 
time  almost  inviting  lawsuits  till  we  find  ourselves  in  court,  and 
that  has  the  judges  in  between  agencies  that  I  believe  should  be 
working  in  good  faith  towards  a  solution. 

Indeed,  if  we  can't  find  a  solution  short  of  the  court  solving  these 
problems  for  us,  then  from  kind  of  zero  bottoms  up,  we  are  going 
to  have  to  look  at  the  whole  thing  from  scratch.  It  is  very  clear  that 
the  new  order  around  here  wants  to  do  that  anyway,  so  I  would 
hope  that  at  least  in  this  instance  we  can  solve  our  problem  with- 
out giving  them  additional  reason. 

Are  there  other  questions  from  this  very  active  California  audi- 
ence? 

In  the  meantime,  I  want  you  to  know  I  do  appreciate.  Miss  Nich- 
ols, your  being  as  responsive  as  you  have  been.  Tell  Ms.  Browner 
I  am  very  anxious  to  chat  with  her  almost  any  time. 

And  from  there,  Mr.  Strock,  we  appreciate  very  much  the  effort 
you  have  made  to  be  here. 

Ms.  Nichols.  Thank  you. 

Mr.  Strock.  Thank  you  very  much. 

Mr.  Lewis.  I  have  been  asked  to  remind  my  colleagues  and  oth- 
ers that  the  subcommittee  will  be  adjourned  until  next  Thursday, 
February  9,  at  10:00  a.m.  when  we  will  begin  to  take  witnesses 
who  reflect  some  of  the  concerns  that  people  on  both  sides  of  the 
aisle  have  regarding  the  work  of  the  subcommittee.  Thank  you. 

[Questions  and  answers  for  the  record  follow:] 
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QUESTIONS  SUBMITTED  BY  CONGRESSWOMAN  BARBARA  VUCANOVICH 

RISK  ASSESSMENT  AND  NECESSITY  OF  REGULATION 

Question:  Earlier  today  we  heard  testimony  regarding  the  use  of 
risk  assessment  in  determining  whether  regulation  is  necessary  and 
to  what  extent.  When  discussing  the  federal  Cleaui  Air  plans  for 
California,  what  other  needs  of  the  community  is  the  EPA  comparing 
its  "risk  of  poor  air  quality"  to?  What  is  the  method  for 
determining  similar  risks  for  other  states? 

Answer:  Congress  recognized  the  value  of  clean,  healthy  air  when 
they  passed  the  Clean  Air  Act  Amendments  of  1990  mandating  the 
reduction  of  air  pollution  by  over  50  billion  pounds  a  year 
nationwide.  In  California,  cleam  air  is  not  an  abstract  concern;  it 
is  a  fundamental  public  health  issue.  Over  three-quarters  of  all 
Califomicuis  are  exposed  to  air  pollution  at  levels  that  threaten 
their  health. 

We  know  that  health  costs  associated  with  air  pollution  are 
important  to  the  lives  of  individuals  affected,  and  that  financial 
costs  for  health  care  are  also  huge.  Similarly,  lower  crop  yields, 
decreased  forest  production,  and  accelerated  building  deterioration 
due  to  air  pollution  also  have  finemcial  costs  that  will  be  reduced 
achieving  cleeiner  air.  In  addition,  reducing  volatile  organic 
compounds,  many  of  which  are  toxic,  will  result  in  significant 
reductions  in  air  toxics,  with  corresponding  lessening  of  health 
risks. 


LENGTH  OF  REVIEW  FOR  A  STATE  PLAN 

Question:   Why  does  review  of  a  state  plan  take  one  year  or  more? 

Answer:  Under  Cleein  Air  Act  requirements  EPA  must  review  each 
state  implementation  plan  (SIP)  revision  to  ensure  that  the  plcin 
will  lead  to  cleainer,  healthy  air  quality.  Many  of  the  SIP 
revisions  are  technically  complex  or  raise  significant  legal  or 
policy  issues.  In  some  instances  the  original  state  submission  may 
be  incomplete  or  rec[uire  clarification  before  action  can  be  taken. 
Because  of  the  negative  consequences  that  a  disapproval  sometimes 
carries  (i.e.,  starting  of  sanctions  clocks),  EPA  prefers  to  work 
with  a  states  to  gain  approvable  submissions  rather  thein  taking  a 
disapproval  action. 

EPA  has  attempted  to  streamline  SIP  reviews  by  tailoring  the 
extent  of  review  to  the  coirplexity  of  the  revision.  This 
streamlining  produced  some  improvements  in  SIP  processing  times,  but 
further  improvements  are  needed.  In  mid- 1994  the  Assistant 
Administrator  for  Air  and  Radiation  established  a  SIP  Improvement 
Work  Group  to  develop  recommendations  on  how  to  further  streamline 
the  SIP  process .  The  work  group  has  completed  its  work  and  proposed 
a  series  of  recommendations  that  will  be  implemented  over  the  next 
few  months  to  expedite  SIP  reviews  and  improve  the  overall 
management  of  SIP  processing. 

NUMBER  OF  STATES  WITH  LONG-TERM  PLANS  TO  ACHIEVE  THE  CLEAN  AIR  ACT 

Question:  How  many  states  have  developed  long  term  plans  to 
achieve  the  Clean  Air  Act? 

Answer:  The  Clean  Air  Act  Amendments  of  1990  require  states  to 
develop  long-term  plans  that  will  achieve  air  quality  that  protects 
public  health.  All  states  have  developed  plans,  but  these  plans  are 
in  various  degrees  of  coinpleteness. 
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All  those  states  having  areas  with  xinhealthy  levels  of  one  or 
more  pollutants:  ozone,  carbon  monoxide,  nitrogen  dioxide,  sulfur 
dioxide,  particulate  matter,  emd  lead,  have  submitted  the  plan 
revisions  required  by  November  1994.  Additional  plan, elements  to 
further  reduce  ozone  levels  will  be  due  in  the  future.  For  example, 
the  plan  elements  for  enhanced  motor  vehicle  inspection  and 
maintenemce  are  due  in  July  of  1995. 

In  addition  to  developing  plsms  for  the  pollutants  listed 
cQjove,  states  must  also  develop  euid  implement  programs  to  meet  the 
Clecui  Air  Act  requirements  for  air  toxics.  Currently,  EPA  is 
working  with  the  states  to  develop  air  toxic  control  programs.  This 
effort  includes  obtaining  proper  state  legal  authority  to  control 
such  pollutants,  developing  and  adopting  regulations  to  control 
toxic  emission  sources,  and  the  esteUalishing  inspection  and 
enforcement  programs  to  ensure  cc»nplicuice  with  such  requirements. 

The  Clecin  Air  Act  requires  all  states  to  submit  to  EPA  an 
approvable  operating  permit  program  by  November  15,  1993.  Currently 
4  6  states  have  submitted  operating  permit  programs.  EPA  has 
reviewed  and  taken  final  rulemaking  action  on  a  number  of  these 
submissions. 

CONTINUED  GROWTH  OF  NEVADA  AND  ATTAINMENT  OF  QUALITY  STANDARDS 

Question:  Nevada  is  one  of  the  fastest  growing  states  in  the 
country  and  with  that  responsibility  of  growth  comes  meuiy  problems  - 
housing,  health,  and  pollution.  When  looking  ahead  to  the  future, 
what  can  the  EPA  recommend  to  the  state  of  Nevada  as  a  course  of 
action  to  meet  the  standards  of  quality  required  by  the  federal 
government  while  being  prepared  for  continued  growth  eind  associated 
problems? 

Answer:  The  primary  things  the  State  of  Nevada  Ceui  do  as  a  fast 
growing  state  are  plan  ahead,  euiticipate  and  identify  problems  while 
they  are  small,  and  solve  these  problems  before  they  become  big 
problems . 

In  the  recent  past,  both  the  Reno  and  Las  Vegas  urban  areas 
have  had  unhealthy  ozone  levels,  as  defined  by  the  National  Ambient 
Air  Quality  Standard.  Clark  Coxinty  attained  the  ozone  steuidard  in 
the  mid- 80s  and  has  continued  to  meet  the  standard  during  the  high 
growth  of  the  1990s.  EPA  has  worked  with  Clark  County  to  develop 
the  air  quality  monitoring  eind  assessment  tools  needed  to  anticipate 
the  possibility  of  ozone  standard  violations.  In  1991,  after  recent 
ozone  standard  violations  in  Washoe  County,  EPA  helped  Washoe  County 
adopt  ozone  control  measures  well  in  advance  of  Clean  Air  Act 
deadlines.  Now,  Washoe  County  has  lowered  ozone  levels 
significantly  and  may  soon  request  to  be  certified  as  having  met  the 
ozone  standard  well  before  the  required  date  of  1996. 

Currently,  parts  of  Nevada  violate  the  health-based  standards 
for  carbon  monoxide  eUid  particulate  matter  (PM-10) .  Despite 
persistent  violations  of  the  carbon  monoxide  standard  in  Clark  and 
Washoe  Counties,  both  the  number  and  frequency  of  violations  have 
decreased  signif iceuitly  since  1990.  This  decrease  can  be  attributed 
to  more  stringent  national  vehicle  exhaust  standards  smd  fuel-based 
local  carbon  monoxide  control  measures  implemented  since  1989,  again 
in  advance  of  Clean  Air  Act  requirements.  At  present,  EPA  is 
working  with  Clark  County  to  reduce  carbon  monoxide  emissions 
further  to  achieve  the  carbon  monoxide  standard.  Washoe  County  may 
soon  request  to  be  certified  as  having  met  the  carbon  monoxide 
stcuidard. 

Las  Vegas  is  currently  one  of  five  places  in  the  nation  that 
has  been  classified  as  a  "serious"  PM-10  non- attainment  area.  Clark 
County  recently  submitted  the  second  of  three  required  state 
inplementation  plans  aimed  at  reducing  PM-10  emissions  and  attaining 
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the  health-based  stauidards.  Current  measures  in  the  Las  Vegas  area 
address  particulate  matter  emissions  from  construction  activities 
cmd  woodbuming  devices.  Reno  has  also  implemented  several 
successful  control  measures  for  controlling  particulate  matter 
emissions  from  woodbuming  devices  and  fugitive  dust. 

In  sum,  where  the  State  of  Nevada  has  achieved  significemt 
progress  or  success  in  meeting  federal  standards,  it  has  been 
because  problems  were  identified  and  solutions  were  implemented 
quickly,  while  pollution  problems  were  solvable. 

ENHANCED  I/M  PROGRAM  -  GREATER  FLEXIBILITY  FOR  STATES 

Question:  With  regard  to  the  Enhanced  Inspection/Maintenance 
program,  you  recently  announced  that  the  EPA  would  be  allowing 
States  greater  flexibility  in  developing  State  plans.  What  do  you 
plan  to  do  in  order  to  allow  States  that  flexibility  and  when  do  you 
plan  on  issuing  some  guidance  to  the  States  to  explain  what  that 
greater  flexibility  will  mean  to  them  in  terms  of  complying  with  the 
Enhanced  I/M  progrsuns? 

Answer:  EPA  will  amend  the  current  I/M  rule  to  add,  as  an 
alternative  to  the  "high  enhanced"  performance  standard,  a  new  low 
enhanced  performance  steuidard.  The  new  standard  will  be  applicable 
in  states  that  have  shown  they  do  not  need  a  full  enhanced  I/M 
program  to  achieve  a  15  percent  reduction  in  volatile  organic 
compounds  aind  to  meet  health-based  air  quality  stsundards.  The  new 
standard  can  be  met  by  meuiy  program  designs  including  an  emnual, 
comprehensive  test -and- repair  program. 

EPA  proposes  to  delay  the  phase -in  of  the  $450  waiver  until 
1998  with  pre-test  repairs  now  counting  towards  the  $450  waiver 
cost.  The  Agency  is  working  with  states  to  develop  hybrid  programs 
that  combine  elements  of  test -only  with  test  cuid  repair. 
California,  Georgia,  and  New  Jersey  are  working  on  hybrid  programs. 
EPA  is  also  developing  alternative  test  procedures  in  cooperation 
with  states  to  provide  more  options  for  inspecting  cars. 

EPA  plcuis  include  publication  of  the  Notice  of  Proposed 
Rulemaking  by  late  March  1995,  and  the  Final  Rulemaking  by  early 
August  of  1995. 

GREATER  FLEXIBILITY  IN  THE  TITLE  V  PROGRAM 

Question:  As  you  know,  Nevada  already  had  a  permitting  program  for 
stationary  sources  like  that  required  under  the  Title  V  permitting 
program,  and  the  state  requirements  were  already  as  stringent  as 
ERA'S  regulations.  In  effect,  all  EPA's  regulations  have  done  is  to 
decrease  the  amount  of  money  from  the  permits  that  goes  to  the  state 
while  increasing  costs  and  paper  work.  I  would  like  to  see  EPA  move 
towards  allowing  states  like  Nevada  to  continue  to  r\an  their  own 
programs  when  those  programs  are  as  stringent  as  the  federal 
requirements.  Do  you  have  any  plans  to  allow  greater  flexibility 
with  regard  to  the  Title  V  program? 

Answer:  The  federal  requirements  for  operating  permit  programs 
establish  minimum  criteria  to  provide  a  comprehensive  permit  that 
incorporates  all  the  air  control  requirements  applicable  to  a 
source.  The  permit  is  designed  to  be  a  source  of  information  for 
citizens,  regulatory  agencies  and  the  facility  itself,  and  to  be  a 
vehicle  for  improving  compliance  with  air  requirements.  The  statute 
cuid  iitplementing  rule  aim  to  ensure  that  all  citizens  in  the  U.S. 
will  have  access  to  information  about  air  pollution  in  their 
neighborhoods  and  an  eJaility  to  become  involved  in  decisions 
affecting  their  air  quality.  In  cases  where  existing  state  programs 
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are  consistent  with  these  minimal  criteria,  no  significemt  changes 
to  the  state's  program  are  required. 

We  are  going  to  be  proposing  a  supplemental  rulemaking  within 
the  next  30  days  that  will  make  it  clear  that  states  that  had  permit 
programs  can  carry  those  over  and  cam  grant  federal ly-approveible 
permits  during  the  period  of  time  that  it  will  take  us  to  get  the 
procedural  regulations  straightened  out  so  that  those  state  permit 
requirements  cam  remain  in  force  and  states  cam  collect  the  permit 
fees  that  are  authorized  under  the  Act.  Those  permits  will  be 
considered  to  be  federally  enf orceaQjle .  We  will  then  work  to  make 
sure  that  our  regulations  mesh  with  the  state  regulations  so  that  a 
state  permit  will  then  be  federally  enforceable  under  this  new 
program . 
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Thursday,  February  9,  1995. 
COUNCIL  OF  LARGE  PUBLIC  HOUSING 

WITNESS 
GORDON  CAVANAUGH,  GENERAL  COUNSEL,  COUNCIL  OF  LARGE  PUB- 

uc  housing 

Opening  Remarks 

Mr.  Lewis.  Good  morning.  And  welcome,  once  again,  as  we  con- 
tinue a  series  of  oversight  hearings  involving  the  various  programs 
for  which  we  are  responsible  in  the  VA-HUD  and  Independent 
Agencies  Subcommittee  on  Appropriations  for  the  104th  Congress. 
In  recent  weeks  we  have  heard  testimony  from  various  think  tanks 
and  a  variety  of  experts  concerning  the  excesses  and,  indeed,  in 
some  cases,  the  failures  of  some  Federal  programs. 

This  morning's  panel  of  witnesses  will  largely  focus  on  Federal 
housing  efforts.  We  have  coordinated  the  scheduling  of  these  wit- 
nesses with  our  Ranking  Member  and  his  staff  to  fulfill  an  ongoing 
commitment  to  provide  a  balanced  approach  to  exercising  our  over- 
sight responsibilities. 

Indeed,  it  is  more  than  appropriate  to  go  beyond  the  criticism 
and  learn  firsthand  from  the  practitioners  of  housing.  It  is  one 
thing  to  learn  from  past  mistakes.  It  is  quite  another  to  benefit 
from  the  knowledge  that  there  are  federally  supported  housing  pro- 
grams which  have  made  critical  differences  in  the  lives  of  Ameri- 
cans who  need  our  help  the  most. 

My  State's  housing  officials  are  very  supportive  of  two  particular 
Federal  housing  programs,  CDBG  and  HOME.  We  will  assemble 
again  this  afternoon  to  hear  a  witness  describing  our  efforts  in  en- 
vironmental policy. 

Now,  I  would  like  to  hear  from  my  friend  Congressman  Stokes 
and  shortly  we  will  get  to  our  first  witness. 

Mr.  Stokes.  Thank  you,  Mr.  Chairman.  Let  me  express  my  ap- 
preciation to  you  for  scheduling  this  day  of  hearings  so  that  we 
may  hear  from  a  number  of  witnesses  relative  to  some  of  the  major 
issues  now  before  our  subcommittee.  I  think  it  is  important  that 
we,  in  approaching  these  issues,  as  members  of  the  subcommittee, 
hear  from  both  sides  and  have  these  type  of  balanced  hearings  so 
that  as  we  grapple  with  the  solutions,  we  will  at  least  have  been 
exposed  to  both  sides  of  these  kinds  of  issues.  So  I  look  forward  to 
testimony  here  today  and  I  appreciate  your  cooperation  in  schedul- 
ing these  hearings. 

Mr.  Lewis.  Thank  you,  Mr.  Stokes. 

Our  first  witness  today  is  our  friend,  Gordon  Cavanaugh,  Gen- 
eral Counsel  for  the  Council  of  Large  Public  Housing  Authorities. 

Mr.  Cavanaugh. 

Mr.  Gordon  Cavanaugh's  Opening  Statement 

Mr.  Cavanaugh.  Good  morning,  Mr.  Chairman.  Thank  you  very 
much,  and  I  want  to  repeat  the  gratitude  of  CLPHA  Pennsylvania 
for  the  joint  appearance  that  you  and  Mr.  Stokes  made  the  other 
day.  It  was  very  reassuring  to  them  on  a  number  of  scores. 
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Our  group  basically  is  so-called  large  authorities,  that  is  1,250  or 
more  units.  The  smaller  authorities  would  be  represented  by  Alex- 
andria and  cities  like  that,  and  we  go  up  to  New  York  City,  which 
as  I  note,  houses  as  many  people  as  does  the  City  of  Pittsburgh. 

If  baseball  changes  as  we  know  it,  we  might  put  in  for  a  fran- 
chise. I  think  Jeff  Lawrence  informed  me,  of  the  committee  staff, 
and  Doc  Syers  have  had  long  ambitions  to  be  major  league  man- 
agers and  we  would  be  happy  to  cooperate  with  the  committee  and 
see  they  are  placed  with  our  franchise. 

Mr.  Lewis.  You  will  get  their  applications  immediately. 

Mr.  Cavanaugh.  Right.  As  you  know,  public  housing  is  a  huge 
$90  billion  investment  in  over  10,000  separate  projects  that  are  run 
in  about  3,200  communities  very  much  throughout  the  United 
States.  And  it  shelters  over  3.5  million  people  who  are  very,  very 
low  income,  in  its  1,400,000  apartments. 

The  invisible  part  of  the  program  is  that  30  percent  of  the  units 
and  40  percent  of  the  households  are  elderly.  That  is,  30  percent 
of  the  units  are  in  buildings  designated  for  elderly  occupancy  only. 
It  is  the  country's  largest  housing  program  for  old  people,  bar  none. 
That  is  the  part  of  the  program  that  one  never  sees  on  television, 
one  never  sees  complaints  about. 

In  the  main  it  is  a  very,  very  successful  housing  opportunity  for 
the  people  who  are  in  it.  It  is  in  the  family  housing  that  most  of 
the  attention  gets  focused,  and  indeed,  as  we  will  see,  on  a  limited 
number  of  the  projects  there.  We  have  the  poorest  people,  I  believe, 
in  any  housing  program  that  the  country  sponsors. 

Average  residential  income  is  around  $6,500.  It  is  a  little  less  for 
families,  a  little  more  for  elderly,  and  the  people  on  the  waiting 
list,  and  there  is  over  a  million,  their  incomes  are  even  lower. 

Most  of  the  stock  in  public  housing  is  in  good  shape,  particularly 
given  that  it  never  received  any  capital  funds  to  be  modernized 
until  the  program  was  almost  40  years  old,  in  1980  legislation.  The 
positions  the  Congress  has  taken  since  the  mid-1980s  in  increasing 
the  modernization  funds  is  really  producing  a  dramatic  increase  in 
the  quality  of  American  public  housing. 

Some  of  it  is  overshadowed  by  the  typical  television  pictures  of 
the  Cabrini  Green  and  what  have  you  that  are  in  the  stock,  but 
something  very  dramatic  is  happening  with  the  stepped-up  financ- 
ing that  you  have  been  providing. 

You  will  recall  that  your  predecessor's  Ranking  Minority,  Mr. 
Green,  cochaired  the  National  Commission  on  Severely  Distressed 
Public  Housing.  And  we  did  an  exhaustive  review  of  problem 
projects.  And  they  identified  that  about  6  percent  of  the  overall 
stock  is  severely  distressed;  that  it  either  ought  to  go  or  ought  to 
be  dramatically  reconstructed. 

Bill  Green,  at  the  time,  said  94  percent  is  not  a  bad  success  rate 
in  social  welfare  programs.  That  stock  that  is  distressed  is  being 
addressed  now  under  the  HOPE  VI  Program.  Really,  there  is  no 
authorizers  here,  it  was  a  program  created  in  the  Appropriations 
Committees,  under  the  leadership  of  both  Senator  Mikulski  and 
Mr.  Stokes,  and  it  was  to  focus  money  not  just  for  bricks  and  mor- 
tar, but  also  for  tenant  enhancement  on  the  severely  distressed 
projects. 
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And  there  is  considerable  headway  about  to  begin  there.  Cleve- 
land, as  in  many  things,  is  ahead,  and  I  do  hope  you  will  take  Mr. 
Stokes'  invitation  that  was  issued  at  our  meeting  to  go  visit  and 
see  what  a  program  like  HOPE  VI  can  bring  about  in  something 
as  bad  as  some  projects  have  gotten  to  be. 

We  also  hope,  by  the  way,  that  the  other  members  of  of  the  com- 
mittee would  take  Mr.  Gingrich's,  Speaker  Gingrich's  lead.  He  has 
urged  people  from  suburban  districts  to  go  into  the  city  districts 
and  familiarize  themselves  with  the  problems  of  poor  urban  neigh- 
borhoods. And  if  there  is  anything  that  CLPHA  could  do  to  facili- 
tate that,  we  would  want  very  much  to. 

As  I  say,  I  think  the  committee  can  take  a  lot  of  satisfaction  on 
the  fact  that  it  has  stepped  up  modernization  funding  over  the 
years,  and  I  could  cover  these  walls  here  with  projects,  I  think, 
that  you  would  find  were  dramatically  improved  through  your  sup- 
port. 

The  reason  why  things  are  going  forward  is  that  most  public 
housing  authorities  are  run  satisfactorily.  CLPHA  sponsored  and 
pressed  hard  for  some  kind  of  an  assessment  system.  It  is  now 
called  the  Public  Housing  Management  Assessment  Program. 
While  it  has  got  its  wrinkles,  it  is  the  first  real  effort  to  objectively 
evaluate  the  performance  of  housing  authorities. 

Well,  less  than  5  percent  of  the  authorities  in  the  country  are  on 
that  list.  About  16  of  them  are  large,  and  some  of  those  will  emerge 
from  the  list,  and  some  will  not.  Our  position  as  an  organization 
has  been  putting  the  nonperforming  PHAs  into  receivership.  We 
pressed  for  the  provisions  that  were  in  the  1990  and  1992  acts,  for 
receiverships  for  public  housing,  even  those  that  can  be  initiated  by 
the  residents. 

Because  nobody  who  performs  professionally  in  our  field  wants  to 
be  scarred  with  nonperforming  PHAs.  And  receivership  I  think  of- 
fers a  dramatic  way  to  turn  authorities  around. 

We  lament  very  much,  and  have  said  so  to  the  Secretary,  that 
HUD  has  failed  to  move  aggressively  on  the  District's  housing  au- 
thority. It  is  right  here  where  we  should  have  a  good  performer.  We 
have  a  poor  performer,  and  receivership  as  the  court  would  have 
it  could,  I  think,  do  a  lot  for  that  and  save  us  all  much  embarrass- 
ment. 

The  character  of  public  housing  is  really  largely  a  creature  of 
Congress.  Not  to  put  you  in  the  pit  with  us,  but  since  1981,  there 
has  been  a  lot  of  Federal  mandates  directed  that  have  brought 
about  the  character  of  public  housing  that  some  people  have  objec- 
tion to. 

One,  the  revenue  flows  are  set  in  a  variety  of  ways  by  statute. 
Two,  who  goes  into  public  housing?  Up  until  recently,  90  percent 
of  the  admissions  were  under  Federal  preferences,  a  legislative  pro- 
vision arrived  at  by  a  marriage  of  conservatives  and  very  liberals 
to  say  house  only  the  poorest  of  people.  And  while  that  certainly 
has  a  lot  of  heart  string  pull  to  it,  it  hasn't  been  socially  successful 
in  at  least  some  areas  of  public  housing. 

Our  rents  only  cover  about  42  percent  of  our  operating  costs.  And 
notwithstanding  things  that  were  said  here  at  one  of  your  initial 
hearings  about  the  costs  of  public  housing,  is  that  the  operating 
subsidy  has  not  gone  up  in  any  way  other  than  an  annual  inflation 
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adjustment,  increase  for  the  number  of  units,  and  to  make  up  for 
the  dramatic  decline  in  income  in  public  housing. 

When  I  used  to  run  a  housing  authority,  it  was  up  somewhere 
close  to  50  percent  of  median  income.  And  in  1981,  the  year  when 
a  lot  of  these  statutory  changes  were  made,  our  tenants  were  at  32 
percent  of  median  income.  And  in  1992,  as  we  sit  here,  they  are 
now  at  about  16  or  17  percent  of  median  income.  And  since  they 
only  pay  a  certain  percentage  of  their  rent,  the  commitment  of  the 
statute  is  that  we  take  the  very  poor  people  in,  you  all  will  make 
it  up  with  an  operating  subsidy.  And  that  is  really  the  main  in- 
crease that  you  have  seen  in  the  subsidy. 

It  has  got  a  lot  of  shortcomings  at  its  best,  but  unusual  increases 
is  not  one  of  them.  So  we  just  make  a  plea  at  the  outset,  please 
don't  rescind  anything  in  the  operating  subsidy.  Two-thirds  of  it  is 
already  slicing  through  the  processes  of  HUD  and  should  be  in  the 
hands  of  the  housing  authorities  shortly.  To  try  to  recapture  or  do 
anything  with  that  would  just  be  a  disaster. 

First  of  all,  HUD  wouldn't  know  how  to  do  it,  but  secondly,  be- 
cause they  wouldn't  know  how  to  do  it  it  would  be  worse  than 
would  be  normal.  Secondly,  we  would  urge  you  not  to  underfund 
us  in  the  future.  We  all  know  there  is  going  to  be  cuts  made  in  the 
housing  programs. 

We  are  all  prepared  for  the  cuts,  and  we  are  all  prepared  to  work 
with  your  staff  to  identify  cuts  that  make  sense  and  to  identify  cuts 
that  don't  make  sense.  And  we  would  say  that  the  operating  sub- 
sidy and  the  modernization  programs  are  ones  that  are  very  pru- 
dent, conservative  investments,  in  a  huge  public  housing  stock, 
that  whether  people  like  or  don't  like  the  public  housing  program, 
like  the  mountain,  it  exists  and  it  ought  to  be  dealt  with  in  an  in- 
telligent, sensible  way. 

And  we  don't  have  a  backlog  in  the  modernization  funds.  It  is  a 
base  canard.  I  mean  I  can  spend  time  elsewhere  with  your  staff. 
We  have  explained  it  annually.  It  is  a  hardy  perennial  at  budget 
time. 

When  HUD  gets  money  to  a  housing  authority  under  contract  so 
that  we  can  spend  the  money,  we  spend  80  percent  of  it  in  two- 
and-a-half  years  and  that  is  as  good  for  any  govemmentally  con- 
trolled program  as  you  will  find. 

I  think  you  will  see  it  is  better  than  most.  And  that  rate  is  step- 
ping up  very  rapidly.  The  mod  grant  formulas  that  were  put  in  in 
1990  when  HUD  finally  got  them  working,  and  v/hen  Mr.  Cisneros 
arrived  and  he  cut  the  15  months  it  used  to  take  HUD — after  you 
would  appropriate  the  money,  it  would  take  15  months  before  it 
would  get  out  in  the  hands  of  the  housing  authorities. 

So  I  would  say  it  is  not  too  much  to  say  that  that  program  is  roll- 
ing. There  are  a  lot  of  things  that  we  need  to  revisit.  We  look  on 
the  new  Majority  in  Congress  as  an  opportunity  to  do  that.  Every 
party  gets  encrusted  with  its  own  ideas  and  needs  a  change  of  pace 
once  in  a  while.  And  I  think  we  have  been  the  repository  for 
everybody's  ideas  over  time.  And  we  have  got  a  lot  of  articles  in  the 
hall  that  we  hope  the  authorizers  and  perhaps  yourselves  will  hope 
to  get  rid  of. 

First  of  all,  these  old  buildings  in  many  cases  are  propped  up  by 
the  one-for-one  replacements.  We  have  pressed  hard  to  relax  that 
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requirement  and  got  some  relief  in  the  1990  Housing  Act,  but  in 
the  main,  you  have  got  vacant  buildings  standing  there  as  a  scan- 
dal to  government  that  in  the  main  will  come  down  very  rapidly 
when  someone  changes  the  replacement  requirements. 

I  left  Philadelphia  some  years  ago  and  buildings  that  I  was 
vacating  are  still  standing  there  vacant,  artificially,  I  mean  just 
like  an  advertisement  for  failure.  When  those  buildings  start  com- 
ing down,  several  things  will  happen.  One  is  you  will  begin  to  see 
what  stands  behind  them,  the  better  public  housing,  and  you  will 
also  begin  to  save  money. 

I  mean  the  saving  of  money  in  public  housing  should  be  in  un- 
loading obsolete  property,  not  replacing  it  fully;  changing  the  in- 
come limits,  giving  our  authorities  more  opportunity  to  have  a  so- 
cial mix  and  an  economic  mix  in  public  housing,  get  us  out  of  a 
number  of  the  constraints  that  are  outdated  and  simply  bureau- 
cratic. 

While  it  is  a  more  complicated  issue,  one  of  the  authorities  at  our 
meeting  the  other  day  said  that  just  maintaining  a  city-wide  wait- 
ing list  costs  them  a  half  a  million  dollars,  you  know,  that  he  would 
not  have  to  spend  were  he  able  to  run  things  differently. 

We  can  identify  for  you,  Mr.  Chairman  and  Mr.  Stokes,  a  whole 
load  of  things  in  this  program  that  if  they  were  shucked  would  save 
money.  And  that  is  what  we  would  like  to  do,  rather  than  having 
somebody  deal  irresponsibly,  in  our  view,  with  the  operating  sub- 
sidy and  the  mod  money.  Let's  deal  responsibly  with  those  things 
that  increase  costs  and  make  our  savings  that  way. 

Again,  if  the  authorizers  aren't  here,  some  of  those  things,  I 
think,  could  legitimately  be  put  in  an  appropriations  bill.  There  is 
no  reason,  it  seems  to  me,  why  things  that  have  discernible  savings 
attached  to  them  that  are  programmatic  changes,  couldn't  be 
thought  of  as,  in  an  appropriation  bill,  as  a  way  of  saving  dough. 
We  are  very  worried  by  the  HUD's  blueprint,  as  has  been  reported 
in  a  number  of  quarters. 

This  is  not  a  set  of  ideas  where  thoughtful  people  sat  down  over 
a  period  of  time  and  talked  with  people,  like  you  are  trying  to  do, 
who  are  knowledgeable.  It  was,  it  appears,  a  weekend  adventure 
and,  as  the  Secretary  himself  says,  it  is  a  work  in  progress.  It 
needs  a  lot  of  progress  and  a  lot  of  work,  as  far  as  we  are  con- 
cerned. 

Turning  the  money  over  to  cities  for  public  housing  is  not  the 
cure  to  our  problems.  I  had  a  meeting  with  the  Secretary.  I  said 
I  want  to  be  there  to  take  the  picture  when  you  hand  Mayor  Barry 
or  any  of  a  number  of  other  mayors  the  check,  where  the  cities  are 
in  severe  financial  situations  in  many  cases,  have  their  own  man- 
agement problems  of  considerable  order,  and  to  just  take  this 
money  and  say  give  it  to  the  mayor,  wash  our  hands  of  it.  We  have 
exported  it  from  Washington,  it  is  all  over,  it  is  their  deal  now,  is 
I  think  to  jeopardize  what  is  going  on. 

Having  worked  for  a  mayor,  I  know  the  political  pressures  that 
can  take  place  in  those  situations.  And  that  is  not  the  place  to  send 
the  check.  It  is  not  just  the  mayor,  it  is  the  city  council  as  well, 
and  before  you  know  it,  everybody  has  become  a  housing  adminis- 
trator. 
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The  proposal  of  HUD  to  somehow  evolve  us  over  what  varies,  de- 
pending which  edition  you  read,  over  a  three-year,  five-year,  eight- 
year  period,  into  something  where  every  tenant  gets  up  at  Christ- 
mas morning,  has  a  tenant-based  certificate  of  some  kind,  I  suggest 
what  they  are  going  to  get  is  a  housing  peso,  but  no  one  will  define 
what  that  is  you  wake  up  with  that  morning,  whether  it  will  get 
you  either  a  good  unit  elsewhere  or  whether  it  will  even  be  enough 
to  sustain  you  in  public  housing. 

In  the  first  instance,  it  is  crazy  to  ask  the  40  percent  of  these 
units  that  are  occupied  by  elderly  people  to  take  one  of  these  cer- 
tificates. I  mean  what  are  they  supposed  to  do?  These  are  very  old 
women  in  the  main,  many  with  a  variety  of  handicaps,  and  the  last 
thing  they  want  to  do  is  to  go  wandering  around  the  city  with  a 
certificate  in  their  hand  shopping  for  a  place  to  live. 

Public  housing  for  the  elderly  is  successful,  it  is  dopey  to  under- 
mine it.  The  same  thing  with  the  Indians.  They  are  turning  over 
to  the  Indians  tenant-based  certificates  to  wander  around  a  res- 
ervation that  has  no  other  housing  in  search  of  some  unthought- 
out  test.  We  are  perfectly  willing  to  return  to  ideas  that  I  guess 
were  raised  by  Steve  Bartlett  when  he  was  in  Congress,  to  say,  yes, 
some  residents  in  public  housing  ought  to  have  an  opportunity  to 
choose  to  move  out  if  they  will. 

All  we  ask,  is  that  that  be  done  in  a  reasonable  fashion  that 
doesn't  jeopardize  the  buildings  for  those  who  remain.  I  mean,  the 
Secretary's  plan,  in  my  view,  if  carried  out,  would  leave  you  with 
a  lot  of  housing  hulks  wallowing  in  neighborhoods  causing  blight, 
and  would  be  a  great  retreat  on  the  tremendous  investment  you  all 
have  made  in  our  buildings. 

As  you  know,  it  is  $3.7  billion  this  year.  It  was  $3  billion,  $3.5 
billion  last  year.  It  is  a  lot  of  really  important  funds  that  are  going 
in  to  improve  the  stock  and  it  is  not  time  to  roll  dice  with  it,  with 
an  idea  that  is  not  really  thought  out.  We  are  perfectly  willing  to 
move  to  have  our  operating  subsidy  and  mod  money  consolidated 
into  a  single  program,  and  we  will  gladly  take  the  Section  8 
project-based  certificate  in  exchange  for  the  operating  subsidy  and 
modernization  funds  once  we  get  our  buildings  in  a  little  better 
order.  And  we  are  getting  close. 

The  studies  that  were  done  showed  that  we  have  about  a  20  to 
25-billion-dollar  backlog,  depending  whose  analysis  you  read.  We 
need  about  $1.7  billion,  $1.8  billion  a  year  in  modernization  just  to 
meet  current  depreciation.  We  need  about  4  to  $4.5  billion  a  year 
to  both  clear  the  backlog,  bring  all  the  suitable  public  housing  up 
to  snufi",  as  well  as  to  keep  a  replacement  reserve,  which  we  don't 
have  in  our  program. 

We  are  within  field  goal  distance  of  that.  Between  what  you  have 
done  with  the  modernization  program,  with  the  HOPE  VI  program, 
with  allowing  development  money  to  be  used  directly  for  major  re- 
construction, we  are  getting  very  close  to  being  on  a  funding  level 
that  will  yield  only  progress,  particularly  if  it  is  coupled  with  the 
level  of  demolitions  that  we  think  are  in  order. 

One  point,  and  I  don't  like  to  gainsay,  to  use  an  old-fashioned 
word,  but  my  friend,  John  Weicher,  states  in  his  testimony,  there 
are  a  significant  number  of  what  we  believe  are  erroneous  state- 
ments or  ill-founded  statements  and  we  are  going  to  submit  a  sepa- 
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rate  analysis  of  those.  But  let  me  say  that — and  even  John  said  in 
the  front  of  the  paper,  he  says  public  housing  costs  twice  as  much 
as  certificates  or  vouchers. 

By  the  time  you  get  back  in  his  testimony,  he  concedes  what,  in 
fact,  is  the  case,  is  that  there  is  very  little  difference  in  the  cost 
of  a  Section  8  program,  tenant-based  assistance,  versus  a  public 
housing  assistance.  They  are  very — and  you  will  receive  the  analy- 
ses on  the  back  of  our  testimony.  They  are  very  close  together  in 
cost. 

People  should  not  decide  to  do  one  program  or  the  other  on  the 
basis  of  cost.  There  are  no  savings  in  switching  from  public  housing 
into  Section  8.  And  we  are  not  opposed  to  Section  8,  we  administer 
it.  We  think  it  was  a  wonderful  addition  that  President  Nixon 
made  to  the  housing  arsenal  of  the  country,  but  we  don't  think  you 
should  be  misled.  I  gather  HUD  has  just  completed  a  study  which 
comes  out  somewhat  with  the  same  conclusions. 

I  guess  all  we  would  say  in  winding  up  is  that  we  hope  that  the 
congressional  housing  policy,  which  has  not  quite  emerged  yet  ei- 
ther in  the  authorizing  or  the  Appropriations  Committees,  that  it 
would  not  be  one  of  disabling  cuts  in  what  goes  on,  that  distinc- 
tions would  be  made. 

As  someone  involved  in  this  over  a  period  of  time,  I  am  always 
amazed  of  how  things  that  exist,  like  public  housing,  like  privately- 
owned  assisted  housing,  is  often  disregarded,  while  at  the  same 
time  monies,  new  monies,  new  engines  are  started  up  in  new  pro- 
grams, new  activities,  new  units. 

We  hope  Congress  in  this — perhaps  we  are  sobered  by  the  budg- 
et, will  look  at  that  carefully,  that  it  doesn't  make  sense  to  launch 
things  when  you  have  got  some  things  to  take  care  of  beforehand. 
I  don't  think  anybody  has  any  problem  with  the  Contract  With 
America  or  at  least  with  the  principles  that  it  embodies. 

But  it  was  an  interesting  piece  by  Herb  Stein,  who  is  now  at  the 
American  Enterprise  Institute,  but  those  of  us  who  have  been 
around  for  a  while  will  remember  him  as  the  Chairman  of  Mr.  Nix- 
on's Council  of  Economic  Advisers,  and  after  saying  that  he  saw  no 
exception  to  take  with  the  contract,  he  said  some  people  might, 
however,  want  to  add  others,  such  as  justice,  equality,  compassion, 
and  community. 

And  they  are  the  elements  that  we  hope  this  committee  adds 
when  it  comes  to  appropriate  money  for  public  and  assisted  hous- 
ing. And  I  think  everybody  was  assured  the  other  day  that  when 
they  met  with  you,  Mr.  Chairman,  that,  indeed,  that  you  would  add 
the  Stein  characteristics  and  principles  to  the  Contract  and  that 
the  3.5  million  very  poor  residents  of  public  housing  will  be  in  good 
shape. 

They  are  already  nervous  as  they  watch  the  welfare  monies.  And 
as  landlords,  we  are  a  little  bit  nervous,  too,  because  that  is  a  lot 
of  our  rent. 

[The  information  follows:] 
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Testimony  of  Gordon  Cavanaugh  before  the  House  Appropriations  Subcommittee  for  Veterans 
AfTairs,  Housing  and  Urban  Development,  and  Independent  Agencies  on  February  9, 1995,  on 
behalf  of  the  Council  of  Large  Public  Housing  Authorities  (CLPHA)     . 


Congratulations  to  you  Mr  Lewis  on  assuming  the  chair  of  this  most  prestigious,  complex, 
and  socially  important  subcommittee 

Thank  you  for  the  opportunity  to  testify  today  for  the  Council  of  Large  Public  Housing 
Authorities  (CLPHA)  I  am  its  general  counsel  and  have  served  in  housing  posts  over  the  years; 
chair  and  chief  operating  officer  of  the  Philadelphia  Housing  Authority,  executive  director  of  the 
Housing  Assistance  Council,  Administrator  of  the  Farmers  Home  Administration,  and  currently,  the 
chair  of  the  Cooperative  Housing  Foundation. 

CLPHA  consists  of  sixty-one  housing  authorities  that  manage  over  40  percent  of  all  public 
housing  Our  members  range  from  cities  Alexandria-size,  with  1250  units,  up  to  New  York  City  with 
1 55  thousand  units,  housing  more  people  than  are  in  the  City  of  Pittsburgh  (It  could  qualify  for  a 
major  league  franchise.)  Our  members  greatly  appreciated  your  speaking  to  them  together  with  Mr. 
Stokes  the  other  day. 

Now  our  points: 

I.  Public  housing  is  a  largely  sound,  irreplaceable  housing  resource  for  very  poor  persons, 
who  are  often  elderly,  disabled  and  discriminated  against 

Public  housing  is  a  $90  billion  investment  in  over  ten  thousand  developments  managed  by 
3200  housing  authorities  that  shelter  3  4  million  persons  of  very,  very  low  income  in  1.4  million 
apartments  Over  30%  of  the  units  are  occupied  by  elderly  and  disabled  persons  -  a  successful  but 
largely  "invisible"  part  of  the  public  housing  program.  The  median  income  of  our  residents  is  about 
$6500,  significantly  below  poverty  levels;  the  million  households  on  the  waiting  lists  are  even  poorer 

Most  of  the  stock  is  sound  and  is  being  evermore  rapidly  improved  as  formula  modernization 
grants,  authorized  in  1990  as  the  Comprehensive  Grant  Program  (CGP),  and  improved  HUD 
processing  take  hold  The  National  Commission  on  Severely  Distressed  Public  Housing,  co-chaired 
by  former  Representative  Bill  Green  of  this  committee,  found  that  6%  of  the  units  were  severely 
distressed  requiring  demolition  or  thorough-going  reconstruction.  That  process  has  been  launched 
in  the  HOPE  VI  eflFort  created  by  the  Appropriations  Committees  as  a  follow-through  to  the 
Commission's  recommendations  We  hope  that  you  are  able  to  accept  Mr.  Stokes's  invitation  to  see 
the  success  of  HOPE  VI  in  Cleveland,  with  its  combination  of  bricks  and  mortar  and  job  training  for 
the  residents. 

This  subcommittee  can  take  great  satisfaction  that  its  stepped-up  funding  over  the  years  for 
long-ignored  rehabilitation  has  conserved  a  valuable  housing  resource  and,  most  important,  is  moving 
the  country  closer  to  its  statutory  promise  of  a  decent  home  for  all. 
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Progress  has  been  made  because  most  PHAs  are  run  satisfactorily  -  less  than  5%  of  the  3200 
housing  authorities  are  on  the  troubled  list,  16  are  large  As  to  non-performing  PHAs,  our  position 
has  long  been  put  them  in  receivership  Your  counter  part,  Senator  Bond,  will  soon  see  marked 
improvement  in  the  Kansas  City,  Missouri  housing  authority  now  that  it  is  under  the  direction  of  an 
able,  experienced  public  housing  executive  serving  as  receiver.  We  lament  HUD's  failure  to  act 
aggressively  against  failed  operations,  especially  here  in  the  District  Such  tolerance  besmirches  the 
professionalism  elsewhere  in  the  program. 

n.  Cutting  funds  robs  the  residents  of  decent  and  secure  shelter  and  undermines 
management  planning. 

Public  housing  revenue  is  controlled  by  federal  statute;  the  rent/income  ratio,  the  limits  on 
income  eligibility,  and  the  federal  preferences  These  controls  are  supposed  to  be  reciprocated  by  an 
operating  subsidy  to  make  up  the  balance  needed  for  reasonable  operating  costs  calculated  by  the 
Performance  Funding  System,  (PFS)  These  rents  currently  cover  only  42%  of  the  operating  and 
utility  costs  The  underfunding  of  the  PFS  explains  the  difficulties  that  PHAs  have  in  ftilly  maintaining 
and  securing  their  properties  First,  the  PFS  itself  understates  costs  —  it  has  only  been  adjusted  for 
one  changed  cost  element  since  it  was  created  in  1975,  ignored  are  heightened  costs  for  security, 
waste  removal,  health  benefits,  and  a  more  service-needy  resident  population.  Next,  the 
appropriations  for  FY  94  and  for  FY  95  were  each  over  a  hundred  million  dollars  short  of  even  the 
PFS  requirements 

Since  the  utilities  must  be  paid,  any  cut  falls  on  the  3/4  of  the  budget  that  are  used  for 
maintenance  and  security. 

To  rescind  FY  95  funds  would  be  disastrous  and  chaotic.  Budgets  are  submitted  in  four 
groupings  throughout  the  fiscal  year  Those  covering  over  2/3  of  the  total  national  units  should  be 
approved  or  in  process  now,  fimds  should  have  been  awarded  for  over  half  of  these.  Similarly,  to 
underfiind  operating  subsidies  in  FY  96  would  be  only  to  worsen  conditions  dangerously.  It  is  the 
residents,  not  the  agencies,  who  bear  the  brunt  by  having  to  live  in  shabbier  and  more  dangerous 
residences 

The  operating  subsidy  has  been  increased  over  the  years  only  by  annual  inflation  adjustments, 
by  increases  in  the  units,  and  to  ofiFset  declining  rent  fi-om  ever-poorer  tenants.  In  1981  —  before 
major  statutory  changes  -  public  housing  resident  income  was  32%  of  median  income,  since  then, 
it  has  fallen  to  about  16%.  HUD  estimates  that  if  the  income  levels  returned  to  1981  levels,  there 
would  be  httle  or  no  need  for  operating  subsidies  Our  need  for  these  funds  arises  from 
Congressional  mandates  to  serve  the  poorest  people.  To  now  try  to  cut  the  necessary  subsidy  is  the 
plainest  example  of  failing  to  fund  a  mandate. 

At  budget  time,  it  has  become  customary  to  charge  that  there  is  a  multi-billion  "backlog"  of 
modernization  fimds    Thus,  cuts  or  rescissions  are  said  to  be  warranted    These  assertions  are 
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unfounded  and  are  further  distorted  by  including  appropriations  that  the  PHAs  have  not  received 
First,  if  a  PHA  has  failed  to  spend  its  modernization  funds  expeditiously,  HUD  has  ample  authority 
to  recapture  any  clogged  monies  Many,  many  agencies  can  promptly  use  all  the  funds  they  can  get 
reassigned  to  them  to  move  forward  with  their  approved  Comprehensive  Modernization  Plans  Don't 
punish  the  many  eflBcient  agencies  for  such  laggards  as  there  may  be  Second,  the  main  delay  in  using 
mod  fimds  has  been  the  time  gap  between  the  appropriation  and  HUD's  contracting  the  monies  to  the 
PHA  -  as  much  as  1 5  months  until  recently  Secretary  Cisneros  has  done  much  to  reduce  the  gap 
Once  HUD  allows  the  PHA  to  begin  work,  80%  of  the  mod  money  is  spent  in  2.5  years  -  as  speedy 
or  speedier  than  any  other  construction  program  that  is  subject  to  government  regulations  These 
assertions  are  corroborated  by  a  recent  study  of  the  General  Accounting  Office,  dated  July,  1994, 
entitled  "Public  Housing;  Information  on  Backlogged  Modernization  Funds  " 

The  Appropriations  Committees  in  the  mid-eighties  directed  HUD  to  calculate  the  amount 
needed  to  bring  all  pubhc  housing  up  to  current  standards  That  figure,  updated  by  the  National 
Commission  on  Severely  Distressed  Public  Housing,  ranges  from  $28  billion  down  to  just  over  $20 
billion  if  you  assume  widespread  demolitions;  it  does  not  include  the  unfunded  mandates  for 
abatement  of  lead-based  paint  and  handicapped  accessibility  The  important  point  is  that  an  annual 
appropriation  of  approximately  $4.5  billion  is  needed  to  end  the  backlog  of  rehabiliution  needs  within 
a  decade  and  to  fund  normal  annual  depreciation  of  the  $90  billion  inventory.  Thereafter  mod  funding 
will  drop  Through  your  help,  as  noted,  we  are  within  field  goal  distance  of  that  level,  FY  95's  $3  7 
billion  in  modernization,  plus  about  $400  million  of  the  HOPE  VI  annual  funding,  plus  20%  of  the 
appropriation  for  development  which  is  set  aside  for  major  reconstruction  of  obsolete  projects 
(MROP) 

Our  plea  is  that,  if  the  assisted  housing  budget  needs  reduction,  please  cut  those  things  that 
haven't  happened,  "incremental  units"  of  ^^^latever  kind,  rather  than  jeopardizing  our  existing  public  — 
and  I  would  add  private-subsidized  —  housing  It  makes  little  sense  to  lose  or  ruin  existing  housing 
for  low  income  fjimilies,  while  launching  new  endeavors.  This  is  so  whether  the  "incremental"  eflForts 
are  tenant  or  project-based 

m.  The  deficiencies  of  "bad"  developments  have  a  Congressional  origin  —  and  solution. 

American  public  housing  would  be  seen  in  a  better  light  were  it  not  so  overshadowed  by  large, 
often-vacant  buildings  and  by  developments  overwhelmingly  peopled  by  the  poorest  families  in 
unstimuladng  social  situations  This  resuh  did  not  just  happen.  Statutory  policies,  starting  in  1981, 
caused  much  of  it.  Conservatives  and  liberals  combined  to  press  priority  for  "housing  the  poorest" 
among  other  things  by  setting  90%  of  admissions  according  to  federal  preferences  and  limiting  a 
PHA's  ability  to  seek  a  social  and  economic  mix,  other  moves  sponsored  by  one  side  or  the  other 
were;  removing  deductions  for  woridng  &niilies,  propping  up  obsolete  buildings  by  requiring  largely 
unattainable  1  for  1  replacements  fi'om  the  underfimded  conventional  public  housing,  continuation 
of  racially  outdated  "site  and  neighborhood"  requirements,  an  anti-work  system  that  penalizes  income 
from  employment  by  50%  in  increased  rent  and  taxes,  plus  ending  Medicaid  coverage  for  mothers 
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with  children.  H.R.  3838  passed  by  the  House  last  year  would  have  eased  some  of  these  restraints 
but  the  changes  were  scuttled  in  the  Senate  at  the  end  of  the  session  One  hopes  for  an  early  revival 
and  broadening  of  that  legislation's  deregulation  of  the  over-regulated  public  housing  system,  it  could 
produce  real,  systemic,  responsible  budget  reduction  High  on  the  list  for  change  should  be  easing 
the  demolition  of  derelict  projects  We  had  an  182-unit  apartment  house  that  stood  vacant  for  over 
five  years  -  useless,  costly  and  blighting  the  neighborhood  It  was  an  awful  process  through  HUD 
to  tear  it  down 

rV.  Greater  local  control  by  well-managed  agencies  will  result  in  better  housing  cheaper  — 
CLPHA's  Reforms  and  the  HUD  Blueprint  shortcomings. 

Our  members  yearn  to  take  advantage  of  the  call  for  devolution  of  decision-making  to  local 
bodies,  such  as  PHAs,  that  the  recent  election  has  brought  from  both  the  Administration  and, 
especially,  from  the  Congress  The  public  housing  program  is  over  fifty  years  old  and  its  hull  has 
accumulated  federal  barnacles  that  badly  need  scraping  It  is  our  view,  unlike  the  Administration's 
and  that  of  some  in  Congress,  that  the  housing  authorities,  not  the  cities  nor  the  states,  should  be 
given  an  opportunity  to  run  this  program  the  way  we  have  long  sought;  unfettered  by  the  heavy 
federal  hand  that  has  held  many  PHAs  back  from  greater  success  If,  ^er  time,  we  dont  live  up  to 
our  boast,  then  consider  doing  otherwise  with  us  Sending  our  funds  to  the  cities  does  not  address 
what  ails  public  housing  The  politics  of  many  cities  is  what  has  hampered  housing  agencies.  We 
need  go  no  farther  than  where  we  sit  in  the  District  of  Columbia.  To  send  our  funds  to  the  cities  is 
merely  to  add  the  layer  of  city  bureaucracy  to  that  of  HUD.  And  remember  that  monies  going 
through  cities  usually  course  through  city  councils  as  well  as  the  mayor's  ofiBce.  It  is  dangerous  to 
expose  so  many  dollars  to  so  many  hands  While  states  may  be  a  different  proposition,  state  housing 
finance  agencies  have  shown  little  inclination  to  produce  housing  in  the  inner  cities  with  their 
programs.  However,  perhaps  the  idea  deserves  a  harder  look. 

The  main  point  here  is  that  deregulation,  as  we  would  define  it,  could  mean  real  budget 
savings.  Allow  us  to  seek  a  broader  range  of  incomes  within  the  current  low  income  definitions  of 
public  housing,  such  action  in  time  will  reduce  operating  subsidy  needs,  and  udll  yield  more  inspiring 
commimities  for  residents  and  their  children.  Let  us  remove  derelict  buildings  aggressively  and 
flexibly  Let  the  sunshine  in  Allow  PHAs  to  decide  how  they  wish  to  replace  buildings  long  vacant, 
if  at  all  Where  obsolete  buildings  are  occupied,  allow  the  PHA  to  move  residents  either  into  other 
public  housing  or  provide  them  with  a  relocation  certificate.  By  ridding  the  stock  of  unsuitable 
structures,  operating  costs  will  fall.  If,  as  HUD  proposes,  public  housing  should  be  fit  to  compete 
with  private  housing  for  the  subsidized  tenant,  then  we  must  first  finish  the  modernization  of  projects 
and  level  the  playing  field  by  untying  the  hands  of  PHAs  in  setting  rents  and  selecting  residents, 
honoring  local  priorities,  not  Washington's,  building  in  flexible  public-private  partnerships  Attached 
as  Appendix  A  is  a  copy  of  CLPHA's  "Call for  Major  Reform  of  Public  Housing. "  which  lists  on  the 
second  page  a  series  of  genuine  cost-cutting  changes.  We  urge  that  you  consider  placing  these 
budget-cutting  reforms  in  an  any  rescission  bill,  rather  than  undercutting  the  housing  investment  and 
the  resident's  welfare  by  denying  promised  fiinds 
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This  may  not  be  the  forum  but  our  members  beheve  that  HUD's  blueprint  to  put  public  and 
Indian  housing  through  a  three-step  evolution  culminating  in  all  residents  receiving  at  the  end  some 
form  of  unspecified  tenant-based  assistance  coupled  with  an  end  to  operating  subsidies,  modernization 
and  any  other  project-based  assistance  is  poorly  conceived  and  disastrous  for  the  public  investment 
in  housing  First  of  all,  as  noted,  40%  of  the  units  are  for  the  elderly  who  no  have  desire  to  roam 
through  town  seeking  out  scarce  housing  lacking  the  services  and  security  which  we  afford  Housing 
administrators  already  report  considerable  upset  by  their  elderly  residents  from  this  proposal  who  see 
themselves  out  on  the  street  Second,  in  Indian  country,  there  is  little  housing  other  than  public  and 
mutual  help  housing  Where  are  the  Indians  to  take  these  certificates'?  Is  this  trip  necessary?  PHAs 
are  willing  to  see  their  residents  have  more  opportunities  to  receive  genuine  section  8  certificates  fi-om 
buildings  slated  for  ultimate  removal  or  to  pursue  important  personal  opportunities  that  calls  for  a 
move,  but  these  purposes  can  be  accomplished  without  destabilizing  the  lives  of  those  who  remain 
in  public  housing  by  having  them  in  half-occupied  buildings  As  was  just  testified  to  in  your  Senate 
counterpart  committee  by  a  state  housing  official  testifying  for  the  National  Academy  of  Public 
Administration,  the  HUD  plan  would  jeopardize  the  housing  plant  and  would  leave  housing  hulks  to 
blight  neighborhoods  Just  fulfill  the  promise  of  deregulation,  provide  funds  to  rehabilitate 
substandard  structures  and  then  consolidate  the  operating  subsidy  and  modernization  fimds  into  a 
section  8  project-based  subsidy   That  would  be  reform,  budget-cutting  and  responsible  action 

V.  Certificates  and  vouchers  are  not  cheaper  than  public  housing,  nor  do  they  serve 
families  in  many  metropolitan  areas. 

In  budget-cutting  contexts,  it  is  often  said  the  certificates  and  vouchers  are  "cheaper"  than 
conventional  housing  For  example,  such  an  assertion  was  made  with  the  Penny-Kasich  amendment 
in  1993  and  have  been  reiterated  here  in  the  recent  testimony  of  Dr.  John  Weicher  Such  is  not  the 
case.  Only  by  manipulating  the  elements  of  federal  cost  or  the  duration  of  the  assistance  does  tenant- 
based  assistance  become  cheaper  The  truth  is  that  the  costs  are  quite  similar,  if  anything,  pubUc 
housing  is  cheaper  in  some  cities.  Attached  as  Appendix  B  is  an  extract  from  a  CLPHA  study  which 
illustrates  the  fiiU  costs  of  both  programs  Examples  fi-om  other  cities  are  available  Moreover, 
HUD'S  Blueprint  documents  concede  the  point  as  well.  In  fact,  the  only  reason  that  public  housing 
currently  costs  as  much  as  certificates  and  vouchers  is  that  they  include  added  mod  costs  necessary 
to  overcome  the  long-unfunded  backlog  When  that  backlog  is  rehabiUtated,  the  costs  of  pubhc 
housing  will  fall  markedly  below  those  of  the  certificates  and  vouchers  —  and  the  mod  appropriation 
will  also  drop  significantly 

The  case  for  preserving  and  expanding  the  publicly-owned  stock  is  put  in  sharp  focus  as  the 
government  struggles  to  keep  private  owners  in  the  low  income  business  As  found  in  "The  State  of 
the  Nation's  Housing  1990,"  published  by  the  Joint  Center  for  Housing  Studies  of  Harvard  University: 

"Much  of  the  existing  stock  of  unsubsidized,  low-cost  units  is  at  risk  of  loss  to  either 
abandonment  or  upgrading.  A  sizeable  portion  of  the  subsidized  low-cost  stock  is 
also  at  risk  because  of  expiring  use  restrictions  and  budget  cutbacks."  Page  24. 
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Certificates  and  vouchers  ore  not  "'housing  pills"  as  some  would  have  it  —just  take  one  and 
wake  up  with  your  shelter  problems  solved.  Their  usefulness  depends  on  a  number  of  things:  the 
vacancy  rates  in  the  metropolitan  area,  the  number  of  units  represented  by  that  vacancy  rate,  whether 
HUD  is  supporting  fair  market  levels  that  meet  the  vacancies,  the  level  of  racial  and  status 
discrimination  that  the  certificate  holder  faces  and,  as  underscored  above  by  the  Joint  Center,  the 
continued  availability  of  low-cost  rental  buildings 

Of  course,  "all  the  certificates  get  used"  as  their  supporters  point  out.  But  the  question  is: 
who  is  using  them  and  with  what  difficulty''  First  off,  approximately  half  are  for  persons  who  are 
already  living  in  standard  housing  and  only  need  rent  relief  Most  major  metropolitan  areas  have 
scant  modest-price  rental  stock  and  fewer  yet  vacancies  for  families  Also  remember,  many  people 
make  vouchers,  as  contrasted  to  certificates,  work  only  by  paying  very  high  percentages  of  their 
income  for  rent,  not  unlike  the  awful  situation  in  pubUc  housing  before  the  Brooke  amendments 
brought  relief  It  should  also  be  noted  that  while  certificates  and  vouchers  have  been  the  housing 
program  of  choice  for  many,  a  reaction  is  setting  in  against  them  as  city  residents  press  into  the 
suburbs  and  as  fair  market  rents  rise  for  those  areas. 

The  other  section  8  issue  that  surfaces  at  budget  time  is  the  administrative  fee  All  I  can  tell 
you  is  that  neither  HUD  nor  GAO,  nor  anyone  else  has  ever  calculated  the  real  cost  for  a  PHA  to  run 
this  program  What  is  known  is  that  most  large  PHAs  depend  greatly  on  this  fee  to  make  up  for  the 
inadequacy  of  the  operating  subsidy  It  is  for  that  reason  that  Appropriations  has  directed  that  no  cut 
be  made  in  the  administrative  fee  until  HUD  completes  a  reliable  study  of  the  real  operating  costs  of 
public  housing,  which  it  has  not  yet  done 

VI.  The  emerging  Congressional  housing  policy  should  reform  not  slash. 

The  housing  pohcy  of  the  new  majority  in  Congress  has  not  emerged,  except  for  rumors  of 
huge,  disabling  cuts  Say  it  isn't  so  Over  the  past  15  years,  a  bipartisan  Congress  has  supplied 
increasing  support  for  the  operation  and  rehabilitation  of  public  housing,  recognizing  the  need  to 
conserve  this  irreplaceable  asset.  Herbert  Stein,  a  senior  fellow  at  the  American  Enterprise  Institute 
and  chair  of  President  Nixon's  Council  of  Economic  Advisors,  after  reviewing  the  Contract  with 
America  and  noting  it's  unexceptionable  principles,  observed  that:  "Some  people  might,  however, 
want  to  add  others,  such  as  justice,  equality,  compassion,  community  ...."  The  New  Republic,  January 
23,  1995,  page  24.  This  committer,  we  hope  will  make  those  additions  and  protect  the  3.5  million 
very,  very  poor  persons  for  whom  public  housing  is  home,  as  well  the  million  or  more  like  them 
hoping  to  get  in.  These  persons  —  largely  women  —  about  one  out  of  three  of  whom  are  old  —  and 
young  children  deserve  a  decent  roof  over  their  heads  while  the  real  budget  issues  are  fought  out 
Everyone  here  knows  that  the  budget  deficits  can't  be  balanced  or  even  sipiificantly  tihed  by  slicing 
into  our  meager  efforts  for  the  poor  The  remedy  lies  in  limiting  the  entitlement  benefits  that  many 
of  us  qualify  for  ~  and  often  don't  fully  need. 

Thank  you  for  the  opportunity  to  speak  to  you   Again,  congratulations  on  your  chairmanship 
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.3  -~  '^- CQUNQL  OF-LARGE  PUBUC  HOUSING  AUTHORITJES  --- 


CLPHA  CALLS  FOR  MAJOR  REFORM  OF 
PUBLIC    HOUSING 

Decontrol  the  good  PHAs  and  restructure  the  PHAs  that  don't  work. 


CLPHA  begins  the  new  year  with  a  call  to  action  for  major  reform  of  the 
public  housing  program.  Our  goal  is  to  reduce  burdensome  bureaucracies, 
strengthen  viable  developments,  eliminate  obsolete  developments  and 
provide  greater  choice  to  residents.  Implementation  of  these  measures  will 
ultimately  result  in  cost  savings  and  less  federal  subsidies. 

Public  housing  represents  a  S90  billion  public  asset  serving  low  income 
children  and  their  parents,  senior  citizens  and  the  disabled  who  are  not  being 
served  b)'  the  private  rental  market.  At  least  40%  of  public  housing  serves  the 
elderly  and  disabled.  Experience  and  history  tell  us  that  both  demand-side 
and  supply-side  housing  programs  are  necessary  to  address  the  wide  variation 
in  local  housing  market  conditions  and  the  cyclical  nature  of  the  real  estate 
market.  Managers  of  public  housing  must  have  the  ability  to  operate  the 
program  using  sound  business  and  asset  management  practices  to  protect  the 
value  of  this  resource  for  low  income  households  and  the  commuiut)'  as  a 
whole. 

Based  on  HUD  performance  standards,  over  96%  of  all  PHAs  are  standard  or 
high  performers  representing  more  than  one  million  units,  or  83%  of  the 
stock,  and  serving  over  2.5  million  people.  These  PH-As  have  performed 
even  with  the  astounding  level  of  regulation  controlling  the  program.  Major 
reform  of  the  program  means  decontrolling  PHAs  that  provide  decent,  low 
cost  housing  while  controlling  and  restructuring  the  poor  performing  PHAs. 


Adequately  fund  capital  and  operating  needs  in  FY96. 
This  enormous  public  asset  will  be  irreparably  undermined  if  adequate  funds 
are  not  available  for  basic  operations  and  improvements.  Residents  feel  the 
most  immediate  impact  of  inadequate  funding,  and  inevitably  the 
neighborhood  and  community  feel  the  impact.  Substantial  savings  can  be 
realized  over  time  but  not  at  the  price  of  disinvestment  now.  The  following 
funding  levels  are  needed  now  to  protect  this  investment  and  prepare  for 
future  cost  savings: 
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•  $3.4  billion  for  full  funding  of  operating  subsidies  (100%  of  PFS) 
including  make-up  of  FY  94  and  95  shortfalls. 

•  $  4.42  billion  for  a  consolidated  fungible  capital  fund  for  FY96 
including  modernization,  MROP,  development  (for  replacement 
housing),  but  not  HOPE  VI. 

•  $500  milUon  for  HOPE  VI. 

•  Use  Section  8  for  replacement  housing  and  special  needs. 

•  Allow  PHAs  to  re-program  previously  allocated  modernization, 
development,  MROP  or  HOPE  VI  funds. 

•  No  rescissions  of  FY95  funds. 

Decontrol  most  aspects  of  PHA  operations  within  three  years. 
As  owners  and  operators  of  low  income  rental  housing,  PHAs  should  be  able 
to  make  decisions  locally  on  most  aspects  of  their  operations.  CLPHA 
believes  that  this  kind  of  decontrol  will  result  in  substantial  savings  by 
reducing  the  burden  of  obsolete  buildings,  reducing  the  red-tape  that  adds 
costs  to  every  transaction  and  ending  unfunded  mandates.  Any  sound  real 
estate  enterprise  requires  flexibility  in  the  following  areas  to: 

•  Demolish  or  dispose  of  obsolete,  high  cost  buildings  that  often 
contribute  to  the  dovmward  spiral  of  neighborhoods. 

•  Establish  rent  levels  that  support  working  households  and  provide 
work  incentives  for  those  not  currently  employed,  such  as  ceiling 
rents  and  earned  income  disallowances. 

•  Establish  tenant  selection  procedures  that  result  in  more  income 
mixing  and  working  families  as  role  models  in  public  housing. 

•  Rely  on  state  and  local  procurement  requirements  and  eliminate 
additional  layer  of  HUD  procurement  reqtiirements. 

•  Eliminate  imnecessary  HUD  reviews  of  budgets,  workplans,  etc.  for 
formula-  based  hmding. 

•  Simplify  ACC  to  address  only  statutory  obligations. 

•  Provide  PHAs  with  the  flexibility  to  act  as  a  non-profit  developer  of 
housing  in  public/ private  partnerships. 

•  Permit  PHAs  to   contract   management,  maintenance,  ■ 
modernization  and  other  functions  without  HUD  review  and 
approval. 

•  Consolidate  ever-  increasing  number  of  small  set-aside  programs. 

•  Eliminate  costly  unfunded  mandates  such  as  Family  Self- 
Sufficiency  and  section  3  preferences  that  often  come  at  the  expense 
of  maintaining  and  managing  the  housing  stock. 

•  Allow  residents  to  choose  from  project-based  and  tenant-  based 
housing  assist'^nce. 
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Aggressively  address  the  most  serious  problems  of  public  housing. 
Most  public  housing  works  well  but  is  overshadowed  by  the  small  percentage 
of  troubled  PHAs  and  developnnents  in  some  cities.   Successhilly  resolving 
these  problems  can  result  in  substantial  cost  reductions.  The  following  steps 
must  be  taken: 

•  Implement  solutions  for  troubled  PRA.S  that  establish  direct  lines  of 
authority  to  resolve  management  problems  such  as  receiverships. 
Restructure  some  PHAs  into  more  efficient  operating  units  based 
on  local  circumstances. 

•  Implement  management  improvement  plaUi  for  PHAs  that  have 
very  low  PHMAP  scores  for  an  extended  period  that  makes  them 
accoxmtable  for  their  performance. 

•  Demolish  or  dispose  of  long-term  vacant  buildings  and 
developments  without  a  one-for-one  replacement  requirement 
because  the  xmits  have  not  been  occupied. 

•  Assess  continued  viability  of  developments  that  have  high 
operating  or  modernization  costs  such  as  family  high  rise  buildings, 
large  developments,  poorly  designed  units  or  badly  located 
developments  with  flexibility  to  demolish  and  replace. 

•  Use  tenant-based  and  other  types  of  project-based  assistance  in  those 
cases  where  'hard  imif  replacement  housing  is  not  the  preferred  or 
feasible  option. 

•  Allow  residents  to  choose  project-based  or  tenant-based  housing 
assistance. 

Establish  a  project-based  funding  and  asset  management  system  for 
"good"  public  housing  over  a  transition  period  of  five  years. 
The  current  funding  and  oversight  system  does  not  encourage  PHAs  to 
manage  their  properties  on  a  meaningful  project-  by-  project  basis,  contrary  to 
standard  asset  management  practices.  Under  a  project-based  system,  each 
property  in  a  PHA's  portfolio  woiild  be  evaluated  on  its  merits  and  the  focus 
would  shift  from  evaluating  process  to  evaluating  asset  performance.  PHAs 
can  become  more  accountable  and  more  entrepreneurial.  During  the 
transition  period,  funds  will  be  required  to  address  the  backlog  of 
modernization  needs  and  create  a  level  playing  field  for  public  housing  to  be 
more  competitive  in  a  market-based  system.  A  project-based  funding  system 
would  eliminate  the  need  for  a  separate  modernization  program  because  the 
funding  system  would  cover  both  routine  and  capital  expenses  and  non- 
viable properties  would  be  addressed  more  effectively. 

•  Yvmd  PHA.S  directly  to  allow  for  meaningful  project-based 
management  and  eliminate  additional  layers  of  unnecessary 
bureaucracy. 
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•  Allow  PHAs  to  set  different  rent  levels  based  on  the  quality  and 
location  of  the  development. 

•  Make  funding  commitments  multi-year  (e.g.,  5-years)  and 
renewable. 

•  Base  assistance  levels  on  a  full  fair  market  rent  that  covers  real 
operating  costs  and  adequate  replacement  reserves. 

•  Require  a  "rent  reasonableness  test"  that    reflects  the  condition  of 
the  property  and  the  costs  of  providing  housing  to  low-income 
households  and  special  needs  groups. 

Eventually  replace  HUD  oversight  of  public  housing  program  with 
public/private  entity  focused  on  property  and  asset  management 
The  goal  is  to  permit  PHAs  to  operate  with  the  fuU  range  and  responsibilities 
of  property  management  organizations.  HUD  states  in  their  Reinvention 
Blueprint  that  HUD  "has  allowed  itself  to  evolve  into  a  bureaucracy  far  more 
attentive  to  process  than  to  results,  characterized  by  slavish  loyalty  to  non- 
performing  programs  and  instifficient  trust  in  the  initiatives  of  local  leaders." 
The  oversight  of  public  housing  should  be  done  by  professionals  and  experts 
in  propertj'  and  asset  management  that  are  insulated  from  constantly  shifting 
political  winds  and  conflicting  policy  directions.  This  public/ private  entity 
could  effectively  establish  a  system  of  accountability  that  rewards  the  good 
performers  and  sanctions  the  poor  performers  while  providing  meaningful 
technical  assistance  and  support. 
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VACANT  PUBLIC  HOUSING  UNITS 


Mr.  Lewis.  It  doesn't  necessarily,  Mr.  Cavanaugh,  hurt  us  to  be 
nervous  as  we  approach  this  very  difficult  task.  But  in  the  mean- 
time, we  did  appreciate  your  testimony.  I  want  to  get  very  quickly 
to  Mr.  Stokes,  but  before  getting  there,  I  do  have  some  questions. 
Your  testimony  appears  to  strongly  support  the  demolition  of  va- 
cant public  housing. 

How  would  your  organization  be  prepared  to  assist  HUD  in  de- 
molishing this  housing?  It  comes  to  my  attention  that  HUD's  fiscal 
year  1995  appropriations  for  public  housing  operating  subsidies  al- 
located through  the  performance  funding  system,  provided  for 
about  $175  per  unit. 

Among  those  subsidies  we  provided  $236  million  to  subsidize 
some  112,000  vacant  public  housing  units.  Is  that  the  set  of  hous- 
ing that  you  would  address  first? 

Mr.  Cavanaugh.  Without  commenting  on  the  scope  of  the  figures 
they  have  there,  they  sound  a  little  high  to  me,  but  it  doesn't  make 
any  difference  in  terms  of  what  could  really,  again,  be  accom- 
plished. At  least  I  had  the  opportunity  to  suggest  to  the  Secretary 
that  he  might  want  to  ask  public  housing  authorities,  at  least  the 
large  ones,  to  submit  to  him  buildings  they  thought  that  should  be 
demolished,  because  they  were  considered  to  be  beyond  the  pale, 
that  there  was  no  sense  spending  money  on  remodeling  them  or  re- 
habilitating them,  and  that  they  were  not  within  the  reach  of 
HOPE  VI,  that  he  ought  to  just  have  a  bidding  contest  for  housing 
authorities  to  come  forward  and  he  could  pick  those  that  he 
thought  were  the  worst  and  start  a  process  of  regularly  disposing 
of  those  buildings.  Not  the  land,  but  the  buildings.  And  the  land, 
if  it  is  not  in  a  decent  area.  So 

Mr.  Lewis.  You  have  made  those  recommendations  over  time, 
haven't  you? 

Mr.  Cavanaugh.  Yes. 

Mr.  Lewis.  What  sort  of  response  have  you  received? 

Mr.  Cavanaugh.  Well,  a  variety  of  forces  has  held  up  the  one- 
for-one  replacement  in  a  number  of  ways.  The  closest  we  came  to 
relaxing  the  requirements  on  ourselves  was  that  with  Mr.  Schu- 
mer's  assistance  in,  I  think,  the  1990  bill,  we  got  a  provision  that 
said  if  you  were  demolishing  over  200  units,  that  half  of  the  re- 
placements could  be  done  by  certificates.  And  we  were  hoping  that 
that  was,  if  you  will,  a  foot  in  the  door,  and  that  that  would  get 
more  liberalized. 

But  I  think  now,  especially  after  hearings  that  focused  on  this 
issue  last  year  in  the  House,  that  even  in  the  H.R.  3838  that 
passed  last  year  in  the  House,  it  reduced  the  replacement  require- 
ments. But  we  think  it  could  really  go  farther.  Particularly,  with 
respect  to  these,  you  know,  buildings  that  are  just  standing  there 
vacant. 

Mr.  Lewis.  Year  in,  year  out,  month  in,  month  out,  taking  right 
away  from  the  subsidies  we  are  talking  about. 

Mr.  Cavanaugh.  Yes.  As  I  say,  some  buildings  that  are  vacant, 
I  won't  say  how  long  ago  I  left  Philadelphia,  but  those  buildings 
that  are  standing  there,  I  was  vacating  some  of  them,  then.  And 
they  have  been  there  ever  since. 
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Newark,  which  has  a  load  of  buildings  that  should  be  demol- 
ished, on  the  one  for  one  it  took  them  years  to  kind  of  stockpile, 
if  you  work  the  replacement  units.  So  the  vacant  buildings  stand 
there,  nobody  in  them,  nobody  going  to  go  in  them  until  Newark 
could  get  enough  units  to  take  the  buildings  down.  Then  they  meet 
with  a  few  lawsuits,  but  that  is,  I  guess,  part  of  the  game. 

But  that  is  what  we  would  urge,  it  could  almost  be  that  simple. 
Let  people  submit  to  the  Secretary  buildings  they  think  ought  to 
come  down. 

Mr.  Lewis.  You  mention  in  your  testimony  a  cost  of  somewhere 
approaching  $500  million  a  year  nationwide  to  maintain  a  city-wide 
waiting  list? 

Mr.  Cavanaugh.  Five  hundred  thousand. 

Mr.  Lewis.  Five  hundred  thousand. 

Mr.  Cavanaugh.  I  forget  which  of  the  authorities  it  was,  but  one 
of  the  larger  authorities,  when  we  were  having  our  meeting  the 
other  day,  we  were  trying  to  find,  you  know,  what  are  things  that 
if  we  were  allowed  to  change  could  save  money.  And  someone  prof- 
fered that  as  an  example. 

Mr.  Lewis.  Since  our  last  meeting  inquiring  about  that  connec- 
tion, I  went  to  a  local  housing  authority  in  my  own  region  where 
they  advertised  to  add  to  their  waiting  list.  The  waiting  list  was 
three  years  long.  I  asked  them  why  were  we  advertising,  why 
spend  all  that  money.  There  were  no  answers  forthcoming  at  all. 
Can  you  give  me  a 

Mr.  Cavanaugh.  Frequently,  municipal  politics  in  my  experience 
is  what  does  that  housing  authority,  there  is  a  million  people  on 
the  waiting  list,  if  you  really  had  any  movement,  if  there  were 
more  public  housing  available  all  of  a  sudden  or  if  the  turnover 
rate  went  up,  then  the  waiting  list  would  not  shrink,  it  would  get 
larger.  Because  a  lot  of  people  would  give  up  on  applying. 

But  the  housing  authorities  in  many  cities  have  sought  to  say  I 
am  closing  the  waiting  list,  not  just  for  conventional  public  hous- 
ing, but  for  Section  8,  because  I  am  not  going  to  have  any  available 
for  anybody  for  a  long  period  of  time.  And  invariably,  a  mayor  or 
the  city  fathers,  however  defined,  objects  to  that,  says  that  is  not 
reasonable,  and  they  go  through  the  idleness  of  adding  people  to 
a  waiting  list.  And,  of  course,  as  you  know,  as  it  gets  old,  it  gets 
less  relevant  about 

Mr.  Lewis.  The  list  is  less  relevant. 

Mr.  Cavanaugh.  Right,  about  who  is  on  there.  So  the  program 
is  subject  to  a  lot  of  influences  from  not  only  the  one-sided  tale 
from  the  Federal  Government,  but  occasionally  you  get  that  from 
some  local  political  perception  that  you  should  not  close  it  down. 
It  is  just — it  is  just  crazy.  I  mean  I  think  New  York,  I  think  if  you 
apply  to  New  York  City  now  for  a  public  housing  unit,  I  think 
someone  told  me  there  you  would  wait  35  years  to  get  in.  So  I 
mean  why 

Mr.  Lewis.  And,  hopefully,  you  have  accumulated  the  downpay- 
ment  that  might  be  required  in  the  meantime. 

Mr.  Cavanaugh.  Well,  one  would  hope  that  you  would  get  a  de- 
cent roof  over  your  head.  But  that  is  the  problem.  Whatever  people 
say  about  public  housing,  those  who  need  it,  need  it  badly  and 
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want  it,  and  are  in  the  main  satisfied  with  what  happens  in  their 
experience  in  pubUc  housing. 

Mr.  Lewis.  Mr.  Cavanaugh,  in  your  testimony  you  strongly  sup- 
port the  deregulation  of  public  housing.  How  should  the  Depart- 
ment proceed  in  deregulating  public  housing  authorities?  Are  there 
changes  that  could  be  made  administratively  without  Federal  legis- 
lation? 

Mr.  Cavanaugh.  There  are  some  changes  that  could  be  made  ad- 
ministratively, and  there  is  so-called  category  of  high  performing 
authorities  who  score  on  that  assessment  program  that  I  men- 
tioned at  high  levels.  They  could  be  exempted  from  a  whole  bunch 
of  reporting  requirements  and  budgeting  requirements  and  just 
general  constant  reviews. 

Now,  the  Secretary  has  taken  steps  in  that  direction.  They 
haven't  all  come  to  pass  yet.  I  think  our  main  deregulation,  first 
of  all,  is  to  start  with  the  Federal  preferences.  That  is,  as  I  say, 
until  1990,  of  the  people  entering  public  housing,  90  percent  of 
them  were  set  by  Federal  statute.  We  had  that  change  in  1990, 
again  in  1992.  It  was  only  implemented  a  few  months  ago  to  allow 
housing  authorities  to  have  local  preferences. 

We  are  still  taking  50  percent  of  the  people  are  coming  from  Fed- 
eral preferences,  and  50  percent  from  local  preferences,  but  that  is 
just  beginning  now  in  public  housing.  Now,  that  is  a  statutory 
problem,  which  then  becomes  regulatory  afterwards. 

Secondly,  Congress  heard  a  great  deal  last  year  about  the  prob- 
lem of  rents  in  public  housing,  how  the  rent  structure  is  frequently 
kind  of  antiwork.  If  you  pay,  as  you  know,  30  percent  of  your  ad- 
justed income  for  rent,  if  you  go  to  work,  then  you  are  basically 
going  to  pay  something  like  a  50  percent  penalty  on  the  income. 
That  is,  30  percent  of  it  is  going  to  go  to  the  housing  authority,  and 
then  you  are  going  to  pay  something,  I  assume  like  FICA  or  some 
minimal  income  taxes,  and  then  plus  if  you  are  a  welfare,  person 
on  welfare  going  to  work,  you  are  going  to  lose  your  medicaid, 
AFDC  and  food  stamps. 

And  I  would  suggest  that  the  committee  staff  get  out  for  you  the 
testimony  of  Barbara  Burgee,  from  the  Richmond  housing  author- 
ity, before  the  authorizing  housing  authority  last  year.  She  talked 
about  how  she  went  to  work,  she  took  the  clue  and  went  to  work. 
She  immediately  had  no  health  benefits,  and  she  had  two  young 
children  who  got  smitten  with  one  thing  or  another  you  get  smitten 
with  when  you  are  young  children,  and  she  went  into  hock. 

She  hadn't  been  working  for  two  or  three  months,  and  she  found 
herself  in  hock  to  the  medical  field.  She  kept  at  it  valiantly,  but 
that  is  the  other  change  that  we  hope  would  be  made,  that  Con- 
gress would  look  beyond  just  the  housing  programs,  but  also  look 
to  see  whether  we  shouldn't  give  some  protection  for  some  reason- 
able period  after  somebody  goes  to  work  on  these  things  like  medic- 
aid. 

I  would  think  it  irresponsible  for  a  woman  with  children  to  do 
something  that  lost  her  health  care  coverage.  I  mean  you  are  a  par- 
ent, I  can't  say  for  a  large  number  of  offspring,  or  a  modest  size 
family,  but  I  mean,  but  even  with  our  four,  I  think  it  would  not 
have  been  a  sensible  thing  ever  to  be  without  health  care  coverage. 
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And  so  maybe  there  is  some  cross-committee  look  that  could  be 
taken  at  this  problem. 

Mr.  Lewis.  The  235-million-dollar  figure  I  referred  to  earlier 
came  from  Susan  Gaffney,  the  HUD  Inspector  General,  who  sug- 
gested that  we  are  spending  that  kind  of  money  annually  subsidiz- 
ing vacant  housing.  I  gather  from  your  testimony  that  you  would 
look  for  immediate  potential  cuts  by  just  encouraging  the  presen- 
tation of  housing  units  to  be  either  eliminated  or  torn  down  by  way 
of  not  subsidizing  them? 

Mr.  Cavanaugh.  Well,  I  think  that  is  what  is  unfair.  I  mean  the 
predicament  we  have  been  in  with  the,  quote,  "subsidizing  vacant 
units",  is  that  vacant  units  are  costly  to  have  as  a  real  estate  oper- 
ator. In  some  cases,  they  cost  you  more  than  an  occupied  unit.  So 
we  have  fought,  losing  totally,  our  operating  subsidy  relative  to  the 
vacant  units. 

Although,  by  the  way,  we  have  sought  with  HUD  for  five  years 
to  have  negotiated  rulemaking  to  come  up  with  a  rule  that  did  jus- 
tice by  the  issue,  but  yes,  if  the  buildings  come  down,  you  know, 
the  subsidy,  the  operating  subsidy  associated  with  them  is  saved. 

Mr.  Lewis.  And,  of  course,  that  is  the  rub,  isn't  it?  If  the  money 
is  going  to  be  used  for  that  subsidy  of  vacant  housing,  it  is  not 
going  to  be  available  for  modernizing  or  other 

Mr.  Cavanaugh.  Right.  And  the  way  out  of  the  rub,  I  think,  at 
least  in  terms  to  a  certain  identifiable  type  of  public  housing,  is 
that  we  have  more  latitude  to  take  those  buildings  down  so  they 
are  not  items  of  cost  without  really  any  housing  benefit  to  potential 
residents.  And  we  discussed  later  how  we  replace  them. 

And  I  am  not  saying  necessarily  all  the  replacement  require- 
ments should  go,  but  certainly  there  are  some  tens  of  thousands, 
I  don't  know  how  many,  of  buildings  that  stand  there  vacant,  fre- 
quently high-rise,  designed  for  a  family  occupancy,  that  were  a  mis- 
take to  begin  with  and  no  one  has  found,  except  in  New  York  City, 
how  to  make  those  things  work.  And  there  are  reasons  why  they 
work  in  New  York  and  not  elsewhere. 

Mr.  Lewis.  Thank  you,  Mr.  Cavanaugh. 

Mr.  Stokes. 

hud's  reinvention  proposal 

Mr.  Stokes.  Thank  you,  Mr.  Chairman. 

Mr.  Cavanaugh,  I  want  to  express  my  appreciation  for  your  testi- 
mony. Not  only  do  you  bring  us  an  enormous  amount  of  expertise 
in  this  area,  but  I  think  that  you  have  helped  the  Committee  this 
morning  by  forthrightly  and  candidly  discussing  with  us  some  of 
the  areas  in  which  we  do  have  to  make  some  very  tough  and  dif- 
ficult decisions. 

By  that,  I  mean  your  ready  admission  that  there  are  some  pro- 
grams that  need  to  be  revisited,  and  that  it  perhaps  is  good  under 
Republican  leadership  of  the  committee  for  us  to  take  a  different 
view  from  that  that  the  Democrats  have  had  for  a  number  of  years. 
And  I  also  appreciate  the  fact  that  you  discussed  with  us  cuts  that 
make  sense  and  cuts  that  do  not  make  sense. 

And  your  ready  admission,  along  with  ours,  that  cuts  are  going 
to  have  to  come,  and  we  might  as  well  try  to  approach  it  in  a  way 
that  we  still  perform  our  responsibility.  Because  I  am  impressed, 
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and  I  think  the  other  members  of  this  committee  will  be  moved,  by 
one  of  your  paragraphs  in  your  formal  statement,  where  you  state 
that  public  housing  is  a  $90  billion  investment  in  over  10,000  de- 
velopments managed  by  3,200  housing  authorities,  that  shelter  3.4 
million  persons  of  very,  very  low  income,  and  1.4  million  apart- 
ments. 

Over  30  percent  of  the  units  are  occupied  by  elderly  and  disabled 
persons,  a  successful,  but  largely  invisible  part  of  the  public  hous- 
ing program.  The  median  income  of  our  residents  is  about  $6,500, 
which  is  per  annum,  significantly  below  poverty  levels.  And  then 
the  million  households  on  the  waiting  lists  are  even  poorer.  And, 
of  course,  I  guess  we  are  also  talking  about  housing  stock  that  goes 
back — how  old  is  some  of  the  public  housing  stock? 

Mr.  Cavanaugh.  It  is  50,  50  years  plus.  I  mean  one  thing  that 
one  has  to  take  into  account  in  comparing  the  usefulness  of  public 
housing  versus  other  forms  of  subsidy  is  that  the  longevity  of  these 
buildings  is  extraordinary.  I  mean  given  some  should  come  down, 
they  were  built  for  wrong  reasons.  Some  of  the  reasons  are  ugly 
reasons  why  they  were  built  that  way. 

But  when  you  get  beyond  that — ^there  has  been  no  high-rise  pub- 
lic housing  built  since  the  late  1960s,  when  there  was  a  statutory 
amendment  that  barred  it  other  than  for  elderly,  so  that  on  some 
of  these  buildings  you  are  talking  about  antiquity.  But  there  was 
a  fair  amount  of  public  housing  built  just  before  World  War  II. 
Some  of  that  still  exists.  Much  of  it  has  been  modernized,  at  least 
the  low-rise  garden  kind  of  units. 

It  has  been  made  very  habitable,  and  it  will  go  on  for  another 
who  knows,  30,  40,  50  years.  There  is  no  reason  why  it  won't  go 
on  housing  people,  performing,  I  think,  a  very  useful  function. 
About  15  percent,  on  a  national  basis,  about  15  percent  of  the  units 
turn  over  annually.  I  mean  it  is  constantly  serving  new  families. 
There  are  people  moving  out  of  it.  Perhaps  the  rate  should  be  high- 
er, but  that  is  what  it  is  on  a  national  basis. 

Mr.  Stokes.  In  your  testimony  you  stated  that  the  administra- 
tion's reinvention  proposal  is  poorly  conceived  and  disastrous  for 
the  public  investment  in  housing.  Obviously,  the  administration 
sees  it  differently. 

The  administration  thinks  that  many  residents  living  in  public 
housing  will  continue  to  do  so.  You  say  that  many  elderly  residents 
especially  see  themselves  out  in  the  street.  Can  you  help  us  sort 
this  out? 

Why  do  you  think  HUD  is  wrong?  And  when  and  how  do  you  see 
this  train  wreck  happening? 

Mr.  Cavanaugh.  Well,  I  think  HUD  is  wrong,  first  of  all,  to  take 
the  easy  part  of  it.  They  are  wrong  with  the  elderly  and  they  are 
wrong  with  the  Indians,  for  openers.  The  HUD  predicate  is  that  if 
public  housing  tenants  had  a  certificate,  they  would  then  be  able 
to  choose  and  they  would  move  out  in  some  cases  and  go  to  better 
private  housing  that  would  take  them.  And,  therefore,  the  housing 
authorities  would  be  put  in  a  competitive  situation  and  would  have 
to,  quote,  improve. 

I  mean  I  don't  think  there  is  many  of  those  that  think  that  will 
be  the  case.  Public  housing  purposely  was  built  not  to  be  competi- 
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tive  with  private  housing.  It  was  built  to  be  what  it  is,  a  somewhat 
publicly  modest  shelter  program. 

The  second  thing  is,  is  that  there  is  no  guarantee  by  anybody. 
In  fact,  the  indication  is  all  the  opposite,  is  that  this  tenant  assist- 
ance at  the  end  of  the  line  is  what  we  now  know  as  a  Section  8 
certificate.  I  mean  HUD  is  not  saying  that.  HUD  is  not  assuring 
anybody  that  what  you  will  get  at  the  end  of  the  line  is  equivalent 
to  a  Section  8  certificate. 

HUD,  we  know,  is  reducing  the  fair  market  rents  it  wants  to 
support,  and  stopping  various  adjustments  in  the  program.  If  that 
thing,  if  the  housing  peso,  as  I  would  like  to  think  of  it,  is  not  any- 
thing more  than  some  kind  of  cash  assistance  that  doesn't  either 
enable  you  to  move  into  better  housing  or  enable  you  to,  in  fact, 
support  the  public  housing,  then  what  you  are  going  to  have  is  peo- 
ple are  neither  going  to  get  choice,  nor  are  the  housing  authorities 
going  to  be  able  to  maintain  their  units  if  it  is  a  good  certificate 
and  people  do  move,  someone  has  to  decide  how  what  you  do  with 
the  units  that  the  people  move  out  of. 

Those  units,  then,  must  be  able  to  go  to  a  market  rate  rent.  You 
have  got  to  get  the  money  one  way  or  another.  So  if  you  are  losing 
the  subsidy  for  the  unit,  you  have  got  to  then  find  somebody  who 
has  got  enough  money  to  pay  market  rate.  It  is  felt  that  no  matter 
how  much  we  improve  our  buildings,  that  at  least  many  of  them 
are  in  areas  where  they  are  not  going  to  be  very  marketable  to  peo- 
ple who  have  a  market,  a  choice,  at  least  they  are  not  going  to  be 
marketable  at  market  rate. 

So  the  HUD  plan  just  kind  of,  I  think,  just  kind  of  kisses  this 
all  good-bye  and  says  somebody  else  figure  it  out.  Here  is  the 
money,  mayor,  you  guys  figure  it  out,  and  we  are  not  going  to  guar- 
antee you  much  of  anything.  And  there  is  no  reason  for  that.  It  is 
too  risky,  I  believe.  And  none  of  us  really  see  this  certificate  pro- 
gram. Right,  Congress,  you  are  struggling  now  to  renew  them. 

The  administration  is  talking  about  reducing  their  term  from 
wherever  they  are  this  year,  four,  three-and-a-half  years,  to  two 
years,  and  there  is  a  danger  also  of  a  little  bit  of  a  trick  in  this. 
The  tenant  goes  out  of  the  building  and  then  they  find  themselves 
high  and  dry. 

VOUCHER  BASED  PROGRAMS 

Mr.  Stokes.  Just  one  more  question  from  me,  and  then  because 
I  think  it  is  important  for  other  members  of  this  committee,  par- 
ticularly our  new  members,  to  have  more  time  with  you,  because 
they  are  a  little  newer  to  this  situation  than  I  am,  having  consid- 
ered the  number  of  years  I  have  sat  here  and  have  undergone  in- 
formation relative  to  it. 

One  of  my  concerns  is  about  the  utilization  of  vouchers  under 
this  type  of  a  program,  when  these  are  people  who  rent  housing 
and  have  to  go  throughout  a  community  looking  for  housing  by 
which  they  can  utilize  a  voucher.  And  one  of  my  greatest  concerns 
is  whether  these  people  who  are  the  poorest  of  the  poor,  persons 
who  frequently  have  a  large  number  of  children,  oftentimes  are 
identified  as  being  different  in  the  society  by  virtue  of  their  color, 
and  I  mean  African- Americans  seeking  housing  in  certain  subur- 
ban areas  where  there  are  not  many  other  African-Americans  or 
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Hispanics  or  other  minorities.  Is  that  a  problem?  Is  that  a  concern? 
Is  this  a  legitimate  concern  for  me  to  have? 

Mr.  Cavanaugh.  Oh,  I  think  it  is  a  very  legitimate  concern,  is 
that  what  people  have  to  understand,  first  of  all,  is  that  currently, 
as  I  understand  it,  about  half  the  certificates  and  vouchers  go  to 
people  who  are  already  in  place.  I  mean  they  are  relieving  rent 
overburden,  they  are  not  something  where  people  move  off,  okay. 

Then  in  many  communities,  there  is  very  little,  if  any,  vacancy 
in  various  levels  of  two,  three,  and  four-bedroom  housing.  In  some 
major  metropolitan  areas,  the  level  of  vacancy  in  modest  cost  rental 
housing  is  very  low  so  that  you  have  got  a  market  question  to  begin 
with. 

Now,  in  some  areas  it  is  fine,  or  in  some  areas  it  goes  up  and 
down.  In  Houston,  a  few  years  ago,  the  certificate  would  have  got- 
ten you  a  lot  of  places,  but  this  year  it  probably  wouldn't  get  you 
very  far.  But  we  don't  have  to  do  anything  more  than  just  remem- 
ber our  own  life  experiences  among  us  all  here,  is  that  race  is  still 
a  tremendous  definer  of  what  people's  housing  opportunities  are. 

I  mean  people  in  public  housing  in  the  main  are  black,  although 
there  are  other  minorities  in  the  family  program,  and  they  face 
considerable  housing  discrimination  in  trying  to  take  a  certificate 
or  voucher  and  move  into  other  neighborhoods.  Increasingly,  the 
housing  authority  administrators  are  finding  that  the  people  who 
are  getting  the  certificate  and  vouchers  are  getting  in  congested 
neighborhoods  that  suggests  the  revival  or  sort  of  semi-slum  kind 
of  property,  low  marginal  property.  The  people  who  get  the  certifi- 
cates and  vouchers  are  not  getting  this  kind  of  glorious  housing  op- 
portunity that  is  often  ballyhooed  by  its  sponsors. 

And  in  terms  of  where  the  discrimination  is,  I  mean  we  saw  it 
here  last  year,  those  who  were  around  Washington,  people  from 
Baltimore  were  getting  certificates  and  moved  down  a  county  or 
two,  and  it  became  a  political  issue,  that,  quote,  "those  people  were 
now  moving  into  my  neighborhood".  The  housing  voucher  and  cer- 
tificate is  not  a  housing  pill.  You  do  not  take  it  going  to  bed  at 
night  and  wake  up  in  the  morning  and  find  yourself  sheltered.  I 
mean  it  just  doesn't  work  that  way.  And  that  is  what  a  lot  of  these 
studies  like  Dr.  Weicher's  and  so  forth  fail  to  take  into  account,  of 
what  really  happens  in  life,  which  is  that  there  is  a  large  amount 
of  discrimination  against  people,  color,  source  of  income,  on  wel- 
fare, children. 

Now,  the  people  in  public  housing  don't  have  any  bigger  families 
than  anybody  else.  There  is  only  about  two,  two-and-a-half  chil- 
dren, but  they  do  have  children.  And  those  things  all  make  it  tough 
and  they  make  it  almost  impossible  in  major  markets  like  Boston, 
San  Francisco,  Los  Angeles. 

I  don't  want  to  prolong  this,  but  I  was  at  a  meeting  on  Friday 
where  there  were  a  number  of  resident  representatives  as  well  as 
others,  and  almost  all  of  the  resident  leaders  got  up  and  said,  one, 
we  don't  want  to  be  told  to  walk,  this  is  my — public  housing  is  my 
community,  whatever  anybody  else  thinks  of  it.  And  secondly,  I 
can't  walk.  These  were  all  women  in  their  mid  30s,  very  articulate 
women,  £ind  said  I  can't  take  this  thing  anyplace. 

Mr.  Stokes.  Thank  you  very  much,  Mr.  Cavanaugh.  Thank  you, 
Mr.  Chairman. 
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[The  information  follows:] 

[The  Wall  Street  Journal,  February  7,  1995] 

Angry  Lenders — Federal  Drive  to  Curb  Mortgage-Loan  Bias  Stirs  Strong 
Backlash 

Banks  Say  Some  Regulators  Meddle  in  Their  Business;  A  Few  Agencies 
Agree 

The  Hot  Case  of  Chevy  Chase 

(By  Albert  R.  Karr) 

WASHINGTON — The  Clinton  administration's  campaign  to  curb  racial  bias  in 
mortgage  lending  is  stirring  up  a  strong  backlash  that,  critics  warn,  may  make  it 
harder  for  low-income  borrowers  to  buy  houses. 

Bankers  previously  had  only  mild  criticism  of  these  federal  reinforcement  moves 
partly  because  they  often  agreed  with  the  social  goals.  But  new  and  more  intrusive 
fair-lending  efforts,  most  notably  by  the  Justice  and  Housing  and  Urban  Developing 
departments,  are  provoking  harsher  reactions  from  lenders,  who  are  being  told  to 
try  even  harder  in  black  and  other  minority  neighborhoods. 

'The  mortgage  industry  is  fed  up  with  what  we  perceive  as  an  overreaching  gov- 
ernment regulatory  effort.  It  drives  executives  in  the  financial  world  up  the  wall," 
says  Warren  Lasko,  executive  vice  president  of  the  Mortgage  Bankers  Association 
of  America,  a  trade  group  in  Washington. 

PRICE  OF  uncertainty 

The  backlash  could  halt  recent,  if  slow,  progress  toward  fairer  lending  that  has 
begun  producing  more  mortgages  for  low-income  borrowers.  Bankers  say  uncer- 
tainty caused  by  the  government's  onslaught  is  counterproductive.  They  say  it  will 
cause  them  to  make  fewer  lending  and  advertising  decisions  and  to  train  fewer  loan 
officers,  for  fear  of  being  punished  whatever  they  do. 

"Fair  lending  has  become  a  guessing  game,"  says  Kenneth  Guenther,  executive 
vice  president  of  the  Independent  Bankers  Association  of  America.  "Banks  have  no 
choice;  they  must  play.  But  they  don't  know  what  the  rules  are.  The  government 
keeps  changing  the  rules." 

Their  protests  are  winning  formidable  allies.  Banks  are  getting  support  from  some 
other  government  regulators,  who  also  worry  that  the  new  Justice-HUD  aggressive- 
ness is  too  intrusive.  More  help  may  be  on  the  way;  leaders  of  the  new  Republican 
Congress  want  more  restraints  on  most  federal  regulators  of  business. 

WILL  administration  ZEAL  WANE? 

And  the  administration's  own  zeal  could  wane.  Some  mortgage  experts  believe  its 
efforts  to  recapture  the  political  center  could  prompt  it  to  call  off  tough  antidiscrimi- 
nation moves.  George  Galster,  housing  research  director  at  the  Urban  Institute, 
fears  "whole  kinds  of  initiatives  may  be  pulled  back.  It's  an  area  of  great  concern. 
I  think  it's  a  very  dangerous  time  for  the  lair-lending  Movement." 

Yet  fair-lending  advocates  see  ample  evidence  that  mortgage  discrimination  per- 
sists, even  though  experts  differ  about  its  prevalence.  Many  say  Justice  is  right,  for 
example,  to  push  lenders  to  market  more  aggressively  in  black  communities.  They 
say  the  usual  statistics  don't  tell  the  whole  story;  some  lenders  do  well  on  paper, 
rejecting  few  applications  from  minorities  because  the  lenders  don't  seek  them  in 
the  first  place. 

Some  of  this  turns  up  in  an  analysis  of  the  latest  mortgage  information  available. 
CompUed  by  The  Wall  Street  Journal  from  Federal  Reserve  Board  data,  it  shows 
only  slight  improvement  in  1993  from  1992.  Lenders  rejected  31%  of  loan  applica- 
tions from  blacks  down  from  34%.  But  they  still  turned  away  blacks  at  more  than 
twice  the  rate  of  whites,  wdth  a  black -to-white  rejection  ratio  of  2.01,  a  small  decline 
from  2.06  in  1992.  Many  lenders  took  in  relatively  few  applications  in  mainly  black 
areas.  (See  page  AlO.) 

moves  to  counterattack 

The  backlash  includes  more  than  complaints.  Lenders  are  creating  or  planning 
special  funds  to  finance  drafting  of  legal  strategies  and  to  defend  firms  targeted  by 
government  lawsuits.  They  are  searching  for  a  bank  or  thrift  willing  to  become  a 
test  case  of  the  Justice  Department's  legal  theories.  Some  lenders  and  the  American 
Bankers  Association  have  hired  Robert  Bennett,  the  Washington  lawyer  who  is  Mr. 
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Clinton's  counsel  in  the  Paula  Jones  sexual-harassment  lawsuit,  to  head  their  coun- 
terattack. And  they  are  lobbying  for  help  from  regulators  and  legislators. 

"The  industry  is  definitely  circUng  the  wagons,"  says  Karen  Shaw,  a  consultant. 

Bankers  want  enforcers  to  agree  that  most  differences  in  lending  aren't  due  to  dis- 
crimination but  to  economics.  They  also  want  Justice  lawyers  to  be  more  precise 
about  which  lending  practices  are  legal  and  which  aren't.  They  hope  to  force  regu- 
lators to  stop  telling  them  how  to  run  their  business,  such  as  requiring  new 
branches  in  minority  areas. 

They  seem  sure  to  get  sympathy  from  a  GOP-run  Congress.  Rep.  Marge  Roukema, 
a  New  Jersey  Republican  who  heads  a  new  financial-institutions  and  consumer- 
credit  subcommittee,  says  she  will  "move  far  more  slowl}^"  than  did  Rep.  Joseph 
Kennedy,  a  Massachusetts  Democrat  and  the  former  credit  subcommittee  chief 
There  won't  be  any  more  Kennedy-style  hearings,  which  berated  regulators  and 
lenders  over  lending  policies. 

"We  won't  be  doing  that — certainly  not,"  she  says.  "I  don't  think  there  has  been 
a  compelling  case  made  that  there  is  overt  discrimination. 

The  case  that  most  upsets  lenders  is  a  recent  Justice  Department  action  against 
Chevy  Chase  Federal  Savings  Bank.  Justice  alleges  that  the  thrift,  the  largest  in 
the  Washington  area,  ignored  mostly  black  areas  of  the  capital  and  adjacent  Prince 
Georges  County,  Md.,  when  seeking  business,  among  other  alleged  transgressions, 
they  said  its  failure  to  locate  branches  in  those  areas  was  "redUning" — deliberately 
avoiding  minority  neighborhoods. 

Under  pressure.  Chevy  Chase  signed  an  $11  milUon  settlement,  which  included 
an  agreement  to  open  more  branches  or  loan  offices  in  minority  neighborhoods  and 
to  offer  below-market  interest  rates  to  black  applicants.  This  branch-office  record 
was  crucial  to  the  case.  Justice  officials,  say,  because  those  locations  help  determine 
where  Chevy  Chase  lends  money.  But  after  ballyhooing  the  branch  issue  when  the 
settlement  was  announced,  they  recently  have  played  it  down,  terming  it  only  one 
element  of  the  marketing  case. 

Chevy  Chase  notes,  in  its  defense,  that  Justice  didn't  cite  any  specific  examples 
of  discrimination,  and  the  thrift  says  its  lending  isn't  biased.  It  adds  that  it  doesn't 
market  through  branches,  that  all  marketing — advertising  and  contacts  with  real- 
estate  agents  and  the  community — is  done  through  its  mortgage  company.  It  says 
anyone  coming  into  a  branch  and  inquiring  about  a  mortgage  is  referred  to  that 
unit,  and  it  denies  that  branches  play  a  big  role  in  its  mortgage-loan  marketing. 

NEW  LEGAL  APPROACH 

Lenders  and  many  other  critics  say  that,  in  this  case.  Justice  went  far  beyond  nor- 
mal government  scrutiny  of  whether  a  given  bank  rejects  minority  applications  too 
freely.  Though  this  was  the  fifth  mortgage-bias  case  resolved  in  recent  years,  it  was 
the  nrst  to  hinge  entirely  on  an  uneven-marketing  argument. 

This  makes  Chevy  Chase  the  leading  topic  of  conversation  among  bankers.  "This 
goes  beyond  any  prior  remedies  that  I'm  aware  of.  The  case  has  sent  reverberations 
around  the  country,"  says  Weller  Meyer,  chief  executive  of  Acacia  Federal  Savings 
Bank,  of  Annandale,  Va. 

Bankers  complain  that  the  settlement  allows  Justice  to  tell  them  where  to  do 
business.  Nora  Brownell,  a  senior  vice  president  of  Meridian  Bank,  of  Reading,  Pa., 
says  she  doesn't  hke  "having  yovu"  business  run  by  someone  who  is  not  responsible 
for  the  bottom  line."  She  adds: 

"The  tragedy  of  the  government's  approach  is  that  it  will  never  get  to  what  is  the 
underlying  problem."  She  blames  disparate  lending  statistics  primarily  on  "the  enor- 
mous inequity  of  the  economic  profile  between  minorities  and  whites."  Relying  on 
lending  figures  assumes  that  minorities  and  whites  have  equal  employment,  job  op- 
portunities, assets  and  education,  she  says,  and  they  don't.  While  seeking  to  end 
whatever  mortgage  discrimination  exists,  lenders  can  do  little  to  solve  problems  due 
to  lagging  economies  and  high  crime  in  urban  areas,  other  bankers  say. 

LENDING  PROBLEMS 

Many  bankers  also  say  that  because  most  housing  in  low-income  areas  is  rental, 
lenders'  abiUty  to  market  mortgage  loans  there  is  limited.  In  addition,  the  regu- 
lators' campaign  to  push  banks  to  open  branches  in  such  areas  comes  just  when 
many  banks  are  moving  toward  less  reliance  on  branches.  They  are  doing  more  busi- 
ness in  other  ways,  such  as  by  telephone,  computer  or  automatic  teller  machines. 
Branch  building  is  continuing,  in  low-income  areas  and  elsewhere,  but  the  growth 
in  the  total  has  slowed. 

However,  community  groups  say  that  although  discrimination  in  mortgage  lend- 
ing is  seldom  overt,  lenders  too  often  shun  minority  neighborhoods  within  their  mar- 
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keting  territories.  They  add  that  lending  officers  are  frequently  more  willing  to  give 
mortgages  to  marginal  white  applicants  than  to  similar  minority  ones. 

A  1992  study  by  the  Boston  Federal  Reserve  Bank  supports  this  view.  It  took  ac- 
count of  income,  credit  history,  debt  obligations  and  property  characteristics,  and  it 
still  found  sizable  disparities  in  lending  decisions.  The  Boston  Fed  said  many  loan 
officers  go  the  extra  mile  for  white  borrowers  with  credit  or  other  problems  and  seek 
ways  to  overcome  them,  but  they  were  less  willing  to  work  with  black  applicants 
with  similar  liabilities. 

The  critics  also  say  many  banks  still  discriminate  by  redUning.  They  note  that 
while  some  lenders  report  low  market  shares  in  mostly  black  neighborhoods,  banks 
that  try  harder  often  have  high  relative  shares  in  those  same  areas. 

HIGH  EARNERS  ALSO  AFFECTED 

Disparities  between  loan  approvals  for  blacks  and  for  whites  aren't  confined  to 
low-income  applicants.  The  Fed  data  for  1993  show  a  black-to-white  rejection  ratio 
of  1.55  for  applicants  with  annual  incomes  of  less  than  $25,000,  but  disparities  to 
2.24  to  2.40  tor  those  earning  up  to  $100,000. 

"Lack  of  effective  enforcement"  of  the  antibias  laws  had  "become  a  national 
shame,"  says  Allen  Fishbein,  general  counsel  of  the  Coalition  for  Change  in  Wash- 
ington. The  current  regulatory  campaign  will  help,  he  says,  because  now  "you've  got 
a  lot  of  institutions  taking  a  closer  look  at  their  low  loan  patterns." 

William  McDonough,  president  of  the  Federal  Reserve  Bank  of  New  York,  agrees. 
In  a  speech  last  week  to  the  New  York  State  Bankers  Association,  he  criticized  lend- 
ing bias  caused  by  what  he  termed  "habit  and  culture"  or  "deliberate  acts."  The  Fed 
official  said  he  is  discouraged  by  continuing  reports  about  "well-documented  cases 
in  which  loan  applications  by  racial  minorities  have  received  rude  and  unfavorable 
treatment  by  bankers,"  and  he  urged  banks  to  lend  more  in  low-income  neighbor- 
hoods. 

Indeed,  some  banks  are  clearly  doing  just  that.  In  California,  top  executives  of 
BankAmerica  Corp.,  First  Interstate  Bank,  American  Savings  Bank  and  Home  Sav- 
ings of  America  all  say  there's  good  business  to  be  done  in  neglected  low-income 
areas.  But  they  say  it  requires  special  expertise  and  special  steps,  such  as  trimming 
down-payments  requirements  and  focusing  on  credit  histories  only  for  mortgages 
and  rentals.  Borrowers  lacking  perfect  credit  records  usually  try  hard  to  keep  up 
mortgage  payments. 

Richard  Rosenberg,  BankAmerica's  chairman,  said  in  a  recent  speech  that  "con- 
ventional wisdom  has  .  .  .  suggested  that  investing  in  the  inner  city  ...  is  neither 
a  safe  bet  nor  a  sound  idea."  But  by  using  "modified  underwriting  criteria"  for  low- 
income  persons,  among  other  tactics,  the  bank  produced  more  than  $5  billion  in 
loans  in  such  neighborhoods  in  1993. 

The  Justice  Department,  meanwhile,  is  tackling  several  kinds  of  alleged  bias. 
Paul  Hancock,  chief  of  housing  and  civil  enforcement  for  its  civil-rights  division, 
says  "we  are  continuing  to  investigate  a  number  of  institutions  around  the  country" 
in  an  effort  "to  have  a  national  impact." 

A  SHIFT  IN  EMPHASIS 

Nevertheless,  the  bankers'  backlash  may  be  causing  the  department  to  ease  up 
a  bit,  though  the  basic  campaign  hasn't  changed  and  lenders  aren't  mollified.  Four 
months  ago,  DeVal  Patrick,  assistant  attorney  general  for  civil  rights,  told  a  House 
subcommittee  that  fair  lending  is  one  of  his  department's  "highest  priorities,"  with 
marketing  and  loan  approvals  the  chief  issues.  Now,  he  says,  marketing  won't  be 
the  core  of  future  cases. 

But  although  "he  tries  to  put  people's  minds  at  ease,  I  don't  think  he's  accomplish- 
ing that,"  says  William  Sweet,  an  associate  of  Mr.  Bennett  in  the  Washington  office 
of  the  Skadden,  Arps,  Slate,  Meagher  &  Flom  law  firm. 

Meantime,  the  normally  passive  HUD  has  turned  aggressive.  It  is  trying  to  get 
lender  groups  to  adopt  stronger  fair-lending  programs  but  is  meeting  reluctance. 
The  Mortgage  Bankers  did  sign  an  agreement;  others  have  balked.  HUD  has  re- 
cently filed  three  major  fair-lending  complaints  alleging  racial  and  ethnic-origin  dis- 
crimination but  won't  name  the  lender  targets  of  these  administrative  actions. 

Some  HUD  complaints  are  unfairly  pushed  by  an  "overly  ambitious"  agency,  says 
the  Mortgage  Bankers'  Mr.  Lasko,  who  contends,  "they're  looking  for  problems 
where  perhaps  none  exist." 

Though  four  other  federal  regulatory  agencies  think  Justice  and  HUD  may  be 
going  too  far,  lenders  still  consider  even  these  four  also  too  aggressive.  Banks  and 
thrifts  have  successfully  resisted  some  of  their  demands  for  tougher  rules  under  the 
Community  Reinvestment  Act,  which  requires  lending  and  investing  "adequately"  in 


1052 

low-income  areas.  In  the  last  rollback,  in  December,  the  Justice  Department's  own 
legal  counsel  ruled  illegal  a  CRA  plan  for  stiffer  penalties  on  offenders. 

WAR  CHEST  UP 

So,  lenders  are  counterattacking.  America's  Community  Bankers,  the  thrift  trade 
group,  has  established  a  $100,000  war  chest  for  purposes  such  as  filing  amicus 
briefs  in  court  cases,  drafting  legal  defenses  against  the  federal  fair-lending  drive 
and  financing  public-relations  and  advertising  campaigns.  SCBA  Chairman  David 
Carson,  who  calls  the  war  chest  an  "emerging  issues  fund,"  says  more  money  might 
be  needed  later.  Mr.  Carson,  who  is  also  president  of  Peoples  Bank  of  Bridgeport, 
Conn.,  was  quoted  in  American  Banker  as  saying,  "To  have  this  10-ton  gorilla  called 
Justice  sitting  there  and  saying,  'We  own  the  jungle' — I  guess  we  need  an  elephant 
gun  to  get  the  gorilla." 

Mr.  Bennett,  meanwhile,  has  represented  several  Justice  Department  mortgage- 
discrimination  targets,  including  Bamett  Banks,  of  Jacksonville,  Fla.  He  heads  a 
three-man  team  that  leads  Skadden  Arps's  efforts.  One  early  product  is  a  three- 
inch-thick  collection  of  legal  materials  about  fair-lending  issues.  Mr.  Bennett  is  also 
writing  a  manual  to  help  the  ABA's  8,000  members  "defend  against  expansionist 
readings  of  the  law,"  plus  an  analysis  of  why  Skadden  Arps  thinks  the  government 
is  going  too  far,  such  as  by  using  questionable  statistical  theories.  The  ABA  may 
create  a  legal-defense  fund,  especially  for  small  banks. 

Despite  the  cost  and  public-image  implications  of  this  legal  battle,  lenders  vow  to 
keep  fighting  if  the  government  assault  continues.  Bankers  "want  someone  to  fight 
one  of  these  cases,  to  test  government  theories  in  court"  and  to  settle  issues  left  un- 
resolved by  consent  agreements  such  as  that  involving  Chevy  Chase,  a  banking  at- 
torney says.  Bamett  Banks  is  a  leading  candidate  for  this  role. 

The  new  Congress  also  may  become  a  new  front  in  this  counterattack.  "We'll  cer- 
tainly raise  the  issue"  with  the  GOP,  says  James  McClaughlin,  the  ABA's  regu- 
latory-affairs director. 

Republicans  seem  receptive.  Rep.  Jim  Leach  of  Iowa,  the  new  House  Banking 
Committee  chairman,  says  his  panel  will  "reflect  a  different  tone"  about  fair  lending. 
"I'm  more  of  an  incentivist  than  a  protagonist,"  he  says,  adding  that  the  inner  city 
cannot  be  ignored,  "but  that  doesn't  mean  the  private  sector  has  to  be  coerced."  He 
wants  to  make  CRA  more  flexible  and  less  costly  for  bankers. 

The  election  is  already  having  an  effect.  After  the  GOP  victory.  Rep.  Kennedy  can- 
celed planned  hearings  on  Federal  Reserve  disagreements  with  Justice  over  how  to 
proceed  in  the  Bamett  Banks  case.  A  Kennedy  aid  cites  scheduling  problems  but 
concedes.  "The  election  results  cast  a  different  glow  on  the  whole  thing. ' 

NEW  CRA  HEARINGS  PLANNED 

And  on  Jan.  18,  Mrs.  Roukema,  the  new  subcommittee  chief,  and  its  vice  chair- 
man. Rep.  Bill  McCoUum,  a  Florida  Republican,  asked  bank  regulators  to  put  their 
CRA  rule-making  plans  on  hold.  Mrs.  Roukema  said  she  plans  hearings  on  the  "dra- 
matic and  complex"  changes  the  CRA  proposal  would  entail.  The  regulators  re- 
sponded by  sajdng  that  they  will  work  with  the  subcommittee  on  CRA  matters  as 
they  continue  to  develop  the  new  rules  but  that  they  are  under  a  legal  mandate  to 
issue  those  rules  expeditiously. 

Meanwhile,  financial  regulatory  agencies  wonder  whether  Justice  has  gone  too 
far.  One  official — Jonathan  Flechter,  acting  head  of  the  Office  of  Thrift  Super- 
vision— has  criticized  Justice  openly.  "It's  not  illegal  not  to  open  branches  in  your 
community,"  he  says  bluntly.  He  calls  Justice  theories  in  the  Chevy  Chase  case 
"untested  in  the  courts." 

Another  official  says  one  of  the  regulators'  few  clear  guidelines  is  not  to  force 
lenders  to  do  unprofitable  things,  such  as  opening  uneconomic  branches.  But  with 
the  Chevy  Chase  settlement,  he  says,  "Suddenly,  the  one  bright  Une  we  have  had 
in  this  whole  murky  area  disappeared." 

So,  regulators  are  trjring  to  give  lenders  more  certainty.  The  Fed  and  the  Comp- 
troller of  the  Currency  both  defied  Justice's  Bamett  Banks  investigation  by  approv- 
ing the  bank's  applications  to  acquire  thrift  and  mortgage  companies.  Those  approv- 
als robbed  the  department  of  leverage  in  its  enforcement  drive;  in  the  past,  the 
threat  of  rejecting  acquisition  bids  while  fair-lending  enforcement  actions  are  pend- 
ing has  helped  push  lenders  to  settle. 

THE  ANALYSIS 

The  accompanying  tables  are  based  on  The  Wall  Street  Journal's  analysis  of  3.86 
million  mortgage-loan  applications  received  by  U.S.  lenders  in  1993  and  on  1990 
census  data. 
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The  analysis  focused  on  applications  for  mortgages  to  buy  one-family  to  four-fam- 
ily residences;  applications  that  did  not  specify  the  loan  amount  and  the  applicant's 
race,  sex  and  income  were  eliminated. 

To  assess  lenders'  marketing  in  predominately  black  neighborhoods,  the  Journal 
counted  the  number  of  applications  each  lender  received  on  property  in  all  census 
tracts  in  the  U.S.  It  also  calculated  the  number  of  applications  a  lender  received  on 
property  in  census  tracts  where  blacks  make  up  at  least  75%  of  the  population. 

The  Journal  computed  the  percentage  share  of  applications  a  lender  garnered  in 
all  states  in  which  it  operated,  and  then  calculated  the  share  of  applications  it  re- 
ceived from  the  predominately  black  census  tracts  in  those  states. 

For  each  lender,  a  share  ratio  was  derived  by  dividing  the  share  of  black-area  ap- 
plications by  the  overall  share  of  applications. 


[Twenty-five  I 


LARGEST  LENDERS 

Brs  with  the  largest  number  of  applications] 


Black-to-white  rejection          1993  Share  1993  share 

I  ^^                                    Total  appii-                     ratio'                       of  total  in  black  1993  black 

cations        market  (per-  areas  (per-  share  ratio 

1993               1992               cent)  cent) 

Green  Tree  Fin'!  Corp 255,770             1.39             1.35             2,48  1.26  0.51 

Northwest  Mtge  Inc                                       117,197              2.79               —             3.26  1.58  0.49 

BofA  Federal  Savings  Bank                            104,238             1.24             0.72             0.90  0.52  0.58 

Countrywide  Funding  Corp                               70,304             1.99             2.38             1.99  0.74  0.37 

Prudential  Home  Mtge                                    57,792             1.76             2.53             1.84  0.49  0.27 

PNC  Mtge.  Corp  of  Amer                                57.518             2.70               —             1.84  0.91  0.49 

CTXMtge.  Co.  .                                            43,118             3.49             3.63             1.72  0.48  0.28 

Bank  United  of  Texas                                     41,269             1.75             2.37             1.23  1.85  1.50 

Nortti  Amer.  Mtge  Co                                       38,489              1.64              1.95              1.35  0.85  0.63 

NationsBanc  Mtge  Corp                                 37,066             3.38             3.62             1.67  3.82  2.28 

Home  Savings  of  Amer                                   35,251              1.81             2.04             1.80  1.28  0.71 

Margaretten  &  Co                                         35,052             2.78             3.35             1.33  2.31  1.74 

Directors  Mtge.  Loan  Corp                               33,513             2.00             2.14             1.83  0.24  0.13 

Amer.  Residential  Mtge                                   33,502             1.40             1.01             1.07  0.73  0.68 

Banc  One  Mtge,  Corp                                     28,639             3  27             2.32             1.17  1.40  1.19 

Vanderbilt  Homes                                          28,574             1.26             2  57             0.38  0.61  1.62 

Oakwood  Acceplance  Corp                               28,490             1.33             1.32             0.53  0.86  1.61 

GMAC  Mtge.  Corp                                            26,406              2.84             3.47              0.83  0.42  0.50 

Fleet  Mtge.  Corp                                           24,124             2.39             2.38             0.66  0.90  1.36 

Chemical  Bank                                             23,750             1.53             1.36             5.49  9.15  1.67 

Great  Western  Bank                                       22.738             1.66             1.69             1.96  1.54  0.78 

Bank  of  America                                           22.301              1.82             1.61             1.09  0.76  .070 

World  S&L  Assoc 22,027             1.99             2.18             0.89  0.25  0.28 

Inland  Mtge.  Corp 19.359             2.17             1.00             0.93  0.37  0.40 

Temple-Inland  Mtge  Co 18,750             1.92             1.96             0  65  0  39  0.60 

'  The  black-to-white  rejection  ratio  is  obtained  by  dividing  the  percentage  of  black  applications  rejected  by  the  percentage  of  white  applica- 
tions rejected. 

From  the  100  largest  lenders  in  terms  of  the  number  of  applications  with  valid 
census  tract  information.  Ranked  by  their  lack  of  market  penetration  in  predomi- 
nately black  areas  as  measured  by  the  black  share  ratio.  The  share  ratio  is  the  com- 
pan/s  share  of  applications  from  predominately  black  areas  divided  by  its  share  of 
all  applications  in  states  where  it  operates.  Based  on  nationwide  data  for  1993. 

INSTITUTIONS  WITH  MOST-UNBALANCED  LENDING  PAHERNS 


Share  of  Share  in 

Apphca-        total  mar-  black             Black 

tions            ket  [per-  areas  (per-      share  ratio 

cent]  cent] 


Kaufman  &  Broad  M 
gage  Co.  (Calif.). 


1.35  0.00  0.00    About  95%  of  Its  lending  supports  sales  of 

new  homes  constructed  by  Kaufman  & 
Broad  Home  Corp.'s  home-building  division, 
most  of  them  in  outlying  areas  of  Western 
cities.  The  company  seeks  first-time  buyers 
and  lends  to  any  qualified  buyer. 
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INSTITUTIONS  WITH  MOST-UNBALANCED  LENDING  PAHERNS— Continued 


Share  of 

Share  in 

pplica- 

total  mar- 

black 

Black 

tlons 

ket  (per- 

areas  [per- 

share ratio 

centl 

cent] 

Metropolitan  Federal  9,138  1.58  0.11  0.07 

Bank  (Minn.). 

United  Mortgage  Corp.  5,966  0.60  0.06  0.10 

(Minn.). 


Directors  Mortgage  Loan         30,178  1.83  0.24 

Corp.  (Caiit.). 


Investors  Savings  Bank  5.567  2.01  0  29 

(Minn.). 


Crossland  Mortgage  5.794  0.30  0.04  0.14 

Corp.  (Utah). 


Medallion  Mortgage  Co.  13,402  0.93  0.16  0.17 

(Calif). 
Accubanc  Mortgage  9,121  0.48  0.09  0.18 

Corp.  (Texas). 


Republic  Bank  (Mich.)  ..  6,830  0.46  0.( 


Principal  Mutual  Life  16.757  0.61  0.11  0.19 

Co.  (Iowa). 


Operates  mainly  in  the  rural  Midwest  with 
blacks  living  in  its  lending  territory.  Actively 
leads  to  low-income  people. 

Questions  the  1993  data,  says  its  market 
share  for  1992  loans  to  minorities  was 
slightly  above  its  share  for  all  borrowers  in 
Minneapolis-St.  Paul  area.  BankAmerica 
Corp.  United's  new  owner,  puts  special  em- 
phasis on  lending  to  low-income  areas. 

Both  total  applications  and  those  from  black 
areas  increased  from  1992,  as  It  identified 
markets  to  concentrate  on  its  marketing, 
first-time  buyer  and  buyer-assistance  pro- 
grams are  expending,  and  minority  loans 
applications  are  expected  to  increase. 

Numbers  are  "mixed  up":  "We  just  have  a 
couple  of  mortgage  operations  in  the  Chi- 
cago suburbs  and  suburban  Miliwaukee,  so 
we  get  all  the  Chicago  statistics  (and  Mil- 
waukee) thrown  into  the  statistics,"  says 
Jim  Burkholder,  president. 

Results  occurred  before  acquisition  by  First  Se- 
curity Bank  of  Utah,  a  First  Security  Corp. 
unit.  First  Security  has  a  fair-lending  pro- 
gram and  an  "outstanding"  Community  Re- 
investment Act  (CRA)  rating. 

Walter  Muir,  president,  didn't  respond  to  re- 
peated requests  for  comment. 

Recognizes  it  had  "lack  of  marketing  in  black 
areas"  and  will  correct  it.  Goal  is  to  raise 
its  black  market  share  to  level  of  overall 
share  in  three  years.  "Unhappy"  that  it  is 
seen  as  not  making  "significant"  loans  in 
black  areas. 

The  inclusion  of  each  census  tract  in  which 
the  bank  funds  a  home  mortgage  means  an 
unfairly  low  market  share  for  black  loans. 
Has  "outstanding"  CRA  ratings  from  its 
federal  regulator,  which  says  the  bank  com- 
plies with  fair-lending  laws  for  all  loan 
types. 

Spent  more  time  on  refinancing  in  1993,  a  big 
mortgage-refinancing  year,  and  less  on  en- 
couraging minority  loans.  Forgives  up  to 
$1,250  of  a  down  payment  for  low  to  mod- 
erate-income borrowers. 


The  tables  were  complied  by  Edward  P.  Foldessy,  Wall  Street  Journal  news  system  editor,  from  computer  tapes  obtained  from  the  Federal 
Reserve. 


Mr.  Lewis.  Mr.  Neumann. 


OPERATING  SUBSIDIES 


Mr.  Neumann.  Who  owns  these  public  housing  units?  If  I  were 
to  go  and  do  a  title  search  on  them,  who  is  the  owner  of  them? 
Mr.  Cavanaugh.  The  public  housing  authority. 
Mr.  Neumann.  In  the  local  community? 
Mr.  Cavanaugh.  In  the  local  community. 
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Mr.  Neumann.  So  these  are  not  actually  public  housing  units, 
units  owned  by  the  Federal  Government.  They  are,  in  fact,  owned 
by  local  government? 

Mr.  Cavanaugh.  Yes,  sir.  The  history  is  the  Federal  Government 
tried  them  and  it  was  found  unconstitutional  in  the  mid  1930s,  so 
as  a  result  you  had  the  creation  of  public  housing  authorities. 

Mr.  Neumann.  Do  you  work  in  the  area  of  overseeing  the  loans, 
FHA  loans  and  so  on,  is  that  an  area  you  oversee  as  well? 

Mr.  Cavanaugh.  No. 

Mr.  Neumann.  So  it  is  an  entirely  different  ear?  Those  programs 
are  subsidized  elsewhere? 

Mr.  Cavanaugh.  They  are  subsidized  by  HUD,  but  we  are  not 
involved  with  them. 

Mr.  Neumann.  Could  you  give  me  the  total  cost,  lock  stock  and 
barrel,  administration,  the  whole  shooting  match,  of  the  operation 
that  you  do  oversee,  the  subsidy  to  these  1.4  million  units? 

Mr.  Cavanaugh.  Well,  the  operating  subsidy  that  comes  from  the 
Federal  Government  is,  in  the  current  fiscal  year,  is  about  $2.9  bil- 
lion to  cover  the  1.4  million  units.  And  that  subsidy  is  about  120 
million  less  than  the  government  formula  calls  for.  And  we  would 
say  a  great  deal  more  or  less  than  what,  in  fact,  are  the  costs  of 
operating  the  housing. 

Mr.  Neumann.  Are  there  other  areas  involved  that  you  are 
spending  money  besides  that  2.9  billion  dollars? 

Mr.  Cavanaugh.  The  modernization  of  public  housing,  the  cur- 
rent appropriation  is  at  $3.7  billion,  the  highest  it  has  been. 

Mr.  Neumann.  Any  other  areas  where  money  is  being  spent? 

Mr.  Cavanaugh.  There  is  about,  I  think,  $290  million  for  the 
Public  Housing  Drug  Elimination  Program,  that  is  a  competitive 
grant  nationally  among  housing  authorities.  There  is  another  $598 
million  for  replacement  units  or  the  major  reconstruction  of  obso- 
lete projects.  And  then  there  is  a  $500  million  appropriation  for 
what  is  known  as  HOPE  VI.  That  is  the  revitalization  of  severely 
distressed  public  housing. 

Of  the  $500  million,  20  percent  can  be  used  for  job  training,  re- 
medial education,  other  community  and  supportive  services.  And 
that  is  unique  in  public  housing,  to  be  able  to  use  any  of  the  appro- 
priation for,  if  you  will,  people-related  or  opportunity-related  things 
for  the  tenants. 

Mr.  Neumann.  Is  that  it?  Is  there  anything  else? 

Mr.  Cavanaugh.  Well,  I  think  there  is  $30  million  in  there  for 
service  coordinators,  for  housing  authorities  who  in  their  elderly 
buildings  also  house  nonelderly  people  with  disabilities.  That  is  a 
very  controversial  problem  in  public  housing. 

Mr.  Neumann.  Some  of  these  numbers,  the  sum  of  those  num- 
bers, is  in  the  range  of  8.2  or  8.3  billion? 

Mr.  Cavanaugh.  Somewhere  in  there. 

Mr.  Neumann.  So  we  could  literally  provide  the  folks  that  are 
currently  being  helped  under  this  program  with  a  voucher  in  the 
amount  of  approximately,  I  haven't  done  all  the  math  and  all  the 
numbers  you  just  gave  me,  but  about  $450  to  $500  per  month,  per 
unit?  At  the  current  cost. 

Mr.  Cavanaugh.  I  am  glad  you  raised  that,  but  you  might  want 
to  look  at  Mr.  Weicher's  testimony.  He  was  here  in  the  first  day 
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of  hearings,  and  that  is  what  he  would  suggest.  But  he  predicates 
that — first  of  all,  he  assumed  that  that  would  get  you  adequate 
shelter  everywhere,  and  you  will  find  on  the  chart  that  is  attached 
to  the  testimony 

Mr.  Neumann.  Yes,  I  was  looking  at  that. 

Mr.  Cavanaugh.  Yes,  examples  where  I  think  it  has  in  some 
communities  and  some  bedroom  sizes  that  would  not  get  you  any- 
thing. But  it  also  assumes  that  the  $6,500  that  is  there  is  a  median 
income  that  John  Weicher  cites,  which  means  that  half  the  people 
are  less  than  that.  I  mean  not  everybody  is  at  6,500. 

Mr.  Neumann.  Well,  and  I  concur  with  that.  I  understand  that. 
But  you  know,  let's  work  with  averages  here.  Maybe  help  the  folks 
that  are  lower  than  that  more,  maybe  help  the  folks  that  are  above 
that  a  little  bit  less  so  it  evens  out,  so  we  stay  talking  about  some 
reasonable  numbers. 

My  understanding  would  also  be  from  this  chart,  as  long  as  you 
brought  that  up,  that  the  folks  that  are  living  here  are  providing 
about  $150  a  month  on  top  of  that,  out  of  their  income,  up  to  30 
percent;  is  that  accurate? 

Mr.  Cavanaugh.  Yes,  that  would  be  about  right,  their  contribu- 
tion. It  varies.  It  depends  what  your  income  is,  but  I  mean  some 
people  are  paying  6,  7,  $800,  but  in  the  main  low,  very  low. 

Mr.  Neumann.  I  would  ask,  then,  if  we  were  to  consider  a  vouch- 
er system,  what  would  you  envision  would  happen  with  all  of  these 
units  that  are  out  there  right  now  that  are  being  subsidized? 

Mr.  Cavanaugh.  You  mean  if  everybody  went  to  voucher,  includ- 
ing the  current  residents  of  public  housing? 

Mr.  Neumann.  Well,  my  understanding  of  your  argument  against 
the  voucher  system  would  be  that  we  are  going  to  hand  this  money 
to  a  tenant  who  is  in  this  building  who  is  really  in  sideways.  Take 
a  handicapped  person,  for  example,  who  has  found  housing  under 
this  program,  which  is  certainly  a  legitimate  use  of  this  program, 
he  is  going  to  have  a  very  difficult  time  going  out  and  finding  other 
housing. 

My  point  would  be  that  if  we  were  to  implement  a  subsidy  or  a 
voucher  system,  certainly  those  units  that  they  are  living  in  are  not 
going  to  just  go  away.  Those  units  are  still  going  to  be  there.  Some- 
one is  going  to  run  those  units.  Why  wouldn't  the  voucher  be  ap- 
plied to  the  unit  they  are  living  in?  Why  would  they  have  to  go 
move?  What  the  voucher  system  is  suggesting  is  we  give  folks  the 
opportunity  to  move  if  they  so  desire. 

Mr.  Cavanaugh.  Well,  first  of  all,  we  don't  want  to  be  in  any 
way  other  than  supportive  of  the  voucher  certificate  system  that 
exists  already.  I  mean  the  fact  that  we  have  housing  vouchers  or 
housing — I  would  prefer  housing  certificates,  because  there  is  a 
limit  on  what  you  have  to  pay  for  the  rent.  But  there  is  nobody  in 
public  housing  who  is  against  the  certificate  program. 

I  mean  it  has  been  a  successful  and  useful  adjunct  to  public 
housing.  It  doesn't  serve  everybody  in  all  areas  the  same  way.  It 
has  more  successful  in  some  areas  where  the  rental  market  has 
more  vacancies,  more  open,  less  costly.  So  that  we  are  not  going  to 
make  plain,  aside  from  public  housing,  we  all  support  the  notion 
of  the  certificates  and  vouchers. 
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If  people  move  out,  the  question  is,  then,  what  do  you  do  with 
that  vacant  unit?  Right  now,  the  subsidy  supports  about  50  or  60 
percent  of  the  cost  of  the  vacant  unit.  If  somebody  gets  a  certificate, 
if  indeed  they  get  a  Section  8  certificate,  as  we  know  it  today, 
something  predicated  on  40  percentile  of  the  fair  market  rents,  and 
if  that  person  stays  in  the  building  that  has  gotten  modernization, 
indeed,  the  public  housing  authorities  will  rejoice.  They  will  get 
more  subsidy  per  unit  than  they  currently  get  if  they  get  what  is 
in  the  marketplace  now  as  a  Section  8  certificate. 

Mr.  Neumann.  Let  me  back  up,  because  we  are  not  on  the  same 
wavelength  here.  I  am  suggesting  the  privatization  of  the  entire  op- 
eration, where  the  public  housing  authority  has  now  sold  this  en- 
tity off  to  a  private  sector  investor  and  the  private — that  is  folks 
now  have  vouchers  that  can  stay  living  right  there  if  they  want  to. 

If  I  understand  the  rules  right  in  HUD,  you  have  already  deter- 
mined market  rent,  the  voucher  supplying  the  differential  between 
market  rent  and  what  these  folks  are  able  to  pay  out  of  the  money 
that  they  do  have.  Why  wouldn't  the  private  sector  pick  this  up  and 
maintain  these  units  and  provide  the  same  housing  opportunities 
that  we  have  there  now? 

Mr.  Cavanaugh.  Well,  I  think  there  is  a  number  of  reasons.  I 
mean  I  think  that  you  would  have  a  hard  time,  frankly,  selling  into 
the  private  sector  a  number  of  the  buildings  that  are  in  public 
housing.  This  is  not  an  easy  game,  and  these  are  not  easy  build- 
ings, and  the  management  problems  are  not  easy.  But  if  somehow 
or  other  somebody  sort  of  bought  the  housing  authorities  out  and 
it  was  turned  over  to  private  sector  people,  I  don't  think  that  they 
would  have  an  easy  time  of  it. 

Some  buildings  they  would  find  a  very  easy  time  of  it.  You  can 
go  out  and  see  public  housing  in  Montgomery  County,  Maryland. 
If  a  private  sector  person  got  ahold  of  those  units  they  could  sell 
them  for  three  or  four  times  what  they  cost  the  government  to  pro- 
vide the  unit. 

There  is  some  very  fine  public  housing  in  a  number  of  commu- 
nities that  were  it  sold  off  could  very  readily  be  sold  into  the  pri- 
vate marketplace  and  be  a  profitable  enterprise  for  either  the  man- 
ager or  the  purchaser  of  it.  I  don't  think  that  is  what  the  govern- 
ment wants  to  do,  but  I  mean  if  it  wanted  to  do  that.  But  there 
are  other  buildings  that  are  in  very  tough  streets,  if  you  will,  in 
the  cities  of  this  country.  First  of  all,  you  are  not  going  to  find 
many  takers,  but  if  you  find  takers,  they  are  going  to  face  the  prob- 
lem the  public  housing  people  face,  is  that  these  units  in  the  main 
will  not  rent  at  a  level  that  will  cover  the  cost  of  operation  unless 
the  occupants  are  subsidized. 

If  they  can  find  private  people  who  want  to  go  into  Richard  Allen 
projects  in  central  north  Philadelphia,  I  would  find  that  miracu- 
lous. I  would  say  God  speed.  If  you  got  a  buyer  for  some  of  these 
projects  who  will  take  them  over  and  can  make  them  run  economi- 
cally without  subsidy,  I  think  that  is  a  remarkable  feat  and  I  think 
it  ought  to  be  examined  very,  very  carefully. 

Mr.  Neumann.  So  are  you  suggesting  that  the  folks  that  are  liv- 
ing in  these  units  right  now  will  not  be  able  to  find  housing  else- 
where; is  that  what  you  are  suggesting? 
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Mr.  Cavanaugh.  I  think  for  many  of  them,  they  will  not.  They 
will  face  discrimination  in  the  housing  market  or  they  will  be  in 
markets  where  they  are  unable  to  get  units.  Maybe  single  people 
can  do,  there  may  be  elderly  people  who  can  do  it  in  some  cases, 
but  you  are  going  to  find  many  of  these  families,  Mr.  Neumann,  are 
not  going  to  be  able  to  go  participate  in  the  normal  private  market 
in  rental  real  estate  because  they  will  be  discriminated  against. 

We  have  in  Northern  Virginia,  my  God,  you  read  articles  where 
middle-class  black  families  drive  up  with  a  Volvo  to  try  to  get  a 
mortgage  and  they  are  having  trouble  in  some  cases.  It  gets  to  be 
very  severe  for  somebody  who  is  poor,  on  welfare,  with  kids,  to 
move  into  the  majority  real  estate  market,  let  me  put  it  that  way, 
as  a  family. 

Mr.  Neumann.  Mr.  Chairman,  I  will  be  very,  very  brief,  but  I 
will  provide  you  with  some  of  the  experience  that  I  have  from  the 
private  sector  that  would  directly  contradict  what  you  are  suggest- 
ing. 

As  a  realtor  for  approximately  15  years,  and  as  a  home  builder 
for  about  500  units,  I  can  tell  you  that  we  would  be  out  of  business 
in  weeks  if  we  discriminated  in  any  way,  shape  or  form.  I  can  tell 
you  that  from  the  real  estate  industry,  we  have  piles  of  paperwork 
to  make  sure  that  we  do  not  discriminate. 

We  have  words  that  we  are  not  even  allowed  to  say  because  in 
some  way  they  may  be  conceived  as  discriminatory.  I  can  tell  you 
that  my  experience  in  the  private  sector  just  absolutely  does  not 
match  up  with  your  testimony  here  today. 

Mr.  Cavanaugh.  Fine,  but  I  hope,  Mr.  Neumann,  I  know  Ricardo 
Diaz,  who  runs  the  Milwaukee  housing  authority,  which  is  a  veiy 
well-run  housing  authority,  I  believe  has  invited  you  to  come  visit 
the  authority,  and  I  hope  you  take  that  opportunity.  Because  I 
think  you  will  find  it  is  a  little  more  complicated  than  it  may  ap- 
pear from  the  outside. 

Mr.  Neumann.  I  would  add  that  I  made  the  appropriate  contacts 
to  take  advantage  of  the  suggestions  of  Speaker  Gingrich,  to  do 
some  exchange  into  other  districts  to  get  more  up  to  speed,  make 
sure  that  we  have  seen  all  aspects  of  what  is  happening  in  our 
country.  So  I  do  look  forward  to  that. 

Mr.  Lewis.  We  will  be  interested  in  your  experience,  Mr.  Neu- 
mann. 

Mr.  Mollohan. 

PRIVATIZATION  OF  HOUSING  PROJECTS 

Mr.  Mollohan.  Thank  you,  Mr.  Chairman.  Mr.  Cavanaugh,  wel- 
come. I  would  like  to  join  my  colleagues  in  welcoming  you  here 
today  and  noting  your  obvious  expertise  in  public  housing  issues. 
During  the  earlier  hearings  that  the  subcommittee  held,  as  a  mat- 
ter of  fact,  I  think  on  January  24th,  we  heard  the  testimony  of  Mr. 
Brian  Riley,  who  was  an  economist  with  Citizens  for  a  Sound  Econ- 
omy Foundation.  Are  you  familiar  with  that  organization? 

Mr.  Cavanaugh.  No,  sir. 

Mr.  Mollohan.  In  his  prepared  testimony,  Mr.  Riley  stated,  "in 
the  past,  the  Federal  Government  has  attempted  to  encourage 
home  ownership  by  taxing  Americans  and  running  the  money 
through  its  bureaucracy  to  determine  where  the  money  should  be 
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spent."  He  continues,  "instead,  you  should  look  for  ways  to  let 
Americans  keep  more  of  their  paychecks  so  that  housing  and  urban 
development  can  proceed  based  on  individual  choices,  not  govern- 
ment dictates." 

I  am  interested  in  the  basic  principle  behind  Mr.  Riley's  argu- 
ment. It  seems  to  be  that  if  we  decrease  the  tax  burden  on  those 
currently  paying  taxes,  we  could  somehow  solve  the  housing  prob- 
lem for  low-income  individuals  who  are  currently  not  paying  in- 
come taxes.  And  I  have  had  trouble  with  that  argument  during  tes- 
timony, and  think  it  is  flawed,  but  don't  want  to  prejudice  your 
comments.  I  want  to  invite  your  comments  on  that  proposition. 

Mr.  Cavanaugh.  Well,  for  example,  first  of  all  many  of  the  peo- 
ple in  public  housing  pay  Httle  if  any  income  taxes.  I  would  guess 
many  of  them  are  eligible  for  the  low  income  tax  credit,  the  earned 
income  tax  credit,  rather.  The  incomes  in  public  housing  barely  pay 
the  utility  bills,  let  me  put  it  that  way. 

We  had  an  effort,  I  think  a  very  energetic  effort  by  Mr.  Kemp, 
that  actually  had  started  under  Mr.  Pierce  at  HUD  to  sell  public 
housing.  And  the  facts  of  the  matter  are  that  at  least  the  residents 
of  public  housing  really  can't  afford  it  until  you  get  up  to  the  top 
income  brackets. 

The  only  buildings  that  really  got  sold  in  a  legitimate  sense  of 
somebody  buying  something  that  had  value  that  they  might  resell 
themselves,  were  to  people  who  were  up  in  the  16,  17,  $18,000 
range  in  public  housing.  And  there  are  very  few  of  those  people  in 
the  system.  So  I  don't  know  what  decreasing  the  tax  burden  of 
somebody  whose  average  income  is  $6,500  has  to  do  with  buying 
a  house. 

Don't  want  to  get  too  personal.  I  have  four  kids,  three  of  whom 
cannot  remotely,  and  they  are  all  well-employed  think  of  buying  a 
house.  So  I  don't  know  where  Riley  lives,  but  he  is  certainly  in  a 
different  market  than  where  my  offspring  are. 

Mr.  MOLLOHAN.  Well,  it  was  a  disconnect  to  me,  and  I  thought 
maybe  you  could  see  how  it  might  apply. 

Following  up  a  little  bit  on  your  testimony  just  preceding  my 
questions,  you  know,  the  idea  that  you  could  turn  public  housing 
over  to  the  private  sector  and  with  some  sort  of  a  voucher  system 
make  it  work  as  a  private  sector  solution  has  a  ring  of  logic  and 
simplicity  to  it.  And  you  spoke  a  little  bit  to  the  problems  associ- 
ated with  that. 

I  wonder  if  you  want  to  elaborate  on  it  more,  because,  frankly, 
it  does  have  an  appeal  to  it  because  it  sounds  like  an  easy  simplis- 
tic solution.  And  I  think  we  ought  to  be  fully  aware  of  the  pitfalls 
associated,  to  the  extent  you  belieye  there  are  pitfalls  associated 
with  the  idea. 

Mr.  Cavanaugh.  Well,  I  think  that  it  depends  whom  you  want 
to  serve.  I  mean  what  income  levels  do  you  want  to  serve?  Housing 
for  all  of  us  is  a  fairly  costly  piece  of  business.  And  the  lower  our 
income  is,  the  bigger  the  gap  between  what  it  costs  and  what  we 
can  afford  to  pay. 

Congress  has  got  to  decide  what  individuals  are  entitled  to  some 
assistance  in  their  housing  needs.  For  most  of  us  in  this  room,  they 
decided  that  we  get  our  real  estate  and  mortgage  interest  deduc- 
tions as  a  way  of  assisting  us  to  be  homeowners.  For  poorer  people, 
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they  have  to  measure  the  gap,  whether  you  want  to — ^fair  market 
rents,  for  example,  is  how  we  do  it  in  privately  owned  housing 
where  we  want  to  subsidize  somebody. 

We  take  the  market  and  then  we  decide  what  level  of  incomes 
below  that  we  want  to  subsidize.  And  whether  it  is  publicly  or  pri- 
vately run,  you  have  got  to  come  up  with  that  amount.  And  we 
have  had  programs  over  the  years  where  private  owners  indeed 
serve  low-income  people  and  they  are  subsidized  either  through 
breaks  in  the  interest  rates  or  combinations  with  rent  supplement 
programs. 

You  will  hear  from  Mr.  Grogan  later.  I  am  sure  he  will  describe 
some  of  the  people  he  is  associated  with,  but  there  is  a  cost  in  there 
that  has  got  to  be  met  by  somebody.  I  mean  whether  it  is  publicly 
or  privately  owned. 

The  second  thing  is  that  there  are  various  ways  for  the  private 
people  to  participate  in  public  housing.  The  Dade  County,  Miami, 
housing  authority,  incidentally  whose  director  is  the  president  of 
our  organization,  he  has  just  turned  over  about  20  percent  of  the 
units  the  Dade  County  housing  authority  owns  and  has  put  them 
up  for  bid  to  be  managed  by  four  private  real  estate  management 
organizations. 

I  mean  that  is  a  participation  that  we  are  all  looking  at  to  see 
what  it  yields.  We  hope  to  learn  some  important  things  from  that. 
But  in  terms  of  just  tearing  down  the  buildings  and  saying  a 
voucher  is  it,  I  mean  I  don't  think  there  are  many  private  operators 
who  have  been  trying  to  provide  assisted  housing  who  think  that 
they  could  run  without  a  project-based  assistance  of  some  form  or 
other. 

Mr.  MOLLOHAN.  I  hear  you  describing  different  levels  of  capabil- 
ity of  providing  shelter  for  one's  self.  I  mean,  first  of  all,  it  is  the 
majority  part  of  the  market.  You  described  they  get  the  interest 
subsidy  for  their  mortgage  deduction,  their  interest  rate.  And  then 
you  described  people  who  participate  in  kind  of  a  semiprivate  pub- 
lic sharing.  I  guess  Section  8  would  be  one  such  program,  where 
you  have  the  private  sector  providing  the  homes  but  there  is  direct 
HUD  subsidies  to  the  tenants? 

Mr.  Cavanaugh.  Right. 

Mr.  MOLLOHAN.  Would  that  be  correct? 

Mr.  Cavanaugh.  Yes,  sir.  And  some  of  that  is  also  the  subsidies 
provided  basically  to  the  unit.  In  other  words,  a  private  owner  will 
have  a  so-called  project-based  Section  8,  where  the  Government  has 
assured  that  owner  that  over  a  period  of  years  they  will  subsidize 
eligible  tenants  down  to  zero  income. 

Mr.  MOLLOHAN.  Okay.  So  that  is  a  successful  private  public  sec- 
tor partnership  in  providing  housing  to  a  certain  sector  of  need, 
correct? 

Mr.  Cavanaugh.  I  think  it  has  been  successful.  A  problem  it 
faces  now  is  that  some  of  the  private  owners  want  to  leave  being 
subsidized  housing.  The  period  for  which  they  agreed  to  provide 
housing  to  low  income  people  has  expired  and  so  they  say,  well,  we 
don't  want  to  do  that  now,  we  want  to  use  our  properties  free  of 
any  restriction  on  the  income  levels. 

Mr.  Mollohan.  So  there  is  some  problems  associated  with  it.  At 
least  it  is  a 
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Mr.  Cavanaugh.  Yes,  it  can  be  a  very  successful  way  of  doing 
things. 

Mr.  MOLLOHAN.  Okay.  Then  there  are  other  levels.  There  are 
those  needing  housing  who  are  not  participating  either  in  the  ma- 
jority or  in  the  Section  8,  and  are  you  implying  that  the  real  hard- 
core tough  cases  fall  within  that  area?  And  I  would  like  for  you  to 
talk  about  that,  those  cases  a  bit,  those  folks  who  have  no  ability 
to  participate  with  their  own  resources  in  providing  for  their  own 
housing,  and  talk  about  that  group  of  people  in  the  context  of  the 
idea  of  trying  to  privatize  housing  for  them,  if  you  would.  And  what 
problems  are  associated  with  it. 

Mr.  Cavanaugh.  Well,  if  you  mean  if  somebody  would  take  over 
the  housing  authorities,  or  just  how  they  do  in  the  market? 

Mr.  MOLLOHAN.  What  I  am  trying  to  get  to,  is  you  are  implying 
that  there  are  going  to  be  some — you  are  going  to  have  a  lot  of 
trouble  just  solving  this  problem  with  privatization  and  the  free 
market.  All  right.  And  I  assume  that  is  with  regard  to  a  certain 
sector.  Those  are  the  poorest  of  the  poor  people. 

Mr.  Cavanaugh.  Yes.  They  will  have  a  hard  time 

Mr.  MOLLOHAN.  The  private  sector  will  have  a  hard  time  solving 
the  housing  problem  for  those  people? 

Mr.  Cavanaugh.  In  my  view,  the  private  sector  has  in  many 
ways  avoided  those  people  even  in  the  existing  subsidy  programs. 
Much  housing  that  has  been  built  under  Section  8  or  has  been  built 
under  State  housing  finance  agency  tax  exemption  is,  in  my  experi- 
ence, has  not  taken  the  kind  of  resident  that  goes  into  public  hous- 
ing. 

Mr.  MOLLOHAN.  What  kind  of  problems  are  associated  that  make 
that  difficult? 

Mr.  Cavanaugh.  I  think  there  is — I  mean  as  grim  as  it  is  to  say, 
I  think,  first  of  all,  there  is  still  a  great  amount  of  just  plain  racial 
discrimination  against  people  who  are  black  and  low  income.  That 
discrimination  heightens  when  they  are  welfare  recipients  and 
heightens  further  when  they  have  families. 

In  other  words,  your  race  and  your  source  of  income  and  your 
family  status  all  are  adding  difficulty  to  you  being  able  to  get  in 
the  private  market  housing.  Some  of  that  is  a  function  of  what  the 
market  is,  what  the  private  market  is.  If  the  private  market  has 
high  vacancies,  that  problem  eases  somewhat  just  as  an  economic 
matter. 

When  the  vacancy  situation  changes  or  the  demand  on  the  mar- 
ket changes,  then  you  find  these  same  people  are  less  welcome  and 
people  want  to  do,  as  the  private  owners  want  to  do  in  the  formerly 
subsidized  programs  in  good  markets,  they  want  to  leave  it.  But  I 
don't  think  anybody  would  espouse  public  housing  were  they  con- 
vinced that  for  people  who  have  any  of  a  variety  of  disabilities  in 
terms  of  participation  in  American  society,  could  freely  use  the  cer- 
tificate or  voucher. 

I  mean  if  this  were  an  ideal  world,  everybody  would  say  the  poor 
people,  we  will  give  them  a  certificate  or  voucher  and  we  will  forget 
all  about  public  housing  and  it  will  just  sort  itself  out.  They  will 
be  able  to  find  housing  in  the  private  sector.  I  mean  I  think  that 
is  the  ideal  world.  Public  housing  exists  because  there  was  original 
sin.  I  mean  it  exists  because  the  private  market,  for  whatever  set 
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of  reasons,  cannot  be  relied  upon  over  long  periods  of  time  to  pro- 
vide the  most  disadvantaged  citizens  housing.  I  mean  it  is 

Mr.  Lewis.  Thank  you,  Mr.  Mollohan. 

Mr.  Mollohan.  Thank  you,  Mr.  Chairman. 

Mr.  Lewis.  Mr.  Frelinghuysen. 

Mr.  Frelinghuysen.  Yes.  Why,  thank  you,  Mr.  Chairman.  I  just 
have  a  few  questions.  The  Council  of  Large  Public  Housing  Au- 
thorities manages  over  40  percent  of  all  public  housing? 

Mr.  Cavanaugh.  Yes,  sir.  Not  the  council,  but  the  members  of 
the  council,  the  61  housing  authorities  that  are  members  of  the 
council,  large  public  housing  authorities. 

Mr.  Frelinghuysen.  And  the  council  operates  here  in  Washing- 
ton? 

Mr.  Cavanaugh.  Yes,  the  office  is. 

Mr.  Frelinghuysen.  How  does  it  operate,  on  what  financial 
basis? 

Mr.  Cavanaugh.  We  have  dues  paid  by  members. 

Mr.  Frelinghuysen.  What  is  your  budget? 

Mr.  Cavanaugh.  I  am  not  the  executive  director,  I  don't  know, 
but  it  is  probably  $500,000,  $600,000,  something  like  that. 

PUBLIC  housing  authorities 

Mr.  Frelinghuysen.  Is  there  a  small  group  counterpart  to  the 
large  public  housing  authorities? 

Mr.  Cavanaugh.  You  mean  one  that  would  represent  small  hous- 
ing authorities? 

Mr.  Frelinghuysen.  Yes. 

Mr.  Cavanaugh.  Yes,  the  Public  Housing  Authorities  Directors 
Association  tends  to  have  members  who  are  very  small  authorities. 

Mr.  Frelinghuysen.  I  was  looking  at  your  appendix  A,  the  coun- 
cil calls  for  major  reforms  in  public  housing.  Is  this  the  first  time 
the  council  has  called  for  major  reforms? 

Mr.  Cavanaugh.  No.  Over  the  years,  I  guess  going  back  in  the 
1980s,  we  had  in  the  Senate,  one  of  the  Senate  subcommittee  bills, 
accreditation  system  that  we  developed  in  conjunction  with  the 
then  Republican  staff  in  the  Senate.  And  it  was  knocked  out  of  the 
bill  before  it  got  anyplace,  but  our  organization,  unlike  some  oth- 
ers, pressed  for  an  accreditation  system. 

As  I  mentioned,  perhaps,  before  you  arrived,  Mr.  Frelinghuysen, 
we  also  worked  with  Mr.  Bond's  staff^  in  the  1990  Act  to  put  to- 
gether the  Public  Housing  Management  Assessment  Program, 
which  is  designed  to  be  an  objective  scoring  system  that  ranks  how 
housing  authorities  perform. 

Mr.  Frelinghuysen.  What  about  the  aspect  on  the  second  page 
of  that  appendix,  decontrolling  most  aspects  of  PHA  operations 
within  three  years;  is  that  the  first  time  you  have  called  for  that? 

Mr.  Cavanaugh.  No,  that  has  been  the  prayer 

Mr.  Frelinghuysen.  It  is  an  annual  call? 

Mr.  Cavanaugh.  It  is  the  prayer  of  public  housing  authorities  as 
they  go  to  bed  at  night.  It  is  just  the  program  is  so  encumbered 
over  the  years  with  statutory  and  regulatory  controls,  that  it  has 
been  suffocating.  And  we  fought  for  earned  income  tax  deductions 
for  working  poor.  We  fought  for  reduction  of  the  number  of  admis- 
sions on  Federal  preferences. 
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I  think  we  can  take  credit  for  them  coming  down  from  90  percent 
to  50  percent,  and  we  would  press  further.  We  fought  for  decontrol 
regulatorily.  We  have  been  head  of  two  committees  for  deregulating 
or  decontrolling  high-performing  PHAs  at  HUD.  Also  for  financial 
management  reform  at  HUD. 

Mr.  Frelinghuysen.  So  you  are  critical  of  HUD,  but  not  perhaps 
to  the  degree  that  either  the  Inspector  General  for  HUD  or  the 
GAO  has  been? 

Mr.  Cavanaugh.  I  think  we  are  critical  of  several  things,  is 
that 

Mr.  Frelinghuysen.  One  of  the  things  that  shocks  me,  is  that 
I  see  no  reference  in  your  testimony  to  what  was  said  in  our  last 
hearing,  I  believe,  when  the  Inspector  General  came,  who  is  part 
of  the  HUD  team,  albeit  independent,  and  the  General  Accounting 
Office. 

I  thought  some  of  the  comments  that  were  made  were  fairly 
damning.  For  instance,  on  your  appendix  here,  you  quote  some  sta- 
tistics and  I  quote,  "HUD  performance  standards,"  over  96  percent 
of  PHAs  with  standard  or  high  performance.  Where  do  those  statis- 
tics come  from?  And  how  do  they  jibe  with  the  highly  negative  com- 
ments that  we  received  when  we  gathered  last  week? 

Mr.  Cavanaugh.  Sure.  I  think  you  have  to  distinguish  public 
housing  from  HUD.  I  mean  I  know  Ms.  Gaffney's  comments  and  I 
heard  her  testimony  on  the  Senate  side,  and  I  presume  it  par- 
alleled. 

Mr.  Frelinghuysen.  So  comments,  unless  I  read  the  General  Ac- 
counting Office,  the  citations  in  there  were  public  housing  authori- 
ties. Am  I  wrong? 

Mr.  Cavanaugh.  We  certainly  have  housing  authorities  that  per- 
form badly.  I  mean 

Mr.  Frelinghuysen.  Well,  are  these  statistics  correct  and  from 
what  base  do  they  come  from? 

Mr.  Cavanaugh.  Our  statistics,  that  96  percent  of  the  housing 
authorities — the  so-called  Public  Housing  Management  Assessment 
Program,  run  by  HUD,  has  on  a  troubled  list,  that  is  people  who 
have  flunked  the  performance  standards 

Mr.  Frelinghuysen.  Only  4  percent  have  flunked?  How  does 
that  jibe  with  what  we  heard  the  last  time  this  committee  met?  I 
assume  you  have  had  an  opportunity  to  review  the  Inspector  Gen- 
eral's report  and  the  GAO  report. 

Mr.  Cavanaugh.  I  will  go  look  at  it  again. 

Mr.  Frelinghuysen.  For  a  new  person  on  the  committee,  some 
of  that  material  was  incredibly  damning. 

Mr.  Cavanaugh.  I  will  look  at  it  again,  but  I  don't  know  that  it 
is  inconsistent. 

Mr.  Frelinghuysen.  A  lot  of  this  is  public  perception,  and  I 
think  that  it  worries  me  as  a  new  member  of  the  committee.  I 
mean  I  come  from  a  State  where  the  large  housing  authorities  and 
the  small  housing  authorities  came  down  to  my  legislature,  and 
when  we  tried  to  empower  the  tenants,  they  fought  tooth  and  nail 
to  keep  control  of  their  operations. 

I  won't  say  all  of  them  did,  but  I  found  it  unbelievable  that  these 
public  entities  were  more  concerned  about  their  own  powerful  bu- 
reaucracies, which  you  say  here  you  hoped  to  reduce,  than  they  did 
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about  the  interests  of  the  tenants.  Could  you  comment  on  the  issue 
of  tenant  empowerment? 

Mr.  Cavanaugh.  Yes.  I  mean  what  aspect  of  that? 

Mr.  Frelinghuysen.  I  would  like  to  know  what  your  reaction  is. 
Is  there  a  feeling  among  large  public  housing  authorities  that  ten- 
ant empowerment  is  perhaps  at  odds  with  their  own  responsibil- 
ities? 

Mr.  Cavanaugh.  I  think  you  would  have  to  define  what  you  are 
suggesting  by  empowerment.  I  mean  most  authorities  work  coop- 
eratively with  their  resident  councils. 

Mr.  Frelinghuysen.  Well,  I  don't  get  that  feeling  at  all. 

Mr.  Cavanaugh.  Well,  I  will  be  glad  to  discuss  it  with  you,  but 
I  don't  know  which  authorities.  My  experience  is  that  most  housing 
authorities  that  are  successful  in  their  operations  work  collabo- 
ratively with  resident  councils.  Sometimes  within  the  resident  pop- 
ulation there  can  be  politics  within  the  resident  population  as  to 
who  is  and  who  isn't  representative  of  the  residents.  And  that  can 
be  confusing  for  people  on  the  outside,  as  well  as  the  inside.  But 
most  housing  authorities — for  example,  we  have  at  least  one  meet- 
ing a  year  of  the  Council  of  Large  Public  Housing  authorities 

Mr.  Frelinghuysen.  Well,  has  your  council  ever  taken  a  position 
on  the  whole  issue  of  empowering  people  who  live  in  housing  au- 
thorities, to  be  part  of  the  decision-making  process? 

Mr.  Cavanaugh.  I  think  you  will  find  that  in  many  housing  au- 
thorities, the  residents 

Mr.  Frelinghuysen.  Do  you  have  tenants  on  your  boards? 

Mr.  Cavanaugh.  Yes,  in  many  housing  authorities 

Mr.  Frelinghuysen.  What  percentage  of  your  members,  61 
members? 

Mr.  Cavanaugh.  I  don't  know.  But  there  are 

Mr.  Frelinghuysen.  Maybe  through  the  Chair,  we  could  get  that 
information. 

Mr.  Cavanaugh.  There  are  many  States,  for  example,  that  re- 
quire that  a  resident  be  a  member  of  the  housing  authority  board. 
When  I  was  the  Chairman  of  a  housing  authority,  we  had  a  resi- 
dent chairman  of  the  board.  We  had  a  resident  who  was  the  city- 
wide,  public  housing-wide,  chair  of  the  tenants'  organization. 

Every  major  hire  we  made,  we  had  a  resident  who  was  part  of 
the  review  process  of  personnel  that  we  were  hiring.  We  had  lease 
and  grievance  procedures  where  tenants'  rights  are  protected  in 
terms  of  any  kind  of  action. 

Mr.  Frelinghuysen.  You  are  unusual  and  obviously  you  have 
excellent  qualifications.  I  am  more  interested  in,  perhaps,  your 
counterparts  and  their  boards. 

Mr.  Cavanaugh.  Well,  I  will  get  you  some  assessment  of  it.  I 
mean  I  don't 

Mr.  Frelinghuysen.  I  would  be  interested,  if  I  could  request 
that  information  through  the  Chair.  I  think  it  is  a  very  basic  issue. 
So  I  come  to  the  table,  to  this  committee,  with  some  negative  bag- 
gage about  large  housing  authorities,  knowing  that  they  fought 
tooth  and  nail  to  keep  tenants  from  participating  in  major  deci- 
sions. 

Mr.  Cavanaugh.  Is  that  the  Newark  housing  authority? 
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Mr.  Frelinghuysen.  Not  only  Newark,  but  other  major  cities 
and  small  towns  throughout  my  State.  I  am  just  saying,  it  rep- 
resents a  problem.  And  as  we  talk  about  the  future  of  this  depart- 
ment, that  is  the  sort  of  institutional  memory  I  bring  to  the  table, 
as  well  as  the  general  knowledge  that  the  small  and  large  housing 
authorities,  at  least  in  my  State,  are  fraught  with  political  patron- 
age, and  that  the  whole  system  is  held  in  very  low  regard. 

Mr.  Lewis.  Mr.  Cavanaugh 

Mr.  Frelinghuysen.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Cavanaugh.  If  I  could  just  call  the  gentleman's  attention  to 
the  last  recommendation  we  have  here,  is  that  eventually  replace 
HUD,  et  cetera.  You  might  see  our  attitude  toward  our  parent 

Mr.  Frelinghuysen.  Well,  I  don't,  quite  honestly,  think  HUD  is 
necessarily  the  problem.  HUD  has  done  some  good  things. 

Mr.  Cavanaugh.  Certainly  has. 

Mr.  Frelinghuysen.  I  think  it  is  the  way  a  lot  of  these  authori- 
ties are  run,  that  people  just  feel  that  they  are  insulated  from  real- 
ly the  community  and  individuals  that  they  should  be  serving.  And 
it  bothers  me. 

Mr.  Cavanaugh.  Yes,  I  would  like  to  separately  meet  with  you 
and  see  if  we  can't  address  some  of  these  concerns. 

Mr.  Frelinghuysen.  Well,  I  don't  think  I  am  alone  in  this  gen- 
eral feeling,  but  thank  you  very  much. 

Mr.  Lewis.  Mr.  Cavanaugh,  it  is  apparent  that  especially  our 
newer  Members  come  from  a  variety  and  mix  of  interesting  back- 
grounds that  will  provide  some  fresh  lines  of  questioning  that  I 
personally  believe  will  help  the  process  as  we  go  forward  here  and 
look  at  these  difficult  situations.  And  in  the  meantime,  I  know  that 
by  way  of  your  background,  you  are  not  shy  about  these  questions 
and  the  Chair  urges  you  not  to  be. 

Mr.  Frelinghuysen.  Thank  you. 

Mr.  Lewis.  The  gentlelady,  Ms.  Kaptur. 

population  figures  in  public  housing 

Ms.  Kaptur.  Thank  you,  Mr.  Chairman.  Welcome,  Mr. 
Cavanaugh.  I  just  wanted  to  go  over  page  one  of  your  testimony 
with  you  where  you  talk  about  the  number  of  persons  who  are  cur- 
rently being  housed  in  the  3,200  housing  authorities  around  the 
United  States.  You  use  a  figure  of  3.4  million  persons. 

Mr.  Cavanaugh.  Yes,  ma'am. 

Ms.  Kaptur.  I  wanted  you  to  help  me  understand  that  number. 
That  includes  children  as  well  as  adults  living  in  those  develop- 
ments, correct? 

Mr.  Cavanaugh.  Yes,  ma'am.     . 

Ms.  Kaptur.  So  if  one  were  to  estimate  the  number  of  adults, 
should  I  divide  that  number  by  three,  perhaps  a  million  adults, 
maybe  700,000  adults? 

Mr.  Cavanaugh.  Yes,  I  think  the  way  I  would  tackle  it  is  that 
about  40  percent  of  the  units  are  occupied  by  elderly  people.  So 
that  they  tend  to  be  in  public  housing,  sing:le  women.  So  that  then 
after  you  take  that  number  out  of  the  3.4  million 

Ms.  Kaptur.  So  how  many  would  that  be,  just  ballpark,  elderly? 

Mr.  Cavanaugh.  Yes,  it  would  be  about  1,  1.2  million,  little  bet- 
ter than  that. 
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Ms.  Kaptur.  1.2  million? 

Mr.  Cavanaugh.  1.36. 

Ms.  Kaptur.  1.36  million  of  the  adults  are  adult  elderly,  you  say, 
largely  women? 

Mr.  Cavanaugh.  Yes. 

Ms.  Kaptur.  Okay.  Now,  what  about  the  disabled?  What 

Mr.  Cavanaugh.  What  my  understanding  is,  is  that — I  will  have 
to  check  this  for  you.  Is  that — first  of  all,  HUD's  data  is  very  weak. 
We  have  slowly  and  surely  been  replicating  it  through  FOIA  re- 
quests and  what  have  you.  I  don't  know  the  number  of  people  who 
are  either — there  are  two  categories  of  disabled.  One  are  people 
who  are  mentally  disabled,  and  the  other  is  people  who  are  phys- 
ically handicapped.  And  I  will  just  have  to  get  that  figure  for  you. 
I  don't  know  it  offhand.  But  some  of  them,  as  you  will  remember, 
we  have  had  a  controversy  over  some  years  of  our  requirement  that 
we  take  in  nonelderly,  disabled  people  into  some  of  the  elderly 
projects.  And  I  just  don't  know  that  number.  And  I  am  not  sure 
HUD  knows  it.  But  I  will  try  to  find  out  for  you. 

Ms.  Kaptur.  Well,  what,  of  the  3.4  million  persons,  how  many 
would  be  children? 

Mr.  Cavanaugh.  Well,  if  you  take  the  3.4,  and  let's  say  we  will 
take  the  1.3  out  for  the  elderly,  it  is  2.1,  and  I  would  say  that  two- 
thirds  of  those  would  be  children,  as  the  average  household,  I  be- 
lieve, the  typical  household,  and  perhaps  the  prevalent  household, 
is  a  single  parent  with  two  children,  two-and-a-half  children. 

Ms.  Kaptur.  So  you  would  say 

Mr.  Cavanaugh.  So  if  my  arithmetic  is  any  good,  it  would  ap- 
pear to  be  about  700,000  children. 

Ms.  Kaptur.  About  700,000  children.  So  then  how  many  adults 
who  are  nonelderly,  nondisabled,  would  be  in  that?  What  would  be 
left  over?  How  many  are  we  talking  about? 

Mr.  Cavanaugh.  Seven  hundred  thousand. 

Ms.  Kaptur.  About  700,000.  And  I  would  take  it  most  of  those 
are  women? 

Mr.  Cavanaugh.  Yes,  ma'am. 

Ms.  Kaptur.  So  about  700,000  would  be  adult  women  who  are 
not  elderly  and  obviously  not  children. 

Mr.  Cavanaugh.  Right. 

Ms.  Kaptur.  All  right.  That  is  very  helpful  to  me.  Now,  let  me 
ask  you  this.  I  think  several  years  ago  HUD  stopped  their  waiting 
list  activity.  We  say  as  a  Nation  we  have  3.4  million  persons 
housed  in  some  form  of  public  shelter  around  the  country. 

How  many  people  would  be  waiting  to  get  in?  In  other  words,  I 
mean  really  it  is  an  amazing  figure  for  a  nation  of  250,  60,  70  mil- 
lion, whatever  it  is  now,  people,that  it  is  less  than  a  million  adults 
of  working  age  and  a  million  elderly.  Compared  to  some  of  our 
other  industrialized  nations  around  the  world,  these  are  very  small 
percentages  in  terms  of  the  entire  nation.  But  how  many  people 
would  you  estimate  are  trying  to  get  in? 

Mr.  Cavanaugh.  Well,  in  terms  of  those  who  are,  we  believe  are 
collectively  on  the  waiting  lists;  that  is,  who  have  made  an  applica- 
tion for  public  housing,  this  is  separate  from  those  who  applied  for 
Section  8,  is  that,  our  calculation  is  that  there  are  about  a  million 
such  persons. 
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Ms.  Kaptur.  Nationally? 

Mr.  Cavanaugh.  Nationally.  But  that  figure  needs  to  be  looked 
at  in  several  ways.  Is  that  many  housing  authorities  have  closed 
their  waiting  lists.  Some  have  tried  to  close  them  and  haven't  been 
able  to,  as  we  discussed  earlier.  I  believe  that  all  the  assisted  hous- 
ing programs  of  the  country,  that  is  Section  8,  all  the  very  low-in- 
come assisted  programs,  serve  about  one-quarter  of  the  eligible 
population. 

Ms.  Kaptur.  All  right.  That  is  one  of  the  numbers  I  was  looking 
at. 

Mr.  Cavanaugh.  People  who  are  eligible  to  go  in  to  receive  either 
Section  8  certificate  or  go  into  public  housing. 

Ms.  Kaptur.  All  right.  Now,  of  the  700,000  adults  who  live  in  the 
current  developments,  how  many  of  them  would  be  working?  Just 
from  your  experience,  just  give  me  a  ballpark  percent,  if  any. 

Mr.  Cavanaugh.  I  am  looking  at  the  chart  that  suggests  that  the 
primary  source  of  income  for  nonelderly  households,  28  percent, 
their  income  is  from  wages.  And  46  percent  is  from  welfare.  Fifteen 
percent  is  pension  or  other  benefits.  Five  percent  are  without  in- 
come. And  6  percent  is  other.  And  I  don't  know  what  the  other  cov- 
ers. 

Ms.  Kaptur.  Those  are  interesting  numbers. 

Mr.  Cavanaugh.  By  the  way,  before  some  Members  came,  I  was 
pointing  out  that  the  income  levels  of  people  in  public  housing  have 
dropped  dramatically  over  time.  In  1981,  there  were  a  number  of 
Federal  statutory  changes  that  began  to  alter  who  had  the  pref- 
erence to  occupy  public  housing. 

At  that  time,  public  housing  residents  had  incomes  that  were  32 
percent  of  median  income.  As  we  sit  here  today,  those  income  levels 
have  fallen  so  that  we  are  now  at  16  percent  of  median  income 
level. 

Ms.  Kaptur.  I  am  going  to  ask  you  a  question 

Mr.  Cavanaugh.  So  they  are  getting  poorer  and  poorer. 

Ms.  Kaptur.  Well,  that  was  partly  because  of  Federal  mandates, 
we  understand  that. 

Mr.  Cavanaugh.  Yes,  largely  a  result  of  Federal  statute. 

LOCAL  housing  AUTHORITIES 

Ms.  Kaptur.  But  even  for  those  people  that  remain,  the  fact  that 
we  have  working  people  in  public  housing,  I  know  in  my  own  dis- 
trict, half  the  people  on  food  stamps  work.  And  one  of  the  problems 
this  country  faces  is  that  people  are  out  there  working  and  they  are 
not  earning  enough  to  support  themselves  and  their  families.  And 
women  have  traditionally  not  earned  dollar  for  dollar  what  men 
have  earned.  That  is  just  the  way  the  system  has  worked  to  date. 

And  so  I  am  very  interested  in  learning  about  who  is  currently 
residing  in  public  housing  across  this  country.  I  know  from  my  own 
district  and  having  visited  many,  many  developments  around  this 
country,  I  have  a  hunch  who  is  there.  And  one  of  my  desires  is  to 
find  ways  to  help  people  move  up  and  out. 

As  I  said  at  one  of  our  other  meetings,  I  look  upon  public  housing 
developments  as  dormitories,  educational  dormitories.  And  I  want 
to  find  a  way  to  help  people  be  able  to  meet  the  private  sector,  but 
I  recognize  that  the  private  sector  in  many  cases  has  runaway  from 


1068 

the  neighborhoods  in  which  these  women  Uve  and  the  private  cred- 
it sector  ran  away  for  many  years. 

In  terms  of  the  insurance  market,  the  banking  market,  we  had 
to  pass  Federal  laws  to  try  to  get  attention  to  reinvestment.  If  the 
private  sector  had  worked  properly,  we  wouldn't  all  be  sitting  here 
trying  to  figure  out  how  to  help  people  move  up  the  ladder. 

And  I  am  sure,  you  know,  when  you  think  about  a  country  of  270 
million  people,  not  everyone  comes  from  a  background  where  the 
road  up  is  easy.  Those  bootstraps  just  aren't  always  there.  The 
steps  on  the  ladder  aren't  always  there  for  people.  So  I  mean  so 
if  there  are  700,000  adults  living  in  here  in  a  country  our  size,  it 
isn't  surprising  that  maybe  a  lot  of  these  people  are  down  on  their 
luck. 

Maybe  they  didn't  have  a  household  in  which  they  lived  where 
things  were  always  easy,  and  I  guess  my  role  on  this  subcommittee 
is  to  try  to  figure  out  a  way  to  make  it  easier  for  people  to  move 
out,  to  use  this  resource  we  have  as  a  country.  And  one  of  my  ques- 
tions to  you  is  are  you  aware  in  any  of  the  3,200  housing  authori- 
ties around  the  country,  can  you  show  me  the  best  examples  that 
exist  where  people  are  being  able  to  get  adequate  education,  better 
job  training,  or  even  where  corporate  America  has  moved  in  with 
production  where  people  are  being  able  to  be  gainfully  employed? 

Are  there  such  examples  in  any  of  these  housing  authorities 
around  the  country?  If  these  are  transitional  facilities,  which  they 
should  be,  which  are  the  best  ones  that  we  could  look  to  for  how 
it  should  work? 

Mr.  Cavanaugh.  Well,  I  will  try  to  collect  that  for  you.  Start 
with  the  housing  authority  first,  as  an  employer,  in  many  cases  up 
to  a  third  of  the  housing  authority  staff  are  public  housing  resi- 
dents. It  is  some  effort  to  try  to  provide  work  to  people  who  are 
in  public  housing. 

Second,  under  the  sponsorship  of  Mr.  Stokes  and  Ms.  Mikulski 
several  years  back,  somebody  asked  what  we  have  proposed.  We 
proposed  a  bill  called  the  gateway,  which  was  meant  to  provide 
funds  to  be  given  to  public  housing  authorities  not  for  them  to  use, 
but  for  them  to  buy  job  training,  upward  mobility  programs,  for  the 
female  residents,  young  female  residents  of  the  housing  authorities. 

We  did  not  bring  it  to  this  committee  because  we  thought  the 
housing  budgets  were  overburdened,  but  we  have  taken  it  to  Labor, 
HHS  Appropriations.  It  has  been  funded  very  meagerly,  but  those 
who  have  gotten  the  funds  have  found  that  it  has  been  successful 
in  equipping  people  with  skills  to  go  out  and  go  to  work. 

We,  last  year,  in  the  context  of  a  modernization  program  at 
HOPE  VI,  we  got  something  called  the  Youth  Apprenticeship  Pro- 
gram, which  is  money  going  to  housing  authorities  to  work  together 
with  youth  corps,  and  anybody  who  can  provide  a  certified  appren- 
ticeship program,  for  public  housing  residents.  That  is,  the  youth 
corps  deals  exclusively  with  young  people,  17  to  25 

Ms.  Kaptur.  Could  you  provide  to  the  committee  where  those  are 
operating,  where  they  are  up? 

Mr.  Cavanaugh.  The  awards  have  not  yet  been  made.  They  are 
supposed  to  be  made  this  week  or  next  week. 

Ms.  Kaptur.  Never  been  made  before?  This  is  unbelievable. 
What  have  we  been  doing  for  50  years? 
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Mr.  Cavanaugh.  Yes,  right.  Well,  we  felt  that  the  public  housing 
people  are  being  asked  to  be  social  welfare  people,  to  be  job  train- 
ers and  what  have  you.  And  what  they  would  like  to  do  is  to  run 
the  real  estate.  But  at  the  same  time,  many — I  will  call  it  the  wel- 
fare aspects  system  of  the  United  States,  has  disregarded — I  don't 
mean  welfare  payments,  but  those  things  that  are  supposed  to  pro- 
vide education,  job  training  and  what  have  you,  have  bypassed  the 
people  in  public  housing. 

In  some  cases  that  is  because  our  neighborhoods  are  not  so  nifty 
to  go  into  and  what  have  you,  but  they  have  been  bypassed.  So  our 
effort,  with  the  gateway  bill,  was  to  try  to  attract  Labor  HHS  to 
get  their  constituent  agencies  to  come  provide  the  public  housing 
residents  upward  mobility  of  a  variety  of  forms. 

The  housing  authorities  are  loaded  with  programs  that  are  aimed 
at  education,  job  training.  I  mean  every  one  I  go  to  has  got  some- 
thing like  that  going  on.  Many  would  say  it  is  not  our  role.  Many 
of  the  housing  authority  people  do.  But  many  other  systems  in  the 
United  States  are  bypassing  their  people. 

I  mean  they  are  not  the  only  ones,  the  churches  are  bypassing 
them,  everybody  else  is  bypassing  them.  But  someone,  if  they  want 
to  have  success  with  poverty  in  the  United  States,  has  got  to  decide 
they  are  going  to  focus  real  resources  in  the  public  housing  devel- 
opments to  recognize  that  many  of  these  people  have  poor  edu- 
cations, they  have  frequently  lousy,  public  schools  nearby,  poor 
health  care  services,  and  they  are  in  isolated  locations.  If  somebody 
wants  to  hit  a  home  run  in  terms  of  progress,  of  getting  people  up 
and  work  and  going,  they  will  focus  the  resources  on  the  residents 
of  public  housing  in  some  meaningful  way. 

Mr.  Lewis.  Ms.  Kaptur,  very  stimulating  line  of  questioning. 
Every  indication  is  that,  to  say  the  least,  we  failed  miserably  if  we 
are  talking  about  an  up  and  out  and  opportunity  pathway,  by  way 
of  the  public  housing  system.  It  is  apparent  that  subsidies  given  in 
the  past  have  largely  provided  subsidies  for  people  who  stayed  in 
the  locations  in  which  they  happened  to  find  a  housing  opportunity. 

I  might  mention  that  we  asked  the  Comptroller  General  of  the 
Department  of  Defense  the  other  day  to  give  us  more  detailed  in- 
formation regarding  those  who  qualify  for  programs  like  food 
stamps  and  at  what  category  does  that  impact  our  working  mili- 
tary. 

Apparently,  the  record  is  not  complete  yet,  but  apparently  at  the 
E-3  level  and  below,  which  involves  a  member  of  the  military  with 
a  wife  and  one  child,  that  family  qualifies  for  food  stamps  in  most 
circumstances.  To  say  the  least,  we  have  got  a  lot  of  work  to  do  to 
figure  out  what  is  happening  in  our  society  when  the  formulae  flow 
in  that  form.  Startling  information,  at  least  to  this  Member,  and 
I  look  forward  to  pursuing  your  line  of  questioning. 

Ms.  Kaptur.  Mr.  Chairman,  if  I  may  just  say,  I  want  to  apologize 
to  Mr.  Grogan,  some  of  the  other  witnesses  that  are  waiting  to  tes- 
tify, because  I  have  to  go. 

Mr.  Lewis.  They  are  anxious  to  have  you  stay  and  question 
them. 

Ms.  Kaptur.  I  know,  but  I  will  read  the  testimony.  And  thank 
Mr.  Cavanaugh  as  well. 
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Mr.  Lewis.  Mr.  Cavanaugh,  you  have  spent  a  lot  of  time  with  us, 
but  it  is  very  valuable  time. 
Mr.  Knollenberg. 

MODELS  FOR  HOUSING  AUTHORITIES 

Mr.  Knollenberg.  Mr.  Chairman,  thank  you.  I  will  be  fairly 
brief  so  we  can  get  into  the  next  item  on  the  menu.  But  I  applaud 
some  of  the  things  you  are  suggesting  in  terms  of  cutting  or  demol- 
ishing and  disposing  of  long-term,  vacant  buildings,  and  I  can  as- 
sure you  that  the  one-for-one  replacement  item  has  got  to  change. 

You  mentioned  Mr.  Schumer  being  one  of  the  people  that  helped. 
Just  for  the  record,  I  remind  you  that  myself,  Ms.  Roukema,  and 
Mr.  Baker  also  were  involved  in  that.  And  we  were  successful  in 
getting  the  Chairman  of  the  Banking  Committee,  the  Subcommit- 
tee on  Housing,  to  get  that  into  the  mark.  I  want  to  speak 

Mr.  Cavanaugh.  The  Schumer  thing  was  in  1990 

Mr.  Knollenberg.  I  am  sorry,  we  are  talking  about  1990,  I  beg 
your  pardon. 

Mr.  Cavanaugh.  But  in  1992,  that  array,  Mrs.  Roukema  and 
yourself,  did  a  great  job  in  moving  Chairman  Gonzalez  in  a  direc- 
tion that  it  seemed  he  would  not  go,  in  liberalizing  the  one-for-one 
replacement.  We  are  very  grateful.  We  hope  H.R.  3838  comes  back. 
There  is  a  lot  of  things  in  there  that  would  reform  things,  and 
strong  bipartisan  support,  and  replacements  could  be  further  re- 
laxed. 

Mr.  Knollenberg.  Hope  it  will  now.  The  next  point  I  wanted  to 
bring  up  was  in  regard  to  rent  reform.  You  mentioned  very  briefly, 
and  as  you  know,  I  know  Ms.  Kaptur  referred  to  the  fact  that  pub- 
lic housing  should  be  temporary,  I  think  originally  was  designed  to 
be  temporary,  it  was  supposed  to  be  a  place  to  start.  And  one  of 
the  things  that  I  wanted  to  point  out  is  it  also,  in  that  same  103d 
Congress,  I  introduced  a  bill  called  the  Rent  Reform  Act,  in  which 
a  number  of  features  in  the  bill  were  introduced  and  were  accepted 
to  the  committee. 

In  fact,  it  passed  banking,  went  on,  as  you  said  correctly,  to  pass 
on  the  House  Floor,  and  eventually  went  to  Senate  where  it  died. 
But,  hopefully,  we  can  reintroduce  that  bill,  and  I  think  that  there 
is  enough  support  in  Congress  to  see  something  happen. 

What  I  would  like  to  ask  you,  is — and  when  we  produce  the  logic 
for  the  bill,  we  found  that  in  certain  models  that,  as  you  correctly 
state,  there  is  a  disincentive  for  an  individual  in  public  housing  to 
go  out  and  get  work. 

What  we  found  was  that  somebody  was  on  public  housing  that 
did  just  that,  went  out  and  got  a  40-hour  job,  and  we  used  the 
Georgia  model  as,  another  in  Tennessee,  and  I  think  a  third  State. 
We  found  that  the  highest  tax  rates,  the  marginal  tax  rates  are  not 
paid  by  people  in  board  rooms.  They  are  paid  by  these  folks  in  pub- 
lic housing.  We  found  that  on  average,  a  woman  with  two  children, 
got  a  full-time  job,  wound  up  making  $132  less,  just  because  they 
began  to  lose  medicaid  and  food  stamps,  her  rent  went  up  some- 
times by  a  factor  of  two  or  three  times.  What  kind  of  design,  what 
kind  of  plan  would  you  architect  to  avoid  or  to  improve  on  that  sit- 
uation in. 
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Mr.  Cavanaugh.  Well,  I  think  everyone  appreciated  your  leader- 
ship on  the  rent  reform  last  year.  And  I  think  you  are  probably  re- 
ferring to  the  eloquent  testimony  of  Barbara  Burgee  from  the  Rich- 
mond housing  authority.  I  think  it  was  some  of  the  most  useful  tes- 
timony. Together,  by  the  way,  with  Susan  Gaffney's  more  recently 
that  has  been  given  in  the  program,  is  that  we  think  the  ceiling 
rent  is  very  important,  and  we  would  like  to  think  that  some  would 
address  her  problem  of  losing  medicaid  benefits. 

We  have  advocated,  I  think  it  is  in  the  testimony,  that  there  be 
some  period  of  time  when  a  person  goes  to  work  that  they  have  a 
reasonable  period  of  time  when  their  medicaid,  AFDC  and  food 
stamps  are  protected.  Congress  will  have  to  decide  what  that  pe- 
riod is. 

Mr.  Knollenberg.  Two  years? 

Mr.  Cavanaugh.  I  would  think  two  years.  In  the  gateway  bill, 
we  sought  to  get  an  18-month  to  two-year  period  for  protection  of 
people's  benefits,  so  they  could  get  their  feet  on  the  ground  and 
could  do  something  to  arrange  for,  among  other  things,  if  they  are 
a  parent,  for  health  care.  And  some  of  these  things  get  caught  in 
the  cracks  of  Congress,  in  the  jurisdictions  of  Congress. 

I  mean  you  can't  change  the  medicaid  thing,  though  I  think  you 
were  moved,  affected  by  her  testimony.  And  they  can't  change  the 
ceiling  rent.  So  maybe  there  is  a  chance  to  bridge  that  here.  Be- 
cause I,  as  discussed  earlier,  it  is  almost  irresponsible  for  a  parent 
to  go  to  work  without  any  health  care  for  the  kids. 

Mr.  Knollenberg.  You  would  be  silly,  if  you  could  make  more 
money  staying  at  home  than  you  would  by  going  to  work,  you 
would  be  silly  to  go  to  work.  I  think  that  is  the  disincentive  that 
is  built  so  much  into  some  of  our  welfare  programs.  It  applies  to 
public  housing  in  particular,  because  of  the  folks  that  are  there. 
And  this  doesn't  entirely  link  up  or  dovetail  with  what  we  do  in 
this  committee,  but  it  does,  because,  frankly,  if  we  are  ever  going 
to  get  rid  of  some  of  these  problems  we  have,  we  have  got  to  ad- 
dress this  point.  I  think  very  strongly,  the  one-for-one  situation  is 
where  some  savings  are  going  to  occur,  I  believe. 

Mr.  Cavanaugh.  Some  real  money  in  them  there  hills. 

Mr.  Knollenberg.  These  people  become  taxpayers,  on  the  one 
hand,  if  they  get  a  job,  they  are  able  to  make  it,  keep  a  little  more. 
One  part  of  it,  I  traveled  through  some  of  the  housing  develop- 
ments in  Detroit,  and  I  have  seen  what  will  never  ever  rise.  There 
is  one,  1,250  units,  they  have  about  250  occupied,  and  I  can  tell 
you,  the  others  will  never  be  occupied.  And  yet,  the  water  continues 
to  run,  the  heat  continues  to  run  through  those  units.  So  we  have 
got  some  places  to  start. 

Mr.  Cavanaugh.  No,  there  is  plenty  of  opportunity  without  real- 
ly prejudicing  the  American  housing  effort,  in  my  view,  to  take  a 
lot  of  things  down. 

Mr.  Knollenberg.  Appreciate  your  testimony.  Thank  you,  Mr. 
Chairman. 

Mr.  Lewis.  Thank  you,  Mr.  Knollenberg.  Thank  you  very  much, 
Mr.  Cavanaugh.  We  will  see  you  one  more  time. 

Mr.  Cavanaugh.  And  again,  congratulations  on  your  ascendancy 
here. 

Mr.  Lewis.  Appreciate  it,  sir. 
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Mr.  Stokes.  Mr.  Chairman,  I  wonder  if  I  can  ask  unanimous 
consent  that  this  article  that  appeared  in  yesterday's  Wall  Street 
Journal,  Tuesday,  February  7th,  entitled  "Race  and  Mortgage 
Lending  in  America,"  be  entered  into  the  record  today  at  the  con- 
clusion of  the  questions  that  I  posed  to  Mr.  Cavanaugh. 

Mr.  Lewis.  It  will  be  included  in  the  record.  Thank  you,  Mr, 
Stokes. 

Mr.  Stokes.  Thank  you. 

Responses  of  Gordon  Cavanaugh  to  the  Questions  of  Congresswoman  Barbara  F. 
Vucanovich  for  the  Record  of  the  Hearing  of  February  9,  1995,  before  the  House  Ap- 
propriations Subcommittee  on  Veterans  Affairs,  HUD  and  Independent  Agencies. 
The  following  is  submitted  on  February  27,  1995  in  the  order  in  which  the  questions 
were  given. 

Question  1.  Please  share  your  reaction  to  the  President's  budget  proposal.  In  your 
view  what  are  the  highlights  and  what  are  its  downfalls  in  the  housing  area? 

Answer.  The  President's  PT  96  Budget  for  public  and  Indian  housing,  the  areas 
of  my  expertise,  is  basically  a  hard-freeze  of  the  FY  95  levels,  accompanied  by  a  con- 
solidation of  several  program  titles  into  two:  operating  subsidies  and  capital  funds. 
The  level  for  the  former  ignores  the  fact  that  the  unconsolidated  operating  subsidy 
account  has  been  underfunded  for  over  $100  million  in  each  of  fiscal  years  1994  and 
1995,  making  it  impossible  for  the  housing  authorities  to  provide  their  residents 
with  secure  and  well-maintained  properties.  The  merged  capital  fund  at  a  hard- 
freeze  level  is  not  unreasonable  given  the  constraints  of  the  Budget  Control  Act. 
However,  the  development  and  modernization  funds  for  Indian  housing  should  be 
separated  from  the  consolidation. 

Question  2.  Please  share  your  view  on  the  proposal  to  have  increased  use  of  block 
grant  funding  for  housing? 

Answer.  A  block  grant  to  public  housing  authorities  of  funds  adequate  for  their 
operating  subsidies  (i.e.,  the  difference  between  federally-controlled  rental  income 
and  reasonable  operating  costs)  and  for  modernization  of  their  units  or  acquisition 
of  replacement  units  would  be  welcome  by  PHAs  if  applied  to  buildings  that  do  not 
need  substantial  upgrading  and  if  accompanied  by  significant  relief  from  the  federal 
statutory  and  regulatory  dictates.  The  HUD  "Blueprint"  proposal  for  public  housing, 
in  its  second  stage  of  devolution  would  do  this  and  would  be  welcome  if  properly 
designed  and  if  the  funds  were  directed  to  the  PHAs.  However,  HUD's  third  stage 
wherein  all  support  for  public  housing  is  ended  and  the  residents  are  given  tenant- 
based  rental  certificates  is  ill-conceived,  will  waste  time  and  money,  will  result  in 
grave  anxieties  for  many  old  minority  residents,  and  will  undo  the  enormous  im- 
provements in  public  housing  now  underway.  My  written  and  oral  testimony  at  the 
subject  hearing  provide  a  more  extensive  answer  to  the  question.  (See  page  4  and 
Appendix  A  of  the  written  testimony.) 

Question  3.  Today  we  have  heard  many  suggestions  on  how  to  reorganize  HUD, 
but  much  of  this  will  require  authorizing  authority.  Short  of  that  authority,  what 
programs  do  you  believe  are  least  important  and  what  programs  do  you  believe  are 
most  important  to  the  operations  of  HUD  in  the  next  year? 

Answer.  The  most  important  activity  for  HUD  currently  is  to  support  the  improve- 
ments in  the  public  housing  stock — a  $90  billion  federal  investment — now  under- 
way. Specifically,  it  should  focus  on  deregulation,  on  implementation  of  HOPE  VI 
projects,  on  achieving  demolition  of  obsolete  vacant  projects,  and  on  the  appoint- 
ment of  capable  receivers  for  badly-managed  PHAs.  The  ten  thousand  or  more  pub- 
lic housing  developments  have  served  and  will  continue  to  serve  hundreds  of  thou- 
sands of  low  income  elderly  and  family  members.  In  a  time  of  scarce  federal  fund- 
ing, this  resource  should  be  conserved.  HUD  should  cease  inventing  new  activities 
for  PHAs  and  concentrate  on  ending  its  own  management  weaknesses.  For  example, 
PHAs  should  not  be  required  to  carry  out  Family  Self-Sufficiency  programs  and  sec- 
tion 3  activities;  these  are  welfare  and  employment  activities  for  which  responsibil- 
ity lies,  or  should  lie,  in  federal  and  local  agencies  other  than  HUD.  While  I  am 
less  knowledgeable  about  non-public  assisted  housing,  it  appears  that  such  pri- 
vately-owned and  federally-subsidized  housing  presents  problems  far  more  exten- 
sive, complicated,  and  costly  than  those  in  public  housing.  HUD  should  focus  on  pre- 
serving the  financial  soundness  and  low  income  character  of  such  projects. 

Question  4.  Recently,  this  subcommittee  heard  fi-om  GAO  regarding  HUD  and 
pubUc  housing  costs.  GAO  inferred  that  public  housing  authorities  lack  preventive 
maintenance,  have  an  inability  to  spend  modernization  funds  in  a  timely  manner, 
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and  have  little  accountability  for  maintenance  at  the  development  level.  Could  you 
please  respond  to  these  charges? 

Answer.  Most  public  housing  is  well-maintained  and  efficiently  operated.  This  is 
corroborated  by  the  scores  of  the  Public  Housing  Management  Assessment  Program. 
Only  91  out  of  3200  PHAs  are  on  HUD's  troubled  list.  There  is  no  study  to  my 
knowledge,  that  suggests  that  public  housing  is  more  costly  to  operate  than  private 
housing  or  is  more  costly  in  subsidy  than  section  8  certificates  or  vouchers. 

It  is  not  true  that  the  public  housing  system  fails  to  spend  modernization  in  a 
timely  fashion.  For  a  full  discussion  of  this  issue,  please  refer  to  my  written  testi- 
mony at  the  bottom  of  page  2  and  on  page  3.  The  General  Accounting  Office  shares 
this  view. 

Major  obstacles  that  PHAs  face  are:  (a)  obtaining  adequate  funds  to  do  the  job 
in  the  most  professional  manner;  the  Performance  Funding  System,  which  deter- 
mines the  amount  of  operating  subsidy,  is  an  out-of-date  1975  formula  which  greatly 
understates  costs  and  resulting  subsidies  (b)  there  is  a  backlog  of  approximately  $25 
billion  of  documented  modernization  needs;  (c)  demolition  of  worthless  structures 
are  prevented  by  unreasonable  and  burdensome  statutory  and  regulatory  require- 
ments. 

The  worst  blow  to  decent  public  housing  was  the  action  of  this  subcommittee  in 
its  rescission  bill  clawing  back  over  $2.5  bilUon  in  current  appropriations  that  deter- 
mine living  conditions  in  public  housing  and  that  address  those  conditions  that  are 
the  subject  of  the  question.  If  the  subcommittee's  bill  becomes  law,  it  will  be  the 
most  irresponsible  act  I  have  seen  in  thirty  years'  involvement  in  subsidized  housing 
programs  at  the  local  and  federal  level.  Rescission  of  the  operating  funds  will  result 
in  intolerable,  unsafe  conditions  for  the  residents  and  will  force  PHAs  to  forgo  nor- 
mal maintenance  and  security,  go  deeply  into  debt,  consider  bankruptcy,  and  in 
some  cases,  close.  The  modernization  monies  the  subcommittee  seeks  to  rescind  are 
already  in  process  to  fulfill  plans  and  commitments  which  the  PHAs  have  made  in 
good  faith  to  their  residents  with  no  hint  that  they  were  pursuing  anjrthing  but 
proper  purposes.  The  cuts  will  result  in  hazardous  conditions,  increases  in  htigation, 
and  shabby  and  unsafe  conditions  for  the  more  than  half  a  milhon  poor  old  women, 
the  million  and  a  half  children,  and  the  tens  of  thousands  of  physically  and  mentally 
disabled  persons  who  reside  in  public  housing.  The  PHAs  have  contractual  rights 
in  such  of  these  funds  as  have  been  placed  under  contract. 

Question  5.  Critics  of  HUD  claim  that  HUD  has  not  spent  enough  time  on  the 
condition  of  the  units  or  the  management  of  the  housing  agencies.  Unacceptable  con- 
ditions still  plague  the  system.  What  are  your  recommendations  to  improve  the 
quality  of  public  housing? 

Answer.  Attached  to  my  written  testimony,  as  Appendix  A,  is  "CLPHA  Calls  for 
Major  Reform  of  Pubhc  Housing,"  which  sets  forth  in  detail  our  recommendations 
for  improving  the  program. 

Most  important,  stop  the  rescission  of  funds  for  operating  subsidies,  moderniza- 
tion and  revitalization  of  severely  distressed  public  housing.  AH  other  answers  be- 
come meaningless  should  the  rescission  become  effective,  because  the  pubhc  housing 
stock  will  fall  into  such  a  state  that  normal  recommendations  for  improvements  will 
have  little  value. 
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Thursday,  February  9,  1995. 
NATIONAL  LEAGUE  OF  CITIES 
WITNESS 

ALBERT     EISENBERG,     CHAIRMAN,     ARLINGTON     COUNTY     BOARD, 
ARLINGTON,  VIRGINIA 

Mr.  Lewis.  Our  next  witness  is  Albert  Eisenberg,  Chairman,  Ar- 
lington County  Board.  He  is  representing  the  National  League  of 
Cities.  Mr.  Eisenberg,  we  do  appreciate  your  waiting.  I  hope  I 
haven't  totally  ruined  your  schedule,  but  it  has  been  very  valuable 
testimony. 

Mr.  Albert  Eisenberg's  Summary  Remarks 

Mr.  Eisenberg.  Thank  you,  Mr.  Chairman,  members  of  the  sub- 
committee, I  am  Albert  V.  Eisenberg,  Chairman  of  the  Arlington 
Virginia  County  Board,  a  five-member  governing  body  of  this  urban 
county  of  182,000  people.  There  is  life  outside  the  cemetery,  I 
promise  you.  We  are  an  all-purpose  government.  And  although  we 
are  a  county,  we  are  very  happy  to  pay  our  dues  to  the  National 
League  of  Cities  and  they  are  very  happy  to  receive  us  as  one  of 
their  members.  NLC  represents  150,000  elected  officials  from 
16,000  communities.  I  will  summarize  my  written  statement,  ask 
it  be  included  in  the  record. 

Mr.  Lewis.  It  will  be. 

Mr.  Eisenberg.  We  will  also  have  a  statement  involving  environ- 
mental programs,  and  thank  you  very,  very  much  for  having  me 
and  for  having  us  represented  here  today.  And  I  enjoyed  the  wait. 
I  learned  a  lot.  And  I  very  much  appreciate  the  opportunity  to  be 
here. 

Local  leaders  recognize  that  we  have  entered  a  period  of  great 
change,  great  implication  for  local  government  and  the  people  that 
we  serve.  We  are  concerned  about  the  future.  We  welcome  the  de- 
bate, however,  about  change. 

We  do  not  shrink  from  it.  We  think  the  changed  political  environ- 
ment— and  this  gives  me  an  opportunity  to  congratulate  you,  as 
well,  on  your  ascendancy — can  provide  the  opportunity  to  stream- 
line the  way  the  Federal  Government  does  its  business  and 
strengthen  the  relationships  that  it  has  with  us  at  the  local  level. 

We  think  that  successful  government  realignment  has  really  got 
to  rest  on  a  partnership.  It  is  a  hackneyed  phrase,  but  still  works. 
Partnership  that  balances  decision-making  responsibilities  among 
elected  officials  at  the  different  levels  of  government.  We  think  that 
the  administration  and  the  Congress,  in  looking  at  its  role  with  re- 
spect to  housing  and  community  development,  as  well  as  other 
things,  ought  to  be  guided  by  four  basic  principles:  equity,  federal- 
ism that  works,  efficiency,  and  investment  in  the  future.  And  we 
have  got  a  statement  attached  to  my  regular  statement  that  goes 
into  these  in  more  detail. 

Congress  and  the  administration  have  pledged  to  streamline  gov- 
ernment. You  want  to  balance  the  budget,  shift  program  and  policy 
responsibilities  to  States,  municipalities  and  the  private  sector.  If 
you  want  to  do  this  with  any  credibility,  our  sense  is  you  are  going 
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to  have  to  cut  programs,  change  poHcies,  probably  enact  some 
forms  of  new  block  grants  and  do  business  in  a  new  way. 

What  you  are  going  to  do  is  going  to  have  a  lot  of  effect  on  local 
governments  and  the  people  that  we  serve.  And  our  hope  is  very 
sincerely  that  when  you  do  that,  you  do  it  in  a  way  that  continues 
to  serve  valuable  national  purposes,  and  serve  local  ones  at  the 
same  time. 

With  the  principles  we  have  articulated  we  think  can  do  that. 
The  focus  today  is  on  housing  and  community  development  pro- 
grams specifically.  We  think  the  Congress  does  have  a  fresh  new 
opportunity  to  evaluate  the  Department  and  its  activity  in  new 
ways,  from  new  advantage  points,  to  see  if  there  is  a  better  way 
to  divide  the  responsibilities,  solve  the  problems  for  our  urban  peo- 
ple, and  their  lives  in  more  responsible,  less  expensive  and  more 
productive  and  less  bureaucratic  ways. 

Again,  the  debate  is  a  healthy  one.  Regardless  of  the  ideology 
that  is  brought  before  the  Nation  in  this  body,  we  are  concerned 
that  change  not  just  make  things  different,  but  better.  Otherwise, 
people  at  the  local  level  are  going  to  suffer.  There  has  been 
progress. 

Let  me  address  equity.  There  has  been  progress  in  housing  as- 
sistance and  community  development  over  the  years.  Figures  that 
you  received  many  times  indicate  how  far  we  have  left  to  go. 

In  my  community,  very  wealthy  community,  we  have  over  9,000 
households  that  pay  too  much  in  rent  or  live  in  substandard  hous- 
ing, pretty  much  the  former.  And  it  is  tough  to  be  poor  in  a  wealthy 
community. 

Right  now  the  Federal  Government,  as  I  understand,  is  paying 
about  $24  billion  to  help  people,  just  those  in  poverty,  in  terms  of 
receiving  various  kinds  of  housing  assistance.  On  the  other  hand, 
there  is  $84  billion  that  goes  out  from  the  Federal  Government,  or 
at  least  it  isn't  collected,  in  terms  of  mortgage  interest  and  prop- 
erty tax  deductions. 

Our  sense  is  that  equity  demands  that  the  real  change  in  direc- 
tion for  this  Congress  should  indicate  a  comprehensive  review,  di- 
rect spending  tax  policies,  expenditures,  regulatory  programs,  cred- 
it programs,  put  them  all  on  the  table,  look  at  them  all. 

Inspect  those  that  affect  the  most  vulnerable  in  our  society  at  the 
same  time  that  you  inspect  those  that  affect  the  least  vulnerable. 
They  ought  to  be  looked  at  together.  It  is  our  hope  that  there  will 
be  a  very  sound  Federal  system.  We  think  the  Federal  Government 
has  a  very  strong  role  to  play  in  dealing  with  the  problems  and 
needs. 

Housing  and  community  development  are  local,  but  they  have 
national  impact,  and  we  think  that  the  Federal  Government  should 
not  withdraw  from  that.  We  would  also  say  to  you,  do  not  pass  the 
buck  without  the  dollar,  do  not  impose  unfunded  mandates  that  we 
have  no  voice  in  developing.  And  I  know  you  all  have  been  working 
very  hard  on  that.  Do  not  leave  national  problems  and  duties  on 
our  doorstep  and  steal  away  into  the  night. 

The  problems  of  our  cities  and  urban  areas  are  not  the  sole  re- 
sponsibility of  local  government,  and  the  conditions  did  not  become 
needs,  needs  did  not  become  problems,  and  problems  did  not  be- 
come desperation  by  local  action  alone.  We  had  plenty  of  help  from 
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Federal  policies,  many  well  meaning.  And  to  fix  them,  we  need  the 
Federal  Government  as  a  partner. 

We  understand  that  many  things  that  HUD  is  doing  needs  dra- 
matic revision.  We  have  no  specific  quarrel  with  block  grants. 
There  are  many  in  place  now.  We  welcome  flexibility  in  meeting 
national  goals.  HUD's  blueprint,  however,  was  an  internal  docu- 
ment that  cities  received  with  virtually  no  consultation,  outside 
study  and  review.  And  as  HUD  attempts  to  turn  the  blueprint  into 
reality,  and  as  Congress  considers  HUD's  notion  on  its  own,  local 
governments  deserve  to  be  partners  in  crafting  the  program. 

We  ask  for  this  for  two  very  simple  reasons.  We  know  something, 
and  people  have  a  right  to  be  involved  in  decisions  that  affect 
them.  If  change  is  desirable,  we  want  to  make  sure  that  the  change 
we  get  is  the  one  we  need.  Before  anybody  makes  radical  changes 
in  the  way  business  is  done,  it  probably  makes  some  sense  to  look 
at  demonstration  projects  and  studies  before  massive  changes  are 
affected  that  we  really  don't  know  what  the  result  is  going  to  be. 
And,  obviously,  NLC  stands  ready  to  work  with  you  in  developing 
this. 

Efficiency.  Any  Federal  program  reassessment  should  be  de- 
signed to  result  in  improved  performance,  whether  we  are  talking 
about  jobs  created  or  housing  rehabilitated,  crime  reduced,  or  ar- 
rested, or  investment  obtained.  Some  of  the  problems  that  we  face 
have  got  to  be  dealt  with  on  a  regional  level. 

Transportation,  matching  jobs  to  housing,  correctional  facilities. 
Everybody  can't  have  just  their  own.  In  some  cases  these  things 
have  to  be  developed  at  the  regional  level.  We  would  ask  that  in 
looking  at  the  issues,  you  look  at  things  at  the  regional  level. 

We  also  ask  that  you  consider  the  benefits  of  action  over  the  cost 
of  inaction.  Deferred  maintenance  simply  costs  more  in  dollars  and 
trouble  later  on  whether  you  are  dealing  with  housing  or  anything 
else.  Reducing  Federal  assistance  for  homelessness  or  for  housing 
development  will  simply  cost  more  over  the  long  run.  And  I  will 
submit  to  you  that  reliance  entirely  on  the  private  sector  to  take 
care  of  these  problems  is  just  pure  fantasy.  It  is  not  going  to  hap- 
pen. 

In  establishing  Federal  evaluations  and  performance  standards, 
there  really  ought  to  be  some.  Set  the  broad  parameters  and 
thresholds,  and  hold  the  localities  to  what  they  say  they  will  do. 
Not  to  some  artificial  established  goal. 

In  other  words,  set  broad  parameters,  let  us  work  within  them. 
Set  broad  performance  standards,  but  let  us  be  the  ones  to  fulfill 
those  standards  in  our  own  way,  and  then  judge  us  on  what  we  say 
we  will  do. 

As  programs  devolve  to  the  local  level,  public  participation  be- 
comes an  increasingly  important  element  of  policy-making.  So  we 
would  ask  that  the  extent  to  which  the  block  grants  are  created, 
there  be  a  very  hefty  element  of  public  participation. 

Efficiency  demands  that  programs  work  together,  not  at  cross- 
purposes.  It  is  common  sense  to  approach  problems  on  a  com- 
prehensive, coordinated  basis.  Piecemeal,  constrained  efforts  are 
doomed  to  failure,  and  they  waste  a  lot  of  money. 

We  already  have  some  experience  with  the  Enterprise  Zone  Pro- 
gram. At  the  Federal  level  they  might  be  new,  but  they  are  not  all 
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that  new  at  the  local  and  State  level.  The  notion  is  to  bring  pro- 
grams and  activities  and  resources,  public,  private.  Federal,  non- 
Federal,  together  in  a  critical  mass,  to  treat  a  whole  person  and  a 
whole  neighborhood  and  a  whole  community  and  a  whole  set  of 
problems  together. 

HUD's  consolidated  planning  process,  which  is  just  the  first  cous- 
in of  the  enterprise  zone  program,  we  think  offers  some  programs 
in  this  regard.  Tax  breaks  for  hiring  workers  in  deteriorated  areas 
may  be  useful,  but  not  if  the  workers  get  shot  at  on  the  way  to 
work  and  can't  make  change  when  they  get  there. 

We  really  need  to  deal  with  comprehensive  solutions,  comprehen- 
sive approaches.  And  block  grants  can  provide  an  opportunity  for 
that  if  the  framework  for  their  use  is  properly  crafted. 

Let  me  quickly  move  on,  and  then  stop.  In  terms  of  investment 
for  the  future,  another  principle,  basic  common  sense.  Reasonably 
balance  short-term  gains  with  the  long  term.  Vouchers  only  pay  the 
rent.  They  don't  build  or  rehabilitate  anything.  And  they  have  got 
to  be  balanced  by  other  efforts  that  build  value  and  encourage  long- 
term  investment  that  stabilize  and  sustains  the  local  economy. 

You  can't  just  give  people  a  pile  of  money  and  ask  them  to  go 
find  their  way.  We  are  dealing  not  just  with  the  issue  of  people. 
We  are  also  dealing  with  the  issues  of  place.  There  are  a  number 
of  core  programs  that  HUD  has  that  we  find  particularly  valuable. 

We  ought  to  make  sure  that  they  work  together;  that  they  com- 
plement one  another.  And  in  a  number  of  ways,  they  do.  We  think 
the  Community  Development  Block  Grant  Program,  which  is  a 
block  grant,  it  is  what  was  done  20  years  ago.  It  forms  the  basis 
of  any  block  granting  that  you  all  would  be  engaged  in  today.  It 
is  the  workhorse  of  our  activity  at  the  local  level. 

Ninety  percent  of  its  expenditures  have  gone  to  benefit  low  and 
moderate  income  people.  And  we  think  it  has  done  a  very  good  job 
because  it  is  flexible,  and  it  does  match  people  and  place.  It  also 
provides  the  glue  for  a  lot  of  the  projects  that  bring  together  a 
whole  variety  of  other  resources  and  helps  make  them  happen. 

The  HOME  program,  the  housing  production  side  of  things,  is  a 
block  grant  of  its  own,  and  we  think  it  works  well  as  a  partner 
with  CDBG  and  other  programs.  Thirty-seven  thousand  families 
have  received  affordable  housing  through  this  program  through  Oc- 
tober of  last  year.  And  virtually  all  the  funds  that  HOME  uses  for 
tenant-based  assistance  goes  to  people  with  less  than  their  50  per- 
cent of  their  area's  need. 

FHA,  mortgage  insurance,  is  a  very  vital  part  of  housing  policy, 
particularly  provides  better  credit  access  for  people  who  would  not 
otherwise  have  it.  There  is  some  sense  in  taking  a  look  at  how  the 
role  of  FHA  can  be  assumed  at  least  in  part  by  the  private  sector. 
The  world  has  changed  since  it  was  first  established. 

Explosion  of  new  mortgage  instruments,  you  have  got  State  hous- 
ing finance  agencies  out  there.  I  am  on  the  Virginia  housing  devel- 
opment authority,  and  I  have  seen  how  finance  agencies  can  serve 
people  of  low  and  moderate  income. 

Housing  assistance.  Heard  a  lot  of  the  discussion  that  you  all 
have  just  held.  It  is  time  to  reform  public  housing.  It  is  passed 
time.  Other  housing  assistance  programs  as  well.  There  really  is  a 
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need  for  restructuring  programs,  improving  HUD's  information  and 
financial  systems,  internal  controls,  overall  management. 

There  are  many  public  housing  authorities,  projects,  that  serve 
well.  There  is  a  lot  of  scatter-site  housing  out  there  that  is  not  com- 
bined in  these  big  old  projects,  where  people  are  crammed  into 
neighborhoods  that  don't  work,  and  public  housing  projects,  large 
ones,  they  are  neighborhoods.  It  is  not  just  housing,  it  is  a  neigh- 
borhood. Too  often  with  conditions  that  no  one  would  want  to  live 
in. 

I  will  suggest  to  you  that  part  of  the  problem  here  is  HUD's  in- 
sistence and  congressional  insistence  that  the  housing  not  just  be 
modestly  appointed,  but  that  it  be  cheap.  And  cheap  housing  is 
cheap  housing.  When  it  looks  cheap,  when  it  is  constructed  of 
cheap  materials,  you  just  send  the  biggest  and  most  visible  mes- 
sage to  everybody  around  that  it  is  housing  that  is  really  not  worth 
very  much. 

And  I  send  the  same  message  to  the  people  that  have  to  live  in 
it.  But  if  you  are  going  to  change  things  and  make  public  housing 
compete  in  the  private  market  with  units  that,  in  some  cases,  don't 
serve  very  well  and  are  not  well  built,  I  think  that  is  going  to  be 
a  problem. 

If  you  transition  to  a  new  model  of  public  housing,  you  have  got 
to  take  care  of  what  is  going  to  happen  to  the  people  who  are  there 
now.  Vouchers  and  certificates  serve  only  one  purpose.  They  help 
pay  the  rent. 

In  fact,  every  housing  program  ever  developed  does  one  thing; 
tries  to  cover  the  gap  between  what  low-income  tenants  can  afford, 
and  what  it  costs  to  build  and  operate  the  building. 

Vouchers  can  work  well  where  there  is  a  lot  of  housing  that  is 
suitable.  When  you  have  got  families  with  kids,  it  is  very  hard  to 
find  a  place  in  many  of  the  urban  areas  of  this  country.  It  can  work 
well  when  you  have  got  a  building  that  you  rehabilitate  and  you 
have  got  to  prevent  a  lot  of  displacements.  You  can  slip  vouchers 
in  there  and  help  subsidize  some  of  these  people  so  they  wouldn't 
end  up  being  boat  people  in  their  own  community.  But  if  you  don't 
have  sufficient  housing,  if  you  don't  have  suitable  housing,  if  you 
don't  have  housing  that  matches  the  people,  the  vouchers  are  not 
going  to  work  very  well  and  there  has  to  be  some  kind  of  produc- 
tion element  in  there. 

Let  me  close  by  saying  that  despite  years  of  frustration  that 
many  of  our  members  experience  with  HUD,  we  cannot  say  that 
the  Department  deserves  to  be  closed  and  its  programs  scattered 
to  the  wind.  In  my  view,  that  will  make  your  job  and  my  job  a  lot 
harder,  as  we  have  to  go  to  different  windows  instead  of  just  one 
to  try  to  get  the  job  done. 

There  are  a  lot  of  windows  at  HUD,  but  I  think  scattering  them 
through  different  departments  is  just  mind-boggling.  HLTD  has 
begun  to  recognize  that  its  programs  need  to  work  together,  and  I 
can't  stress  that  too  heavily.  They  have  got  to  work  together  with 
the  local  level. 

At  the  same  time,  HUD  needs  to  make  sure  that  its  own  offices 
collaborate  more  closely.  Don't  tell  the  locals  to  get  their  act  to- 
gether, if  you  are  not  telling  your  own  people  in  your  own  compart- 
ment to  get  their  act  together.  HUD  has  increasingly  sought  to 
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eliminate  the  gotcha  approach  to  Federal  program  oversight,  but 
that  message  is  still  not  fully  understood  at  its  field  offices.  And, 
of  course,  to  the  extent  that  the  Congress,  with  all  due  respect, 
hands  HUD  laws  that  are  tough  to  administer,  that  just  makes  the 
problems  greater. 

Just  as  we  do  not  want  the  Congress  micromanaging  the  Depart- 
ment, we  do  not  want  the  Department  to  micromanage  local  gov- 
ernment. American  cities  want  to  work  with  this  government,  we 
want  to  work  with  the  Congress.  There  are  problems  out  there 
clearly  that  we  need  to  address  in  new  ways.  We  think  the  Depart- 
ment and  the  Congress  together  have  a  role  in  this,  and  we  would 
like  to  be  part  of  the  process  for  making  change  happen.  We,  again, 
appreciate  your  having  us  today. 

[The  information  follows:] 
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Testimony  of 

Albert  C.  Eisenberg 

Chairman,  Arlington  County  Board 

Before  the 

Committee  on  Appropriations 
Subcommittee  on  VA,  HUD  and  Independent  Agencies 

United  States  House  of  Representatives 

February  9,  1995 

Congressman  Stokes  and  members  of  the  Subcommittee:  I  am  Al  Eisenberg, 
Chairman  of  the  Arlington  County  Board,  and  a  member  of  the  National  League  of 
Cities  (NLC).  I  am  here  today  to  testify  on  behalf  of  NLC  on  the  importance  of  the 
federal  government's  role  in  housing,  community  and  economic  development.  NLC 
represents  some  150,000  elected  officials  from  16,000  cities  and  towns  throughout 
the  country. 

The  leaders  of  our  nation's  cities  and  towns  recognize  it  is  time  for  a  significant 
change  in  governance;  particularly  the  role  of  the  federal  government.   NLC  supports 
fundamental  changes  to  reduce  federal  deficits  and  to  realign  government  so  it 
becomes  more  efficient,  effective,  responsive  and  accountable. 

NLC  believes  that  a  more  streamlined  intergovernmental  system  would  offer 
significant  opportunities  for  cities  and  towns  to  be  more  responsive  to  the  needs  of 
their  communities  and  enable  them  to  develop  more  innovative  and  cost  effective 
methods  of  delivering  programs,  services  and  financing  infrastructure.   This  would 
also  enhance  public  involvement  and  restore  public  confidence  in  government. 

However,  we  believe  that  any  successful  effort  to  realign  government  must  be  based 
on  a  partnership  of  balancing  decision-making  responsibility  among  local,  state  and 
federal  elected  officials.  As  we  work  together  in  this  partnership  to  reassess  housing 
and  community  development  programs  and  to  recommend  significant  changes,  we 
believe  that  we  should  all  be  guided  by  four  basic  principles: 

-  equity; 

-  effective  federalism; 

-  efficiency;  and 

-  investment  in  the  future. 

These  are  the  basic  principles  on  which  NLC  leaders  have  based  our  "Statement  of 
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Principles  Regarding  National  Governance."   You  will  find  a  copy  of  our  full  Statement 
of  Principles  attached  to  my  testimony. 

Both  Congress  and  the  administration  have  pledged  to  streamline  government, 
balance  the  federal  budget  and  shift  program  and  policy  responsibilities  to  states, 
municipalities  and  the  private  sector.   To  be  credible,  this  will  require  program  cuts, 
policy  changes,  new  block  grants  and  other  funding  approaches.    NLC  understands 
that  municipal  input  will  be  irrelevant  if  all  we  offer  is  a  plea  for  more  federal  money 
and  less  federal  restriction.   We  also  know  that  local  elected  officials  will  have  to  deal 
with  the  effects  of  whatever  changes  are  made,  and  we  appreciate  your  recognition  of 
this. 

We  welcome  today's  congressional  interest  in  HUD  and  housing  and  community 
development  programs.   This  gives  all  of  us  an  excellent  opportunity  to  responsibly 
evaluate  together  the  role  of  government  (federal,  state  and  local)  in  the  support  and 
delivery  of  housing  assistance  and  community  and  economic  development  to 
communities  throughout  the  country. 


Equity 

Since  passage  of  the  Housing  Act  in  1937,  the  federal  government  has  had  a  goal  of 
assuring  every  American  family  decent,  safe  and  sanitary  shelter.   For  more  than  two 
decades,  the  federal  government  has  supported  local  initiatives  to  provide  basic 
services,  housing  and  economic  development  in  cities  through  Community 
Development  Block  Grants  and  other  housing  programs. 

As  Congress  reassesses  federal  housing  policy,  programs  and  expenditures,  NLC 
urges  you  to  keep  the  issue  of  equity  in  mind   and  in  particular  the  impact  of  policy 
changes  and  program  reductions  and  eliminations  on  the  poorest  families  in  our 
communities.   Today: 

-  Of  the  12.9  million  households  that  live  below  the  poverty  level,  21  percent 
receive  a  housing  subsidy  while  79%  receive  no  subsidy. 

Source:  National  Housing  Survey,  1991 


In  contrast,  the  country's  largest  and  most  costly  housing  program  is  outside  this 
committee's  jurisdiction  and  exempt  from  any  annual  budget  authorization,  or 
appropriations  scrutiny.   It  is  the  homeowner  benefit  of  mortgage  interest  and 
property  tax  deductions.   In  1994  this  was  $84  billion  while  federal  outlays  for  housing 
for  low-  and  moderate-income  Americans  were  $23.8  billion. 
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Does  this  represent  equity? 


With  this  question  in  mind,  Mr.  Stokes,  NLC  believes  that  all  federal  programs  should 
be  reviewed  comprehensively,  including  all  spending  areas,  tax  expenditures, 
regulatory  programs,  credit  programs  and  tax  policies.  As  we  reassess  federal  and 
community  development  programs  which  benefit  low-  and  moderate  income 
Americans,  let's  expose  all  programs  to  equal  scrutiny.   NLC  believes  that  everything 
should  be  on  the  table,  including  defense  spending.  Social  Security  and  tax  credits. 


Effective  Federalism 

Mr.  Stokes,  we  believe  that  an  effective  federal,  state  and  local  government 
partnership  will  be  essential  if  we  are  to  achieve  change  without  major  disruptions  in 
cities  and  towns.   We  trust  that  Congress  will  not  impose  unfunded  mandates  or 
disproportionate  responsibilities  on  cities  by  reducing  federal  involvement  and  leaving 
national  problems  and  duties  on  our  doorstep.  We  recognize  that  housing  the 
nation's  poor  and  revitalization  of  urban  economies  will  require  a  federal  response. 
State  and  local  governments  are  ready  to  work  as  full  partners  in  the  design  and 
implementation  of  policies  and  programs  to  accomplish  agreed  upon  objectives. 

Before  making  major  changes  in  the  delivery  and  amount  of  federal  housing 
assistance,  we  urge  you  to  establish  demonstration  projects  to  test  new  approaches. 
NLC  member  cities  would  like  to  work  with  your  subcommittee  and  staff  to  develop 
demonstration  projects  to  test  to  see  what  will  work  best.  We  do  not  believe  it  would 
be  wise  to  try  and  change  programs  affecting  so  many  people  overnight.   Rather,  we 
think  it  would  make  sense  to  test  some  different  ideas  in  a  number  of  cities  to 
determine  which  would  work  most  effectively. 

Crisis  of  national  proportions 

I  would  like  to  speak  briefly  to  the  severity  of  the  housing  problems  we  face  and  to 
highlight  several  programs  that  are  working  and  that  have  contributed  efficiently  and 
effectively  to  solutions  in  cities  and  towns. 

Today,  decent  housing  is  unaffordable  for  millions  of  poor  Americans.  They  have 
been  forced  into  this  untenable  situation  due  to  rising  costs,  shrinking  real  wages  and 
lack  of  affordable  rental  properties.   The  housing  needs  of  low  and  moderate  income 
Americans  represent  a  crisis  of  national  proportions.   It  is  estimated  that  only  30 
percent  of  all  families  eligible  (with  incomes  of  80  percent  of  median  or  less)  for 
housing  assistance  are  actually  served  by  federal  low  income  housing  programs. 
This  crisis  is  caused  by  a  combination  of  forces; 

-  The  real  incomes  of  the  bottom  quartile  of  renter  households  was  $10,700  in 


1083 


1991  dollars.   In  1989  it  had  dropped  by  30  percent,  to  $7,600; 

-  The  number  of  renter  households  in  the  bottom  quartile  increased  from  5.6 
million  in  1970  to  7.9  million  by  1989; 

-  The  number  of  low-cost,  unsubsidized  rental  units  has  dropped  dramatically 
while  housing  assistance  has  not  been  increased  to  offset  these  losses; 

Source:  Out  of  Reach,  prepared  by  Gushing  Dolbeare  September  1991,  for  the  Low  Income 
Housing  Coalition 


CDBG 

Mr.  Stokes,  as  a  resident  and  Representative  of  Cleveland,  you  have  seen  first-hand 
that  the  investments  of  the  Community  Development  Block  Grant  program  improved 
and  revitalized  the  local  economy  and  produced  long-term  benefits  and  revitalization 
in  your  city  and  the  surrounding  urban  area,  as  well  as  in  the  state  and  has 
contributed  to  the  national  well  being.   The  flexibility  of  CDBG  program  has  allowed 
communities  to  respond  to  their  particular  development  needs  and  to  target 
assistance  to  low-and  moderate-income  Americans  which  was  the  intent  of  Congress. 

Both  the  Community  Development  Block  Grant  and  HOME  programs  have  worked 
extremely  well  for  cities  and  towns. 

CDBG  has  provided  decent  housing,  suitable  living  environments  and  economic 
opportunities  for  low  and  moderate  income  Americans  for  twenty-one  years.   CDBG's 
long-term  investment  criteria  have  produced  jobs,  revitalized  urljan  centers,  built 
communities  and  expanded  infrastructure.   CDBG  has  provided  benefits  and  returns 
to  all  levels  of  government. 

In  towns,  cities  and  metropolitan  areas  throughout  the  country,  more  than  ninety 
percent  of  CDBG  expenditures  have  gone  into  activities  benefitting  low  and  moderate 
income  citizens.   Thirty-six  percent  of  CDBG  funds  have  gone  into  housing-related 
activities,  twenty-five  percent  into  public  works,  ten  percent  into  economic 
development  and  public  services,  and  the  balance  into  acquisition,  clearance  and 
relocation  activities  and  program  planning  and  administration. 

Infusing  dollars  into  the  hands  of  local  governments  for  community  development, 
utilizing  the  Community  Development  Block  Grant  structure,  is  critical  to  the  future 
success  of  cities  for  several  reasons: 

-  The  nation's  cities  and  towns  have  the  primary  responsibility  for  both  the 
development  and  implementation  of  housing,  community  and  economic 
development  programs  and  services.   These  programs  and  services  continue 
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to  be  provided  by  local  governments  in  spite  of  federal  cutbacks,  unfunded 
federal  mandates  and  the  continuing  crisis  in  our  nation's  largest  cities;  and 

-  Community  development  improves  conditions  and  opportunities  for  all 
residents  of  a  metropolitan  area  (center  cities  and  surrounding  suburbs)  by 
supporting  economic  development  and  racial  integration  and  by  eliminating  and 
preventing  physical  blight,  economic  stagnation  and  social  disorganization. 

We  will  continue  to  do  all  we  can  to  increase  the  efficiency  of  the  CDBG  programs 
and  projects.   CDBG  works  and  should  be  retained. 


HOME 

After  federal  disinvestment  in  housing  and  community  development  during  the  1980s, 
NLC  has  been  encouraged  by  the  opportunities  the  HOME  program  has  afforded 
local  governments  and  their  low-income  residents.   Despite  innovative  efforts  by  state 
and  local  governments,  there  remains  an  irreplaceable  role  for  the  federal 
government  in  addressing  the  nation's  housing  needs.   This  is  especially  the  case 
because  the  poorer  a  community  and  its  tax  base,  the  greater  its  low  income  housing 
needs.   Thus,  HOME  is  a  central  example  of  a  program  where  not  all  cities  have 
equal  ability  or  equal  needs  to  be  met.   It  has  been  our  experience  that  housing 
programs  developed  under  HOME  invigorate  the  private  sector  housing  industry  and 
contribute  to  the  goal  of  a  decent  home  and  suitable  living  environment  for  all 
Americans. 

As  of  October  31,  1994,  more  than  37,000  families  had  received  affordable  housing 
through  the  HOME  Program. 


Type  Assistance 

Percent  of  HOME  funds 
committed 

Families  served 

Homebuyers 
Existing  Homeowners 
Tenant  Based  Rental 
Renter 
Total 

17% 
24% 
4% 
55% 
100% 

7,205  19% 
3,543                36% 

11,588  31% 
5.237                 14% 

37.573                100% 

Conclusions  on  the  HOME  Proqram 

Seventy-two  percent  of  persons  receiving  HOME  funds  have  incomes  50  percent  of 
median.   More  than  97  percent  of  HOME  funding  for  Tenant-Based  Rent  Assistance 
goes  to  families  whose  income  is  50  percent  of  median  or  less.  The  Program  is 
serving  over  37,000  persons  of  every  race,  family  size  and  household  type. 
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Local  governments  continue  to  support  strongly  the  HOME  program  and  are 
committed  to  making  the  program  reach  its  potential  for  becoming  truly  flexible  and 
effective  housing  block  grant  program. 

Without  HOME,  communities  would  be  unable  to  leverage  the  kind  of  public  and 
private  resources  for  affordable  housing  that  they  are  able  to  leverage  with  HOME. 
In  fact,  many  projects  being  assisted  now  would  not  move  forward  at  all  without 
HOME. 


FHA 

NLC  believes  that  Congress  should  consider  moving  the  Federal  Housing 
Administration  into  the  private  sector,  with  Fannie  Mae  and  Freddie  Mac  assuming  its 
responsibilities.   Currently,  we  support  efforts  for  Fannie  Mae  and  Freddie  Mac  to 
expand  their  services  to  low-income  homebuyers  and  other  traditionally  underserved 
populations,  through  targeting  and  new  mortgage  products.  We  would  like  to  see 
these  Government  Supervised  Entities  continue  to  expand  their  support  for  mortgage 
lending.  ^~ 


Public.  Assisted  and  Section  8  Housing 

NLC  believes  that  the  federal  government  should  focus  its  attention  and  reform  on 
public,  assisted  and  Section  8  housing  programs  which  are  extremely  costly  and 
present  structural,   fiscal,  and  managerial  problems.   There  is  a  need  for  restructuring 
of  these  programs  and  improvement  in  HDD's  information  and  financial  systems, 
internal  controls  and  overall  management.   For  example,  without  reform,  the  cost  to 
renew  Section  8  vouchers  and  certificates  will  spiral  to  $18  billion  by  1999  from  $5 
billion  this  year. 

Vouchers  and  certificates  have  not  enjoyed  great  success.   They  ignore  fundamental 
societal  and  economic  principles.   Granting  housing  vouchers  or  certificates,  while  it 
may  immediately  benefit  those  with  them,  can  lead  to  the  deterioration  of 
neighborhoods  and  development  of  resentment  and  hostility  between  the  existing 
residents  paying  full  rents  and  families  with  vouchers.   This  approach  to  affordable 
housing  has  led  to  distortions  in  the  price  of  housing  and  instances  where  the 
government  pays  above  fair  market  rents  (FMRs).   If  vouchers  are  used,  it  should  be 
in  the  purchase  of  a  home  with  a  limit  on  the  number  of  years  that  vouchers  are 
available.   Federal  policy  should  focus  on  long-term  solutions  and  the  development  of 
actual  housing  stock. 

HUD 

To  address  the  continuing  need  to  improve  budget  and  management  problems  and  to 
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reexamine  skyrocketing  federal  housing  costs,  Congress  should  provide  HUD  with  the 
ability,  resources  and  oversight  that  will  facilitate  reform.   HUD  should  clarify  its 
mission,  improve  its  information  and  fiscal  systems,  eliminate  its  culture  of  micro- 
management  and  provide  regulatory  relief. 

HUD's  top  down  approach  to  all  its  constituencies  continues  to  create  tensions  and 
differences  between  headquarters,  its  field  offices,  state  and  local  governments  and 
Public  Housing  Agencies  (PHAs).   The  is  a  management  issue  HUD  must  continue  to 
address. 

Mr.  Stokes,  thank  you  for  this  opportunity  to  comment  on  the  importance  of  federal 
housing  and  community  development  programs  to  our  nation's  cities  and  their  most 
vulnerable  citizens.  We  look  forward  to  working  with  you  to  carry  out  demonstration 
projects  and  to  help  improve  the  efficiency  and  delivery  of  housing  and  economic 
development  assistance  to  our  country's  poorest  citizens. 
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DRAFT  -  GENERAL  GUTOANCE 
NLC  Statement  of  Principles  Regarding  National  Governance 

The  leaders  of  our  nation's  cities  and  towns  recognize  it  is  time  for  a  signiflcant  change  in 
governance  and  in  the  role  of  the  federal  government.  We  support  fiindamental  changes  to 
reduce  federal  deficits  and  to  realign  government  so  that  it  is  more  effective  and  accountable. 
NLC  believes  that  a  streamlined  and  more  flexible  intergovernmental  system  would  offer 
significant  opportunities  for  cities  and  towns  to  develop  more  innovative  and  cost  effective 
methods  of  delivering  programs,  services,  and  financing  infrastructure.  This  intergovernmental 
system  would  also  enhance  public  involvement  and  restore  public  confidence  in  government. 
Any  such  effort  must  go  hand-in-hand  with  a  parmership  to  balance  decision-making 
responsibilities  among  local,  state,  and  federal  leaders. 

Both  Congress  and  the  administration  have  pledged  to  streamline  government,  balance  the  federal 
budget,  and  shift  policy  responsibilities  to  states,  municipalities  and  the  private  sector.  To  be 
credible,  this  will  require  program  cuts,  policy  changes,  and  new  block  grants  to  fiind  remaining 
programs.  There  should  be  sufficient  transition  periods  that  are  consistent  with  the  magnitude 
of  change  to  be  achieved  for  local  governments  to  adjust  to  new  structures  and  avoid  disrupting 
services  to  the  public.  Municipal  input  will  be  irrelevant  if  all  we  offer  is  a  plea  for  more  federal 
money  and  less  restrictions. 

To  achieve  these  purposes,  NLC  supports  the  following  principles  to  guide  change:  equity, 
effective  federalism,  investment  for  the  fiiture,  and  efficiency. 

EQUITY 

Any  federal  program  reassessment  should: 

view  all  national  programs  comprehensively,  exposing  all  spending  areas,  tax 
expenditures,  regulatory  programs,  credit  programs  and  tax  policies  to  equal  scrutiny. 

consider  program  design  as  it  affects  the  different  levels  of  need  and  fiscal  capacity  and 
constraints  which  exist  in  our  very  large  and  diverse  country. 

not  discriminate  against  any  income  group  and  should  protect  those  who  cannot  protect 
themselves. 

ensure  that  the  federal  government  does  not  desert  national  responsibilities  (for  example 
in  the  area  of  welfare  reform)  and  therefore  create  inequities  to  individuals  and,  as  a 
result,  disparities  between  local  governments. 
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DRAFT  -  GENERAL  GUTOANCE 
EFFECTIVE  FEDERALISM 

Any  effective  federal,  state  and  local  government  partnership  should: 

not  impose  unfunded  federal  mandates. 

not  have  the  effect  of  converting  local  assistance  to  state  control. 

•  not  impose  disproportionate  responsibilities  on  cities  and  towns  by  reducing  or 
withdrawing  federal  involvement  and  leaving  national  problems  and  duties  on  the  doorstep 
of  local  government. 

•  provide  federal  incentives  for  achieving  national  performance  outcomes:  for  example,  the 
fair  share  housing  program. 

prohibit  state  program  responsibilities  from  being  satisfied  by  the  imposition  of  state 
mandates  on  local  governments  if  the  federal  government  relinquishes  functional  areas 
with  federal  funding  (for  example,  block  grants)  to  states. 

•  relate  the  program  structure  to  the  level  of  government  actually  executing  the  program 
when  choosing  funding  and  enforcement  mechanisms  for  different  programmatic  areas. 

structure  a  program  to  meet  the  characteristics  of  the  problem.  (For  example,  is  the 
problem  a  regional  or  local  one  and  is  the  program  structured  accordingly?) 

be  cognizant  of  direct  federal-local  relationships  which  have  been  forged  in  different 
programmatic  areas  and  carefully  consider  the  reasons  that  such  partnerships  were  initially 
created. 

not  expose  local  governments  to  increased  liability  or  unfunded  mandates  if  federal 
involvement  is  modified  or  withdrawn  from  a  current  program  that  involves  individual 
rights  protected  by  federal  statute,  court  ruling  or  the  Constitution. 

•  invent  new  legally  enforceable  mechanisms  to  provide  assurances  that  agreements  will  be 
honored  when  new  program  structures  are  created  in  which  there  is  an  agreement  trading 
(1)  reduced  or  capped  funding  levels  for  (2)  greater  state  or  local  spending  discretion. 

•  ensure  that  when  the  federal  govenmient  delegates  program  areas  to  state  governments, 
states  should  be  authorized  to  further  delegate  responsibility  with  funding  to  other  levels 
of  government  through  the  process  of  state-local  negotiation. 

provide  that  if  state  governments  are  given  the  opportunity  to  decline  participation  in 
programs,  then  the  local  governments  within  that  state  ought  to  be  permitted  to  apply 
directly  to  the  federal  government  for  ftmding. 
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DRAFT  -  GENERAL  GUmANCE 

EFFECTIVE  FEDERALISM  -  continued 

recognize  that  there  are  now.  have  been,  and  will  be  national  problems  that  require  federal 
responses.  In  such  instances,  state  and  local  governments  should  be  ftill  parmers  with  the 
federal  government  in  the  design  and  implementation  of  policies  and  approaches  to 
accomplish  designated  program  objectives. 

INVESTMENT  FOR  THE  FUTURE 

Any  federal  program  reassessment  should: 

address  long  term  national  benefits  and  specific  goals  and  objectives. 

benefit  the  next  generation  rather  than  saddle  it  with  new  debts. 

reasonably  balance  the  magnitude  of  the  problem  against  other  national  needs  and 
problems. 

EFFICIENCY 

Any  federal  program  reassessment  should: 

be  designed  to  result  in  performance  improvements. 

recognize  regional  approaches  to  problems  may  be  more  efficient  in  achieving  results,  but 
ensure  control  remains  in  local  hands. 

balance  the  benefits  of  government  action  verstis  the  cost  of  inaction. 

not  modify  existing  programs  which  work  efficiently  and  effectively  in  serving  national 
needs. 

ensure  that  federal  evaluations  and  meastires  incorporate  common  sense 
oversight  and  monitoring  approaches. 

encourage,  where  feasible,  market-based  approaches  rather  than  command-and-  control 
approaches. 
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Future  Federal  Role  in  Financing  Water  Pollution  Control  and  Prevention 
Activities 

Whether  there  should  be  environmental  block  grants  to  continue  assisting 
municipalities  in  complying  with  federal  environmental  mandates  is  an  issue  NLC 
has  not  yet  specifically  addressed.    While  NLC  supports  the  current  state  revolving 
loan  program,  we  have  always  believed  it  should  be  a  supplement  to,  not  a 
substitute  for,  grants.    The  "lukewarm"  support  of  municipal  officials  for  the  SRF 
stems  in  part  from  the  rhetoric  that  in  the  past  has  emanated  from  Washington  -- 
that  Clean  Water  Act  requirements  are  not  "unfunded  mandates"  --  after  all,  the 
federal  government  is  investing  upwards  of  $1.8  billion  a  year  in  the  program.    At 
the  municipal  level,  a  loan,  by  definition,  requires  a  repayment.    In  our  eyes,  that 
does  not  make  the  financing  available  for  our  compliance  activities  a  "funded 
mandate." 

Furthermore,  fifteen  states  currently  avail  themselves  of  the  option  to  use 
the  interest  they  collect  from  local  governments  to  meet  the  state  matching 
requirements.    This  means  those  local  governments  are  not  only  required  to  repay 
the  federal  loan,  but  also  are  required  to  pay  the  state  matching  share  as  well. 
From  that  perspective,  the  SRF  is  something  less  than  a  "great"  deal. 

As  I  indicated  earlier,  a  group  of  NLC  elected  officials  drafted  a  general 
guidance  to  assist  municipal  officials  in  assessing  new  proposals.    The  draft 
guidance  can  be  used  as  a  yardstick  on  the  appropriate  means  for  providing 
financial  assistance  to  local  governments  in  meeting  their  Clean  Water  Act 
requirements.    Based  on  these  recommendations,  I  would  offer  the  following 
comments: 
•       NLC  could  not  support  any  block  grant  that  had  the  effect  of  converting  local 
assistance  to  state  control.    While  some  state  officials  regard  the  SRF  as 
"their  money,"  we  believe  there  would  be  no  SRF  if  there  were  no  Clean 
Water  Act  mandates  on  local  governments.    Needless  to  add,  we  consider  it 
"our"  money.    If  the  SRF  were  to  be  turned  into  a  block  grant  to  states, 
municipal  officials  could  only  support  it  if  it  had  an  iron-clad  assurance  that 


1092 


the  preponderance  of  the  assistance  would  continue  to  be  available  to  local 
governments.    It  is,  after  all,  local  governments  that  currently  make  the  most 
substantial  investment  in  financing  Clean  Water  Act  requirements. 
Implementation  of  a  program  is  significantly  more  costly  than  program 
administration. 

NLC  also  believes  that  an  effective  intergovernmental  partnership  must  relate 
the  program  structure  to  the  level  of  government  actually  executing  the 
program.    While  states  may  administer  the  Clean  Water  Act  as  surrogates  for 
federal  administration,  it  is  local  governments  that  actually  execute  and  are 
liable  for  failure  to  meet  the  program's  requirements. 

NLC's  guidance  also  states  that  programs  should  be  structured  to  meet  the 
characteristics  of  the  problem.    Since  environmental  concerns  transcend 
political  boundaries,  be  they  municipal,  county,  or  state,  we  have  not  yet 
determined  if  funding  for  environmental  programs  is  an  appropriate  candidate 
for  a  block  grant.    It  would  seem  essential  that  any  attempt  to  consolidate 
funding  for  environmental  programs  would  require  a  serious  review  about 
which  level  of  government  is  the  most  appropriate  to  assure  consistency  and 
rationality  in  the  functioning  of  these  programs. 

What  is  more,  it  is  difficult  to  imagine  an  environmental  block  grant 
without  commensurate  authority  to  prioritize  activities.    And  please 
understand,  that  to  us  prioritization  involves  the  ability  to  make  choices  --  to 
implement  (or  comply  with)  some  environmental  requirements  right  away 
and  to  postpone  implementation  (or  compliance  with)  others.    Congress  must 
determine  if  it  is  willing  to  trust  our  judgment  in  making  such  decisions,  or  if 
you  believe  such  authority  will  wreck  havoc  with  the  nation's  environmental 
goals  and  objectives. 

NLC's  principles  require  that  program  devolutions  ensure  effective  state/local 
partnerships  in  decision-making. 

Some  issues  --  and  maybe  the  environment  is  one  of  them  --  cannot 
be  adequately  addressed  50  different  ways,  but  rather  require  national  goals 
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the  preponderance  of  the  assistance  would  continue  to  be  available  to  local 
governments.    It  is,  after  all,  local  governments  that  currently  make  the  most 
substantial  investment  in  financing  Clean  Water  Act  requirements. 
Implementation  of  a  program  is  significantly  more  costly  than  program 
administration. 

NLC  also  believes  that  an  effective  intergovernmental  partnership  must  relate 
the  program  structure  to  the  level  of  government  actually  executing  the 
program.    While  states  may  administer  the  Clean  Water  Act  as  surrogates  for 
federal  administration,  it  is  local  governments  that  actually  execute  and  are 
liable  for  failure  to  meet  the  program's  requirements. 

NLC's  guidance  also  states  that  programs  should  be  structured  to  meet  the 
characteristics  of  the  problem.    Since  environmental  concerns  transcend 
political  boundaries,  be  they  municipal,  county,  or  state,  we  have  not  yet 
determined  if  funding  for  environmental  programs  is  an  appropriate  candidate 
for  a  block  grant.    It  would  seem  essential  that  any  attempt  to  consolidate 
funding  for  environmental  programs  would  require  a  serious  review  about 
which  level  of  government  is  the  most  appropriate  to  assure  consistency  and 
rationality  in  the  functioning  of  these  programs. 

What  is  more,  it  is  difficult  to  imagine  an  environmental  block  grant 
without  commensurate  authority  to  prioritize  activities.    And  please 
understand,  that  to  us  prioritization  involves  the  ability  to  make  choices  ~  to 
implement  (or  comply  with)  some  environmental  requirements  right  away 
and  to  postpone  implementation  (or  compliance  with)  others.    Congress  must 
determine  if  it  is  willing  to  trust  our  judgment  in  making  such  decisions,  or  if 
you  believe  such  authority  will  wreck  havoc  with  the  nation's  environmental 
goals  and  objectives. 

NLC's  principles  require  that  program  devolutions  ensure  effective  state/local 
partnerships  in  decision-making. 

Some  issues  -  and  maybe  the  environment  is  one  of  them  --  cannot 
be  adequately  addressed  50  different  ways,  but  rather  require  national  goals 
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and  objectives.    But  even  if  the  final  decision  is  that  environmental  programs 
require  national  consistency  and  uniformity,  we  believe  a  tripartite 
partnership,  involving  federal,  state  and  local  decision-markers,  will  provide 
for  more  effective  attainment  of  national  priorities.    State  and  local  officials 
must  both  be  involved  in  establishing  the  national  environmental  agenda. 

•  NLC  believes  that  any  reassessment  of  federal  programs  must  reasonably 
balance  the  magnitude  of  the  problem  against  other  national  needs  and 
problems.    In  the  environmental  area,  we  believe  such  a  reassessment  is 
long  overdue. 

and  finally, 

•  We  believe  that  market-based,  rather  than  command-and-control,  approaches 
should  be  encouraged  wherever  feasible.    The  attached  material  on 
Decatur's  watershed  efforts  provides  an  example  of  this  philosophy  in 
action. 
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EPA's  Proposed  FY  1996  Budget 

The  rhetoric  of  the  Environmental  Protection  Agency's  proposed  1996  budget 
indicates  the  agency  has  embraced  the  new  political  reality.    The  details,  however, 
demonstrate  that,  at  best,  they  do  so  at  a  very  long  arm's  length. 

EPA  proposes  to  shift  "more  than  half  of  our  [proposed  $7.4  billion]  budget... to  our 
State,  local  government,  tribal  and  other  parmers."   The  remaining  $3.4  billion,  which 
represents  an  increase  of  13  percent  over  current  spending  levels,  is  targeted  for  EPA's 
operating  budget  which  includes  program  administration  and  enforcement. 

STATE  ENVIRONMENTAL  BLOCK  GRANTS 

EPA's  attempt  to  respond  to  the  new  political  realities  is  best  represented  in  its 
initiative  to  establish  "Performance  Partnership  Grants."   These  grants  would  facilitate 
consolidation  of  current  administrative  grants  to  "state,  local  and  tribal  governments. "   In 
actuality,  little,  if  any,  of  the  consolidated  funding  currently  available  for  program 
administration  would  go  to  local  governments. 

The  $665  million  currently  available  to  states  and  tribes  as  media  (air,  water,  solid 
waste,  etc.)  specific  administrative  grants,  could,  under  the  new  initiative  be  combined  into  a 
single  grant  and  targeted  for  use  on  a  state's  or  tribe's  priority  environmental  concern.   What 
the  proposal  gives,  however,  it  takes  back  with  the  caution  that  "Performance  Partnership 
grant  activities  may  not  compromise  basic  national  objectives  or  legislative  requirements." 

The  proposed  consolidation  would  combine  air,  water  quality,  drinking  water, 
underground  storage  tank,  hazardous  waste,  radon,  pesticides  and  lead  administrative  grants 
to  states  and  tribes  into  a  single  block  grant.    Overall  funding  for  administrative  activities 
would  increase  $18.6  million  to  $683  million  for  fiscal  1996. 

Without  details  of  the  proposal  (which  are  not  available),  it  is  difficult  to  assess  the 
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impact  of  the  proposed  state  administrative  flexibility  on  local  governments. 

For  municipalities,  the  1996  budget  proposed  for  EPA,  which  represents  a  two 
percent  increase  over  anticipated  FY  1995  spending,  includes  few  increases,  mostly  static 
funding  or  decreases  in  program  assistance  for  the  nation's  cities  and  towns. 

WATER  INFRASTRUCTURE 
Clean  Water 

The  major  federal  funding  initiative  targeted  to  municipalities,  the  Clean  Water  Act 
State  Revolving"Loan  Fund  (CWASRF),  is  proposed  to  be  increased  from  the  current  $1.2 
billion  to  $1.6  billion.    The  principal  target  of  Clean  Water  Act  funding  reductions  are 
again*  construction  grants  for  wastewater  treatment  facilities  in  coastal  cities  (San  Diego, 
Los  Angeles,  Seattle,  Baltimore,  New  York  and  Boston). 

Clean  Water  funds  are  available  to  local  government  as  repayable  loans  to  finance 
Clean  Water  Act  compliance  activities,  such  as  providing  secondary  treatment  for 
wastewater. 

EPA's  budget  also  proposes  to  eliminate  the  Clean  Lakes  Program. 

Drinking  Water 

Fiscal  1996  funding  for  a  yet-to-be-authorized  Safe  Drinking  Water  Act  State 
Revolving  Loan  Fund  (DWSRF)  is  proposed  at  $500  million,  half  the  level  promised  by  the 
President  when  he  announced  its  creation  (at  $1  billion  annually  through 
1998)  two  years  ago  and  $200  million  below  funds  appropriated  for  fiscal  1995.    While 
Congress  has  already  appropriated  $1.3  billion  ($599  million  for  FY  94  and  $700  million  for 
FY  95)  for  a  new  drinking  water  SRF,  the  money  is  being  held  pending  enactment  of  the 
program. 

EPA  proposes  to  target  the  drinking  water  SRF  to  "provide  loans  [to  local 
governments]  for  constructing  needed  improvements  to  drinking  water  systems  and  for 
restructuring  small  systems  (including  consolidation)  to  improve  compliance." 

On  a  positive  note,  EPA  is  proposing  to  invest  $3.4  million  in  health  effects  research 
for  disinfection  by-products.    The  commitment  to  participating  in  financing  such  research  by 
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EPA  was  part  of  the  recent  negotiated  rulemaking  in  which  NLC  participated. 

Proposed  FY  1996  funding  for  state  Public  Water  System  Supervision  (PWSS) 
Grants,  federal  assistance  to  states  for  administering  the  drinking  water  program,  is  slated  to 
increase  $20  million  over  the  current  FY  1995  $70  million.    (The  PWSS  grants  are  part  of 
the  proposed  Performance  Partnership  Grants.) 

SUPERFUND 

Superfund,  the  nation's  hazardous  waste  site  clean-up  law,  is  slated  for  a  nine  percent 
increase  of  $131.7  million  with  total  program  funding  going  from  $1,431  billion  to  $1,563 
billion  in  fiscal  1996. 

Increases  in  spending  for  clean-up  activities  are,  however,  dependent  on  EPA's 
proposed  reauthorization  of  the  Superfund  law  which  includes  giving  states  access  to  the  trust 
fund  and  ultimately  mming  the  program  over  to  state  administration. 

CLEAN  AIR 

An  increase  of  $72  million  is  proposed  for  Clean  Air  Act  activities.    Additional 
resoources  will  be  devoted  to  "accelerated  review  of  the  existing  standards  for  particulate 
matter  (PM,o)"  and  the  development  of  guidelines  and  standards  for  stationary  sources  of 
pollutants  that  cause  violations  of  the  National  Ambient  Air  Quality  Standards  (NAAQS). 

EPA  also  plans  to  assist  states  in  implementing  new  mobile  source  requirements 
including  the  clean  vehicles  and  fuels  programs,  clean  fuel  fleet  programs,  the  reformulated 
and  oxygenated  fuel  programs. 

Further  initiatives  will  be  developed  to  promulgate  and  implement  Maximum 
Achievable  Control  Technology  (MACT)  to  reduce  toxic  emissions  (e.g.  dioxins)  from 
facilities  such  as  muiucipal  solid  waste  incinerators. 


*The  grants  program  for  the  coastal  cities  was  initiated  by  President  Bush.   The  Clinton 
Administration  has  unsuccessfully  sought  significant  reductions  (up  to  80%  reductions) 
annually  in  the  program  since  1993. 
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ROLE  OF  LOCAL  GOVERNMENT  IN  PUBLIC  HOUSING 

Mr.  Lewis.  Thank  you,  Mr.  Eisenberg,  for  your  testimony.  I  am 
going  to  quickly  move  to  other  members  for  questions.  I  would  like 
to  have  you  respond  to  just  one  line  of  thought  that  has  come  to 
me  as  we  have  listened  to  witnesses,  the  discussion  earlier  today. 

You  have  expressed  your  support  in  CDBGs  and  the  role  also 
that  HOME  has  played  in  terms  of  housing  development.  It  was 
suggested  rather  strongly,  though,  in  our  earlier  discussion,  that 
we  should  proceed  very  carefully  as  we  consider  delivering  funds 
that  are  basically  housing  funds  to  local  governments,  I  presume 
because  budget  pressures  are  so  great  there  the  competition  could 
easily  have  any  funds  delivered  not  end  up  in  meeting  housing 
challenges,  but  rather  used  to  meet  your  local  pressures  in  very  dif- 
ficult budget  times. 

Mr.  Eisenberg.  You  mean  taking  the  money  and  shifting  it  to 
some  other  source?  That  is  revenue  sharing,  but  that  is  not  CDBG. 

Mr.  Lewis.  Well,  the  Council  for  Large  Public  Housing  Authori- 
ties suggested  that  you  better  keep  the  mayors  and  the  county  peo- 
ple out  of  the  way,  or  indeed  the  money  will  never  quite  get  there. 
I  am  not  sure  if  you  got  that  in  the  testimony,  but  I  heard  it  loud 
and  clear. 

Mr.  Eisenberg.  Let  me  assure  you,  having  had  some  experience 
with  this  program  over  20  years,  not  entirely  in  elected  office,  I 
have  only  been  in  elected  office  for  12,  but  this  is  a  program  that 
Congress  has  fooled  with  and  tinkered  with  over  the  years,  but  it 
is  a  strong  program  that  does  the  job  in  communities  across  the 
country,  as  it  was  intended. 

It  is  not  perfect,  no  program  is.  But  here  is  where  regulation 
does  help.  All  regulation  isn't  bad.  You  do  have  some  parameters 
that  this  law  sets.  One  of  the  most  important  ones  is  that  it  directs 
that  the  money  be  spent  predominantly  on  people  of  low  and  mod- 
erate incomes. 

And  the  way  HUD  is  now  working  with  this  program,  it  is  going 
to  encourage,  just  because  of  the  nature  of  the  way  things  work, 
for  people  to  do  a  better  job  of  setting  up  target  areas.  So  you  will 
have  more  targeting  to  areas  of  need.  And  that  is  good. 

The  program  has  a  very  strong  public  participation  process.  It  is 
important.  I  mentioned  that  in  my  testimony.  If  you  have  got  peo- 
ple watching  what  is  going  on  at  the  local  level  or  involved,  wheth- 
er they  are  on  tenant  councils  or  in  public  forums  or  whatever  it 
is,  if  they  are  watching  what  is  going  on  and  they  are  made  part 
of  the  process,  then  you  are  going  to  have  less  likelihood  the  money 
is  going  to  get  shifted  off  someplace  else. 

The  eligible  activities  are  pretty  clear.  And  with  that  predomi- 
nant benefit  to  low  and  moderate  income  people,  it  is  hard  to  build 
golf  courses  with  your  brother-in-law  up  in  the  wealthy  part  of  the 
community  and  say  that  poor  people  can  use  that  if  they  can  find 
the  fee  to  get  in  there.  You  really  have  to  use  your  funds  in  a  way, 
I  think,  that  benefits  the  people  well. 

There  is  also  an  administrative  funding  aspect  to  the  program. 
It  does  provide  money  to  help  localities  administer  the  funds.  So 
it  is  not  as  if  this  program  carries  an  unfunded  mandate  with  it. 
We  will  give  you  the  money,  but  you  got  to  figure  out  how  to  ad- 
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minister  it,  to  pay  for  that  yourself.  You  can  take  some  of  the 
money  and  make  sure  that  it  gets  properly  administered.  The  pro- 
gram is  strong. 

I  have  no  doubt  that  if  it  is  maintained  it  will  continue  to  be 
strong.  But  the  critical  thing  that  I  would  suggest  from  my  vantage 
point,  and  I  will  leave  it  at  this,  CDBG  has  got  to  work  with  other 
programs  in  other  ways.  It  is  not  just  making  a  project  happen. 

CDBG  does  best  when  it  is  used  in  helping  to  make  a  better 
neighborhood,  a  better  environment  overall.  You  can't  just  put  good 
housing  in  a  place  and  let  that  be  the  answer.  You  have  got  to  pay 
attention  to  the  other  things  as  well.  And  CDBG  can  provide  that 
layer  of  assistance.  It  has  done  it.  My  recollection  is  it  draws  as 
much  as  four  other  dollars  for  every  dollar  that  it  puts  in.  And  we 
are  satisfied  with  the  program. 

Mr.  Lewis.  Thank  you,  Mr.  Stokes. 

SUBSIDIZED  HOUSING 

Mr.  Stokes.  Thank  you,  Mr.  Chairman.  Thank  you,  Mr. 
Eisenberg,  for  your  testimony  here  on  behalf  of  the  National 
League  of  Cities. 

You  know,  one  of  the  statements  in  your  formal  text  here  that 
really  strikes  me,  and  I  am  going  to  refer  to  it  for  a  moment,  be- 
cause I  think  it  is  important  for  us  to  put  into  perspective  how 
when  we  look  for  ways  to  cut,  that  we  always  look  at  the  least  in 
our  society,  how  we  look  at  the  poor. 

You  make  the  statement  here  that  the  country's  largest  and  most 
costly  housing  program  is  outside  this  committee's  jurisdiction,  and 
exempt  from  any  annual  budget  authorization  or  appropriation 
scrutiny.  That  is  the  homeowner  benefit  of  mortgage  interests  and 
property  tax  deductions. 

In  1994,  this  was  $84  billion,  while  Federal  outlays  for  housing 
for  low  and  moderate  income  Americans  were  $23.8  billion.  Now, 
obviously,  as  you  say,  that  is  an  area  we  don't  even  look  at  in 
terms  of  cutting.  Where  we  are  cutting  will  be  in  areas  that  affect 
the  poorest  of  the  poor  of  our  society.  And,  of  course,  one  of  the  so- 
lutions you  offer  here  is  in  the  area  of  the  HOME  program. 

I  have  seen  the  HOME  program  in  my  district,  and  how  it  gives 
people,  who  are  very  poor,  an  opportunity  to  be  able  for  the  first 
time  in  their  lives  to  be  able  to  become  a  homeowner.  And  I  wonder 
if  you  would  just  talk  about  that  HOME  program  just  a  little  bit 
more,  so  that  we  understand  exactly  how  that  program  works  in 
our  cities  to  help  our  housing  problem. 

Mr.  Eisenberg.  It  is  a  very  flexible  program.  And  it  is  designed 
to  be  so.  While  it  has  the  narrow  purpose  of  helping  to  rehabilitate 
or  develop  new  housing  and  even  provide  some  form  of  rent  assist- 
ance, it  also  provides  home  ownership  assistance  as  well. 

In  a  lot  of  the  cases  that  I  am  familiar  with,  it  has  gone  to  help 
reduce  the  capital  costs,  the  development  of  the  housing  itself.  And 
by  doing  that,  you  get  the  cost  of  the  housing  down.  It  is  aimed  at 
people  of  very  modest  incomes.  It  will  not,  however,  serve  the  very 
lowest  incomes.  But  if  you  look  at  the  figures  nationwide,  it  is 
doing  a  good  job  of  reaching  down  into  the  particularly  lower  end 
of  the  income  scale. 
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We  have  used  it  in  my  community.  We  get  an  allocation  of  ap- 
proximately a  million  dollars  a  year.  Instead  of  scattering  it,  we 
tend  to  use  it  in  one  project.  There  is  a  project  going  up,  you  know 
where  Ballston  Commons  is  in  Arlington  County,  the  project  going 
up  there  for  older  adults.  It  is  very  hard  to  be  old  and  not  own  your 
own  home  in  Arlington  County,  because  the  rents  are  so  high. 

This  will  serve  people  of  approximately  50  percent,  60  percent  of 
median  income.  And  it  will  be  new  housing,  and  we  are  very  ex- 
cited about  it.  And  it  will  provide  a  very  good  environment  for 
them  and  it  will  make  sure  that  they  are  in  a  safe  and  comfortable, 
livable  environment.  And  so  we  have  seen  that  program  work.  And 
if  you  did  away  with  it,  then  we  would  have  a  very,  very  difficult 
time  finding  a  replacement.  Even  with  other  tools,  like  mortgage 
revenue  bonds  or  the  low-income  housing  tax  credit,  we  would  be 
very  hard-pressed  to  find  the  assistance  that  this  program  pro- 
vides. 

Mr.  Stokes.  I  think  I  have  just  one  other  question.  On  page  5 
of  your  statement,  you  indicate  that  housing  vouchers  and  certifi- 
cates can  lead  to  deterioration  of  neighborhoods  and  development 
of  resentment  between  residents.  There  is  more  that  you  say  there, 
but  I  wonder  if  you  could  just  elaborate  upon  that  statement  a  lit- 
tle bit. 

Mr.  ElSENBERG.  Well,  the  problem  with  vouchers  is  that  all  they 
do  is  pay  the  rent.  And  it  can  be  an  important  part  of  the  array 
of  tools  that  the  Federal  Government  has.  But  in  a  lot  of  the  mar- 
kets, they  are  just  not  going  to  work.  And  it  also  does  nothing  for 
production  or  for  rehabilitation.  It  cannot  encourage  any  of  those 
things. 

Also,  and  the  previous  speaker  noted  this,  and  I  agree  with  it, 
there  does  seem  to  be  a  lot  of  discrimination  that  continues  to  exist 
in  our  communities.  It  is  unfortunate,  but  it  is  true.  We  are  one 
of  the  most  progressive  communities  in  the  United  States,  and  we 
have  evidence  in  our  own  community  of  discrimination. 

All  landlords  are  not  required  to  accept  people  with  vouchers  or 
Section  8  certificates.  They  don't  have  to.  And  many  of  them  don't 
most  of  them  don't.  Not  that  there  are  all  that  many  vouchers  or 
certificates  out  there  an5miore  anyway.  And  so  in  some  places  it  is 
going  to  work,  in  a  lot  of  places  it  is  not  going  to  match  the  market. 
And  it  can't  do  anything  to  increase  or  improve  the  housing  supply. 

Mr.  Stokes.  Thank  you,  Mr.  Eisenberg.  Thank  you,  Mr.  Chair- 
man. 

Mr.  Lewis.  Thank  you.  By  way  of  information  to  the  committee, 
of  our  witnesses  scheduled  for  this  morning,  Mr.  Ratner  is  going 
to  return  at  2:00  p.m..  When  we  conclude  with  this  witness  we  will 
hear  from  Mr.  Grogan,  and  then  go  into  the  afternoon  session.  So, 
Dave? 

COST  OF  PUBLIC  HOUSING 

Mr.  HOBSON.  Mr.  Chairman,  I  just  ask  one  quick  question.  The 
project  that  you  talked  about  for  seniors,  what  is  the  square  foot- 
age of  that?  And  what  is  the  cost  per  square  foot  of  that? 

Mr.  Eisenberg.  I  can't  tell  you.  It  is  privately  developed.  I  don't 
remember  what  that  is.  I  can  get  you  that  for  the  record.  I  would 
be  happy  to  do  so. 
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[Clerk's  note. — Information  unavailable  at  time  of  printing.] 

Mr.  HOBSON.  Let  me  tell  you  the  problem,  then,  in  that  kind  of 
answer,  frankly,  is  that  many  of  us  are  very  supportive  of  these 
programs.  And  I  was  just  in  a  program  in  my  district  for  seniors. 
And  I  looked  at  the  square  footage  in  it,  and  I  looked  at  the  cost 
per  square  foot,  and  it  is  fairly  reasonable  for  that  area.  It  happens 
to  be  a  rental  project,  not  an  owner  project. 

And  HUD  has  costed  it  out,  and  it  is  pretty  good  for  that  small 
community,  probably  about  the  only  way  they  could  get  a  project 
like  that  for  seniors  in  that  area.  But  I  think  one  of  the  things  we 
have  to  look  at  is  what  does  a  project  cost  per  square  foot?  What 
are  we  putting  these  people  in,  and  it  is  not  just,  well,  that  it  looks 
good,  but  it  has  to  have,  in  addition  to  the  social  needs  that  are 
involved  in  it,  it  has  to  have  to  some  economic  basis  that  makes 
sense  as  far  as  the  subsidy  that  goes  into  it.  And  that  is  all  part 
of  the  criteria. 

And  I  think  what  happens  many  times,  I  am  an  old  lender  by 
background,  I  got  involved  with  the  Ratners  many  years  ago,  when 
the  two  older  Ratners  were  there.  But  I  am  just  concerned  that 
people  look  at  and  be  concerned  about  the  numbers.  Not  just  the 
aesthetics. 

Mr.  EiSENBERG.  Mr.  Hobson,  when  these  projects  come  before  the 
county  board,  we  have  the  pro  formas,  we  have  the  numbers,  we 
go  through  that.  They  are  privately  developed  projects.  Our  job  and 
our  staffs  job,  our  job  as  public  officials,  if  we  are  going  to  take 
public  money,  the  money  that  you,  as  a  Member  of  Congress,  pro- 
vided to  us  and  apply  it  to  a  project,  we  have  to  make  sure  that 
that  project  is  going  to  be  feasible  and  that  the  cost  of  it  is  reason- 
able. You  don't  give  us  all  that  much  money.  And  the  money  that 
we  get,  we  are  not  going  to  put  into  a  project  if  the  cost  per  unit 
is  too  much. 

Now,  I  can  throw  off  80,  $100  per  square  foot.  I  know  what  it 
cost  me  to  put  an  addition  on  my  house.  It  was  about  $80  a  square 
foot,  and  that  was  about  four  years  ago.  The  cost  in  our  community 
is  very  high.  But  we  go  through  this  stuff.  We  have  public  hearings 
on  it.  We  have  a  Housing  Advisory  Commission  whose  job  it  is  to 
go  through  the  numbers  and  to  look  at  these  things. 

And  with  all  due  respect,  I  may  not  have  remembered  the  per 
square  footage  today,  but  I  can  assure  you,  before  we  go  through 
any  of  these  projects,  that  we  do  that  because  the  dollars  are  so 
limited  and  we  have  got  to  make  priorities  as  to  where  it  goes.  And 
I  think  your  question  is  right  on  target  and  your  interest  is  right 
on  target  and  we  join  you  in  that. 

Mr.  Hobson.  I  will  just  tell  you  that  also  I  think  when — well,  it 
is  probably  a  general  statement.  I  will  tell  you,  when  a  lender  or 
when  an  owner  is  looking  at  a  project  that,  and  he  is  financing  it 
and  his  credit  is  on  the  line,  and  he  doesn't  have  a  government 
subsidy  involved  in  there,  he  really  looks  at  that  project. 

Mr.  EiSENBERG.  Well,  this  is  a  church-related  project.  It  is  a  non- 
profit church-related,  and  I  don't  know  any  people  more  tight  with 
a  buck  than  the  people  that  put  this  housing  up,  because  they  have 
got  to  put  some  of  their  money  into  that  as  well,  and  they  don't 
have  all  that  much  themselves. 
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Mr.  HOBSON.  Well,  it  depends  upon  the  churches.  And  I  have 
been  on  both  sides  of  those.  The  one  I  just  told  you  about  that  I 
liked  was  a  church-sponsored.  They  have  got  a  good  record  on  it, 
and  I  think  it  does  serve  a  need. 

But  I  think  the  important  thing  is,  I  have  also  had  one  in  my 
community  that  had  a  church  that  didn't  have  the  wherewithal  to 
operate  it,  run  it  for  a  period  of  time.  We  had  to  go  in  and  clean 
it  up.  And  it  is  doing  fine  now,  it  is  doing  fine.  But  it  wasn't  origi- 
nally underwritten  correctly.  And  we  have  to  make  sure — these  are 
precious  dollars.  We  have  to  make  sure  that  the  underwriting  and 
the  same  care  you  would  do  in  a  private  project  goes  into  these. 
Understanding  also  the  social  needs  that  have  to  go  into  it,  because 
these  are  very  precious  dollars,  and  I  just  want  to  make  sure  that 
everybody  is  looking  at  it.  Obviously,  you  are  trying  to  look  at  that. 

Mr.  EiSENBERG.  And  I  couldn't  agree  with  you  more. 

Mr.  Lewis.  Thank  you.  Ms.  Kaptur.  Go  right  ahead. 

USE  OF  VOUCHERS 

Ms.  Kaptur.  Thank  you  very  much.  I  just  had  one  question,  Mr. 
Eisenberg,  if  you  could  provide  a  little  more  detail  either  verbally 
or  to  the  record  on  your  page  6  recommendation  where  you  say 
vouchers  and  certificates  have  not  enjoyed  great  success.  And 
vouchers;  if  vouchers  are  used,  they  should  be  in  the  form  of— and 
be  used  to  help  people  purchase  a  home,  with  limits  on  the  number 
of  years  that  vouchers  are  available. 

So  you  would  be  encouraging  homeownership  as  opposed  to  rent- 
al. Upon  first  reading,  it  sounds  great,  but  wouldn't  you  only  be 
dealing  with  a  certain  percentage  of  those  who  desire  shelter,  those 
able  to  make  a  mortgage,  downpayment  plus  make  their  regular 
mortgage  payments?  Maybe  I  am  not  reading  this 

Mr.  Eisenberg.  Well,  I  think  the  statement  was  not  sufficiently 
well-worded  to  be  clear.  And  there  are  ways,  in  fact,  of  helping 
homeowners  with  some  kind  of  downpayment  assistance,  whether 
you  call  it  a  voucher  or  what  have  you. 

One  of  the  biggest,  one  of  the  biggest  barriers  to  homeownership 
for  people  of  modest  incomes  is  literally  coming  up  with  the  down- 
payment.  In  some  cases,  that  is  the  whole  game.  And  the  extent 
to  which  some  form  of  voucher  can  be  used  to  do  that,  it  can  make 
a  big  difference. 

The  problem  technically  is  that  you've  got  to  bring  money  in  up 
front.  You  want  to  give  people  X  numbers  of  dollars  up  front.  It  is 
an  outlay  problem  for  this  committee.  We  recognize  that.  At  the 
Virginia  housing  development  authority,  we  found  a  way  to  com- 
bine two  loans  and  reduce  the  downpayment  very  substantially. 
But  I  wouldn't  want  to  read  into  that  statement  that  vouchers  are 
not  an  important  and  valuable  tool  where  they  can  work. 

My  concern  is  that  too  often  people  will  latch  on  to  a  notion  and 
think  that  it  applies  everywhere.  And  I  think  you  made  the  point 
earlier,  you've  really  got  to  look  at  the  human  condition  that  exists 
in  different  places  and  different  times  and  under  different  cir- 
cumstances. And  in  providing — and  that  is  why  the  flexibility  for 
local  government  is  so  important.  Because  they  do  differ,  from  your 
community  and  to  the  community  of  other  members  on  this  com- 
mittee. It  is  what  makes  us  a  great  country,  but  we  are  also  a  very 
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diverse  one.  And  vouchers  can  be  used  in  a  variety  of  different 
ways,  but  they  cannot  be  the  answer  in  every  community  in  the 
same  way. 

Mr.  Lewis.  Thank  you  very  much,  Mr.  Eisenberg.  Appreciate 
both  your  patience  and  your  testimony. 

Mr.  Eisenberg.  Thank  you  very  much  for  your  courtesy  and  your 
time.  Appreciate  it. 

Question.  Please  share  your  reaction  to  the  President's  budget  proposal.  In  your 
view,  what  are  the  highlights  and  what  are  its  downfalls  in  the  housing  area? 

Answer.  President's  FY  1996  budget  proposal. — As  much  as  NLC  has  concerns 
about  the  President's  budget  proposal,  we  have  equal  concerns  about  the  work  of 
the  Congressional  Appropriations  and  Budget  Committees  and  the  Contract's  focus 
on  broad-based  tax  reductions  at  the  expenses  of  critically  needed  federal  assistance 
for  highly  vulnerable  populations — assistance  that  property  fulfills  national  inter- 
ests, such  as  adequate  nutrition,  housing  and  infrastructure. 

President  Clinton's  budget  proposal  sends  a  mixed  message  to  cities,  increasing 
federal  investments  for  public  safety  and  children,  cutting  investments  for  cities,  es- 
pecially over  the  long-term,  for  housing,  community  development  and  transpor- 
tation. Almost  all  of  the  spending  cuts  would  come  out  of  cvurent  programs  going 
directly  to  state  and  local  governments. 

The  budget  provides  for  uncontrolled  increases  in  the  federal  government's  largest 
and  fastest  growing  categories;  it  proposes  increases  in  defense  and  tax  expendi- 
tures; and  it  proposes  cuts  in  long-term  investment  to  programs  key  to  the  health 
of  local  economies. 

Cities  would  be  expected  to  bear  the  brunt  of  deficit  reduction  efforts.  President 
Clinton  proposes  deep  cuts  at  the  Departments  of  Housing  and  Urban  development. 
Energy,  and  Transportation.  Many  of  these  cuts  would  be  used  not  to  help  reduce 
the  federal  deficit  and  national  debt,  but  rather  to  pay  for  middle  income  tax  cuts. 
His  proposals  are  Ukely  to  be  the  starting  point  for  far  steeper  cuts  and  eliminations 
by  the  Congress. 

The  President's  budget  calls  for  the  consolidation  of  217  state  and  local  programs 
into  27  "performance  partnerships."  From  the  perspective  of  the  nation's  local  lead- 
ers, however,  the  key  details  of  the  President's  proposed  "performance  partnership" 
are  missing. 

With  the  majority  of  cities  and  towns  in  the  nation  already  in  the  final  stages  of 
adopting  their  local  budgets,  the  administration's  budget  includes  few  details  with 
regard  to  how  these  new  block  grants  wovild  be  allocated — making  it  nearly  impos- 
sible to  determine  on  a  city-by-city  basis  how  local  budgets  and  taxes  would  be  im- 
pacted. Similarly,  the  details  of  new  requirements  for  cities  to  meet  "performance 
standards"  are  not  filled  out. 

According  to  White  House  officials,  these  key  details  will  be  released  sometime  in 
March. 

HIGHUGHTS 

The  President  proposed  some  targeted  increases  in  investment  of  high  priorities 
to  cities  and  towns,  especially  as  they  related  to  pubUc  safety.  The  administration 
proposed  increases  for  Head  Start,  anti-crime,  and  immigration  as  part  of  a  commit- 
ment to  the  long-term  safety  and  health  of  communities. 

Entitlement  spending  would  grow  fi-om  the  current  $750  billion  (51  percent  of  all 
federal  spending)  to  $1.1  triUion)  57  percent  of  federal  spending)  by  the  year  2000. 

The  President's  budget  proposes  no  significant  reforms  or  changes  to  reduce 
spending  on  mandatory  programs;  entitlements  and  interest  on  the  debt.  By  2012, 
spending  on  these  mandatory  programs  would  consvune  aU  revenues  and  taxes  col- 
lected by  the  federal  government. 

Tax  expenditures  under  the  President's  budget  would  grow  from  the  current  level 
of  $517  biUion  to  $639  billion  by  the  end  of  the  decade.  The  President's  budget  not 
only  proposes  no  reforms  or  savings,  but  proposes  significant  increases  in  this  cat- 
egory in  the  form  of  middle  income  tax  breaks  which  are  projected  to  increase  the 
federal  deficit  by  $63  bilUon  over  five  years. 

Defense  spending  would  be  increased  bv  $25  billion  bringing  a  rise  in  total  de- 
fense spending  from  the  cvurent  level  of  $263  billion  to  $276  biUion  by  the  end  of 
the  decade. 

Non-defense  discretionary  spending,  including  all  discretionary  grants  and  pro- 
grams for  state  and  local  governments,  would  decline  from  the  current  level  of  $286 
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billion  to  $281  bUlion  by  the  end  of  the  decade.  This  is  the  only  major  category  of 
spending  cut  under  the  President's  budget. 

Infrastructure  funding  over  the  next  five  years  would  be  cut  $13.2  billion  in  the 
Department  of  Transportation  budget  and  $4.4  billion  would  be  cut  from  community 
and  regional  development  funding. 

The  good  news  for  cities  in  the  near  term  is  that  the  White  House  budget  makes 
few  significant  changes  in  key  city  programs.  The  budget  proposes  significant  in- 
creases for  public  safety,  and,  much  to  its  credit,  recognizes  that  public  safety  is  in- 
herent in  almost  every  part  of  the  President's  cabinet.  The  budget  also  proposes  to 
keep  the  Community  Development  Block  Grant  (CDBG)  and  HOME  programs  at 
ciurent  levels. 

SIGNIFICANT  CHANGES 

The  administration's  proposal  to  reduce  federal  funding  to  assisted  housing  by  $51 
billion  over  the  next  five  years  in  certain  to  pose  serious  consequences  for  local  gov- 
ernments. 

This  budget  accelerates  the  change  in  the  relationship  of  the  federal  government 
to  state  and  local  governments;  more  and  more  aid  to  state  and  local  governments 
goes  directly  to  individuals  than  ever  before.  Less  and  less  goes  to  state  and  local 
governments  to  invest  in  the  common  good. 

TJjas  budget  proposes  no  significant  changes  in  entitlement  programs,  which  in- 
creasingly target  hundreds  of  billions  of  federal  dollars  to  middle  and  higher  income 
Americans,  particularly  the  elderly.  This  will  have  consequences  for  cities  with  high 
levels  of  poverty  in  families.  Disinvestment  in  the  future  generation  will  have  sig- 
nificant impacts  on  both  local  and  national  economic  competitiveness  and  harsh  con- 
sequences in  public  safety  terms  for  cities. 

Question.  Please  share  yovu-  view  on  the  proposal  to  have  increased  use  of  block 
grant  funding  for  housing? 

Answer.  The  President  block  grant  proposals  ofier  leaders  of  cities  and  towns  the 
hope  of  greater  responsibilities,  opportunities  and  choices  which  could  make  federal 
programs  work  better  at  the  local  level.  Two  highly  successful  housing  programs, 
of  particular  importance  to  localities,  are  CDBG  and  HOME.  Both  are  block  grants 
which  are  allocated  directly  to  localities.  For  more  than  twenty  years,  local  officials 
have  demonstrated  their  intelligence,  ability  and  capacity  to  use  federal  funds 
(CDBG)  effectively  to  carry  out  local  community  and  economic  development  projects. 

The  proposals  to  consolidate  many  local  programs  into  performance  block  grants 
create  uncertainty  about  how  these  programs  will  be  delivered,  to  whom,  and  with 
what  new  strings  next  year.  As  cities  enter  the  fined  stages  of  adopting  their  own 
budgets,  the  federal  government  is  entering  a  budget  period  of  great  uncertainty — 
not  only  about  how  it  will  cut  federal  partnerships  with  cities  and  towns,  but  also 
how  existing  relationships  will  change.  Shifts  to  block  grants  and  directing  local 
funds  by  way  of  states,  for  instance,  could  only  add  a  new  layer  of  bureaucracy  and 
raise  questions  about  how  local  funds  would  be  allocated  within  a  state. 

NLC  believes  that  broad  national  guidelines  should  be  established  by  Congress  for 
block  grants.  They  should  specify  eligible  activities  for  each  grant  and  fair  housing 
guidelines  and  base  a  grantee's  performance  on  a  consolidated  plan  and  locally  iden- 
tified goals.  There  should  be  set-asides  for  non-profits  or  special  populations.  If 
under  block  grants,  communities  are  to  have  the  flexibility  to  determine  and  address 
their  most  pressing  local  needs,  set-asides  should  be  avoided  as  they  impose  require- 
ments that  may  not  be  among  a  city's  priorities. 

Question.  Today  we  have  heard  many  suggestions  on  how  to  reorganize  HUD,  but 
much  of  this  will  require  authorizing  authority.  Short  of  that  authority,  what  pro- 
grams do  you  believe  are  least  important  and  what  programs  do  you  believe  are 
most  important  to  the  operations  of  HUD  in  the  next  year? 

Answer.  HUD  Programs  of  Importance.— There  are  basically  four  HUD  programs 
of  key  importance  to  cities  and  towns  and  their  low-  and  moderate-income  residents. 
They  are  the  Community  Development  Block  Grant  Program,  HOME,  McKinney  Act 
homeless  assistance  programs  and  assisted  housing,  including  public  housing,  sec- 
tion 8  (project  and  tenant  based),  202  and  811.  These  programs  are  not  only  impor- 
tant individually  but  in  coordination  and  cooperation  with  one  another,  fulfilling 
separate  but  critically  related  functions  that  make  for  good  neighborhoods  and  good 
communities.  HUD's  Consolidated  Planning  Process  offers  a  reasonable  national 
framework  for  helping  these  programs  reach  their  potential,  together,  in  an  intel- 
ligent and  less  bureaucratic  way. 

In  Arlington,  and  in  other  similar  areas  with  great  diversity  in  the  population, 
fair  housing  laws  keep  discrimination  in  housing  laws  at  bay.  Keeping  everybody 
cool  is  always  at  the  back  of  my  mind  in  a  community  like  ours. 
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Federal  Commitment. — In  the  Housing  Act  of  1949,  Congress  established  a  na- 
tional commitment  to  provide  a  "decent  home  and  suitable  living  environment  for 
every  American  family.  The  commitment  was  reaffirmed  in  the  Housing  and  Urban 
Development  Act  of  1968,  the  Housing  and  Community  Development  Act  of  1987 
and  the  Cranston-Gonzales  National  Affordable  Housing  Act. 

CDBG. — In  the  Housing  and  Community  Development  Act  of  1974  Congress  de- 
clared that  "the  Nation's  cities,  towns,  and  smaller  urban  communities  face  critical 
social,  economic  and  environmental  programs  due  to:"  1)  the  growth  of  population 
in  urban  areas  and  the  concentration  of  persons  of  lower  income  in  central  cities; 
2)  inadequate  public  and  private  investment  and  reinvestment  in  housing  and  other 
physical  facilities  resulting  in  the  growth  and  persistence  of  urban  slums  and  bhght; 
and  3)  increasing  energy  costs. 

With  passage  of  the  1974  Act,  the  Community  Development  Block  Grant  program 
was  estabUshed.  CDBG  has  made  an  important  contribution  to  addressing  the  im- 
balances in  the  social  cost  burdens  and  economic  disparities  which  exist  between 
central  cities,  metropolitan  and  suburban  areas.  Federal  leadership  and  funding  are 
essential  to  address  and  reduce  these  imbalances  and  disparities. 

CDBG  is  the  single  most  important  federal  program  to  reduce  physical  disparities 
between  center  cities  and  suburbs. 

CDBG  has  improved  housing  opportunities  and  has  contributed  to  the  elimination 
and  prevention  of  slums  and  blight  particularly  in  our  nation's  most  distressed  com- 
munities. 

Despite  an  array  of  innovative  efforts  and  initiatives  by  states  and  local  govern- 
ments to  address  the  housing  crisis,  there  remains  today  and  irreplaceable  role  for 
the  federal  government  in  addressing  the  nation's  housing  needs. 

In  our  complex,  national  urban  society,  success  in  achieving  the  community  devel- 
opment goals  of  cities,  large  and  small,  demands  a  national  vu-ban  poUcy  to  promote 
more  livable  cities  through  coordinated  programs,  like  the  Community  Development 
Block  Grant  program. 

Unless  the  acceleration  of  disparities  between  center  cities  and  suburbs  changes 
before  the  end  of  the  decade,  the  nation  faces  a  crisis  in  many  of  its  central  cities. 

The  CDBG  program  is  a  very  effective  form  of  federal  assistance  to  local  govern- 
ments for  mobilizing  resources  and  solving  housing  and  community  and  economic 
development  problems. 

The  CDBG  program  has  created  a  workable  set  of  federal/local  relationships  in 
the  community  development  field.  It  has  simplified  the  grant-in-aid  process,  pro- 
vided local  flexibility  in  setting  priorities  and  implementing  programs,  and  has  en- 
couraged local  accountability. 

The  flexibility  of  the  CDBG  program,  at  the  local  level,  is  the  single  most  impor- 
tant feature  of  the  program.  Key  to  CDBG  achieving  its  national  objectives  is  the 
ability  of  each  city  to  determine  its  specific  community  development  needs  and 
shape  its  program  to  fit  local  realities. 

CDBG  makes  flexible  federal  funding  available  to  address  a  wide  range  of  eco- 
nomic, housing  and  infi"astructure  needs. 

While  cities  and  towns  in  Japan  and  Europe  are  the  focus  of  human  capital  in- 
vestment in  the  foundation  of  tiieir  competitive  economies;  our  federal  government 
has  maintained  a  policy  of  almost  uninterrupted  disinvestment  for  a  decade  in  the 
nation's  cities. 

CDBG  has  contributed  significantly  to  the  revitalization  of  infi-astructure  which 
is  essential  to  build  a  competitive  economic  foundation  to  compete  in  the  future  with 
a  united  Europe  and  the  Pacific  Rim. 

With  the  cold  war  over,  the  most  serious  security  threats  to  the  citizens  of  cities 
in  America  are  economic. 

Continued  federal  cooperation  in  community  and  economic  development  is  nec- 
essary to  ensure  that  cities  do  not  bear  a  disproportionate  burden  of  housing  their 
residents. 

There  is  a  need  for  an  integrated  approach  to  economic  and  community  develop- 
ment which  calls  for  a  federal  role  if  we  are  to  achieve  neighborhood  conservation. 

Cities  and  towns  are  the  governments  of  last  resort  in  our  country.  From  coast 
to  coast,  we  are  a  nation  of  enormous  resources;  yet  in  the  midst  of  this  great 
wealth,  our  central  cities  are  struggling  to  keep  up  with  enormous  needs  without 
the  tax  base  and  federed  commitment  to  meet  these  head-on. 

Federal  government  disinvestment  in  cities  during  the  1980s  (75  percent  reduc- 
tion in  housing  assistance),  has  created  catastrophic  consequences  for  7.5  million 
households  in  America  that  need  federal  housing  assistance. 

Estimates  are  that  by  the  year  2000,  19  million  people  will  be  homeless. 

Findings  of  the  Urban  Institute  in  its  2V2  Year  Study  of  the  The  Community  De- 
velopment Block  Grant  Program  (Source:  Draft  Report  Urban  Institute  CDBG  Pro- 
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gram  Evaluation,  Oct.  4,  1994). — CDBG  has  made  an  important  contribution  to  city 
community  development,  including  demonstrated  successes  in  achieving  local  neigh- 
borhood stabilization  and  revitalization  objectives. 

CDBG,  as  intended  by  Congress,  disproportionately  aids  needy  cities:  The  most 
distressed  cities  in  the  nation  receive  50  percent  of  program  dollars  while  the  least 
distressed  cities  receive  only  5  percent  of  CDBG  funds. 

CDBG  makes  more  substantial  contribution  in  low-revenue,  high-distress  cities. 

The  average  CDBG  program  leverages  $2.31  for  every  $1.00  CDBG  dollar  from 
the  federal  government. 

In  1974,  Qie  U.S.  Congress  revolutionized  federal  support  for  local  community  de- 
velopment by  creating  the  Community  Development  Block  Grant  Program. 

CDBG  has  made  an  important  contribution  to  city  community  development,  in- 
cluding demonstrated  successes  in  achieving  the  local  neighborhood  stabilization 
and  revitalization  objectives. 

According  to  the  UI  in  their  draft  CDBG  Program  Evaluation  report,  "In  almost 
every  city"  neighborhoods  would  have  been  affected  detrimentally  should  the  CDBG 
not  have  been  implemented. 

Housing  and  redevelopment  plans  that  now  form  the  core  function  of  municipal 
governments  would  not  have  been  implemented  without  CDBG  or  some  other  fed- 
eral government  program. 

Low  and  moderate  income  persons  and  neighborhoods  have  benefitted  from  CDBG 
to  a  level  "substantiaUy  greater  than  the  minimum  required  under  law." 

The  main  impact  of  the  CDBG  program  is  in  the  revitalization  and  stabilization 
of  neighborhoods. 

Poverty  households  represent  21  percent  of  city  households,  but  41  percent  of 
CDBG  direct  benefit  spending  is  estimated  to  assist  this  group. 

CDBG  investments  clearly  have  made  important  contributions  to  community  ca- 
pacity to  undertake  community  development  programs. 

HOME. — After  federal  disinvestment  in  housing  and  community  development  dur- 
ing the  1980s,  NLC  has  been  encouraged  by  the  opportunities  the  HONTE  program 
has  afforded  local  governments  and  their  low-income  residents.  Despite  innovative 
efforts  by  state  and  local  governments,  there  remains  an  irreplaceable  role  for  the 
federal  government  in  addressing  the  nation's  housing  needs.  This  is  especially  the 
case  because  the  poorer  a  community  and  its  tax  base,  the  greater  its  low  income 
housing  needs.  Thus,  HOME  is  a  central  example  of  a  program  where  not  all  cities 
have  equal  ability  or  equal  needs  to  be  met.  It  has  been  our  experience  that  housing 
programs  developed  under  HOME  invigorate  the  private  sector  housing  industry 
and  contribute  to  the  goal  of  a  decent  home  and  suitable  Uving  environment  for  all 
Americans. 

As  of  October  31,  1994,  more  than  37,000  families  had  received  affordable  housing 
through  the  HOME  Program. 

Percent  of  Families 

Type  Assistance  HOME  funds  *l"Zl  Percent 

committed  ""*" 

Homebuyers 
Existing  Homeowners 
Tenant  Based  Rental 
Renter 

Total  100  37,573 100 

Seventy-two  percent  of  persons  receiving  HOME  funds  have  incomes  50  percent 
of  median.  More  than  97  percent  of  HOME  funding  for  Tenant  Based  Rent  Assist- 
ance goes  to  families  whose  income  is  50  percent  of  median  or  less.  The  Program 
is  serving  over  37,000  persons  of  every  race,  family  size  and  household  type. 

Locsd  governments  continue  to  support  strongly  the  HOME  program  and  are  com- 
mitted to  making  the  program  reach  its  potential  for  becoming  truly  flexible  and  ef- 
fective housing  block  grant  program. 

Without  HOME,  communities  would  be  unable  to  leverage  the  kind  of  public  and 

frivate  resources  for  affordable  housing  that  they  are  able  to  leverage  with  HOME, 
n  fact,  many  projects  being  assisted  now  would  not  move  forward  at  all  without 
HOME. 

Homeless  Assistance. — High  unemployment,  policies  for  de-institutionalization, 
budget  cuts  in  social  service  programs,  and  other  factors  have  combined  to  increase 
the  number  of  Americans  who  need  food,  clothing,  shelter  and  toilet  facilities.  These 
people  turn  to  local  government  for  assistance,  especially  in  emergencies,  and  these 
problems  become  even  more  acute  in  the  winter  months.  These  needs  must  be  met 
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but  local  governments  are  unable  to  carry  the  increasing  burden.  The  federal  gov- 
ernment bears  responsibility  for  some  of  the  causes  of  this  increase  in  the  number 
of  hungry  and  homeless  Americans. 

Question.  Mr.  Cavanuagh  has  suggested  that  funds  bypass  local  governments  and 
go  directly  to  pubUc  housing  authorities.  I  would  like  to  hear  your  comments  on  this 
proposal. 

Answer.  Cavanaugh  Proposal. — NLC  does  not  support  Mr.  Cavanaugh's  proposal 
that  funds  bypass  local  governments  and  go  directly  to  housing  authorities.  Federal 
monies  have  been  going  directly  to  localities  for  decades.  The  role  of  local  govern- 
ments, as  opposed  to  housing  authorities,  is  one  that  should  be  an  important  issue 
in  the  discussion  about  the  fixture  of  public  housing. 

Locally  elected  officials  are  responsible  and  responsive  to  their  communities.  If  a 
local  housing  agency  is  doing  a  good  job,  it  is  very  likely  that  a  city  government 
would  decide  to  leave  in  the  hands  of  the  local  housing  agency  the  responsibility  of 
managing  and  maintaining  the  local  public  housing  stock.  If  a  local  authority  is 
found  deficient,  or  in  neeof  of  improvement,  the  local  government  would  have  the 
choice  of  finding  an  alternative  public  housing  management  entity  or  working  with 
the  local  housing  agency  to  bring  about  needed  improvements. 

The  National  League  of  Cities  and  I  want  to  thank  Chairman  Lewis  and  Con- 
gressman Stokes  for  the  opportunity  to  testify  before  the  VA-HUD  Subcommittee 
on  February  9,  1995.  If  you  have  any  further  questions  please  contact  me  at  (202) 
626-7300  or  Cameron  Whitman  at  the  National  League  of  Cities  (202)  626-3023. 
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Thursday,  February  9,  1995. 
LOCAL  INITLVTIVE  SUPPORT  CORPORATION 

WITNESS 
PAUL  GROGAN,  PRESmENT 

Mr.  Lewis.  Our  next  witness  is  Paul  Grogan,  President  of  the 
Local  Initiative  Support  Corporation.  Mr.  Grogan,  welcome. 

Mr.  Paul  Grogan's  Summary  Remarks 

Mr.  Grogan.  Thank  you  very  much,  Mr.  Chairman.  It  is  a  pleas- 
ure to  be  here  and  to  greet  some  old  friends  and  make  some  new 
ones  and  address  some  of  the  very  thorny  issues  that  you  have  be- 
fore this  committee.  My  name  is  Paul  Grogan.  I  am  the  President 
of  the  Local  Initiative  Support  Corporation. 

I  know  that  some  of  the  members  are  familiar  with  my  organiza- 
tion, but  for  those  of  you  who  aren't,  let  me  do  just  a  little  bit  of 
explaining.  And  I  am  going  to  be  very  brief  and  speak  to  just  a  cou- 
ple of  issues. 

Local  Initiative  Support  Corporation,  or  LISC,  as  we  are  known, 
is  a  nonprofit  organization,  a  national  organization  that  was  set  up 
about  15  years  ago  by  the  Ford  Foundation  and  a  group  of  other 
American  corporations  and  foundations,  with  a  mission  to  find 
ways  to  speed  the  flow  of  private  capital  into  distressed  commu- 
nities, large  and  small,  around  the  country. 

And  further,  to  work  with  grass-roots  organizations  led  by  the 
citizens  of  those  distressed  communities  to  devise  pragmatic,  fea- 
sible redevelopment  and  revitalization  plans  for  those  communities. 
And  in  those  15  years,  we  have  raised  about  1.6  billion  from  more 
than  one  thousand  corporations  and  foundations  around  the  coun- 
try. And  we  have  made  those  funds  available  in  the  form  of  grants, 
low  market  loans  and  equity  investments  to  hundreds  and  hun- 
dreds of  grass-roots  organizations,  which  we  tend  to  call  commu- 
nity development  corporations  that  are  at  work  in  dozens  of  com- 
munities across  the  country. 

We  believe  that  the  tremendous  surge  in  the  activity,  the  number 
and  quality  of  these  kinds  of  grass-roots  organizations,  and  their 
cumulative  impact,  is  one  of  the  great  hopeful  stories  in  America 
today  in  an  otherwise  rather  grim  urban  landscape.  And  you  have 
to  deal  with  a  lot  of  negatives,  a  lot  of  thorny  problems,  and  I  think 
there  are  some  things  underway,  not  always  terribly  visible  to  us, 
that  provide  some  direction  and  are  very  hopeful  and  dynamic. 

And  the  emergence  of  thousands  of  these  community  develop- 
ment corporations  who  are  making  steady  and  sometimes  dramatic 
progress  in  transforming  some  of  the  those  blighted  precincts  in  the 
land  is  something  we  should  seize  on  as  an  opportunity  for  the 
country.  And  my  comments  on  the  prospects  for  further  Federal  in- 
vestment in  housing  should  be  seen  in  that  light. 

I  provided  as  an  appendix  to  my  testimony  a  40-plus-page  list  of 
the  corporations  and  foundations  that  have  provided  financial  re- 
sources of  one  kind  or  another,  and  which  are  involved  in  LISC 
programs  around  the  country  by  geographical  area.  And  we  are 
currently  involved  in  about  35  metropolitan  and  regional  programs. 
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And  you  can  see,  and  some  of  you  will  be  interested,  Congress- 
man Stokes,  I  think  Cleveland  is  on  page  6,  Los  Angeles  on  page 
12,  and  Toledo  on  page  28,  that,  obviously,  we  have  succeeded  and 
we  are  not  alone.  There  are  other  organizations  like  ourselves. 

We  have  succeeded  in  producing  a  great  deal  of  private  engage- 
ment in  community  revitalization  and  affordable  housing  efforts  in 
these  communities.  These  corporations  and  foundations  are  in- 
volved charitably,  but  they  are  also  involved  as  lenders  and  inves- 
tors. So  we  are  an  illustration  of  the  potential  for  great  private  in- 
volvement in  something  we  all  want  to  see  accomplished,  the  exten- 
sion of  opportunity  to  people  in  these  communities  and  the  revital- 
ization of  the  communities  themselves. 

My  message  today  is  that  that — certainly  the  private  investment 
that  we  have  marshaled,  and  I  believe  the  private  investment  that 
can  be  marshaled,  is  very  dependent  on  certain  kinds  of  public  in- 
vestment. And  that  shrewd  public  investment  can  have  a  very 
large  and  decisive  role  in  bringing  forth  the  kind  of  private  engage- 
ment that  we  want  to  see.  And  I  believe  that  the  HOME  and  com- 
munity development  block  grant  programs  are  not  only  worthy  of 
themselves  and  ought  to  be  preserved,  but  I  think  that  they  are 
great  direction  finders  for  the  way  the  rest  of  the  Federal  housing 
and  community  development  policy  should  go. 

We  need  to  teach  the  Federal  Government  to  be  investors  in  fun- 
damentally local  processes  as  opposed  to  prescribers  and  engineers 
from  a  remote  distance.  But  I  think  that  I  would  be  more  aggres- 
sive than  just  saying  that  these  programs  ought  to  be  preserved. 

I  think  in  some  ways  what  happens  to  CDBG  and  HOME  in  your 
deliberations  and  that  of  the  broader  Congress,  is  a  kind  of  litmus 
test  for  whether  you  are  willing  to  take  a  scalpel  to  Federal  hous- 
ing programs  or  whether  it  is  going  to  be  a  meat  cleaver  approach, 
because  these  programs  have  proven  themselves,  and  they  display 
the  attributes  already  that  many  are  saying  we  need  to  display 
more  broadly  in  our  Federal  efforts.  They  are  block  grants.  Within 
certain  guidelines  they  provide  broad  flexibility  to  localities.  It  is 
money,  as  previous  witnesses  have  noted,  that  leverages  private  in- 
vestment very  successfully,  and  it  has  also  made  State  and  local 
governments  partners  with  local  banks,  foundations,  corporations, 
and  community  organizations  and  private  developers  as  well,  in  de- 
ciding fundamentally  local  housing  and  neighborhood  revitalization 
strategies,  where  priorities  are  set  locally. 

There  are  a  group  of  institutions  around  a  table  holding  each 
other  accountable  and  maintaining  discipline  and  standards.  And 
when  things  go  wrong,  that  same  group  of  institutions  is  willing  to 
take  collective  responsibility.  I  think  this  is  an  enormously  hopeful 
trend  for  the  country.  So  not  only  do  we  have  this  proliferation  of 
thousands  of  community  development  corporations,  but  we  have 
seen  emerge  over  the  last  15  years  or  so  a  largely  local  support 
structure,  consisting  of  State  and  local  government,  banks,  founda- 
tions and  corporations,  as  I  have  mentioned. 

So  given  that  these  programs  are  already  in  the  form  that  we  are 
desiring  that  they  are  having  all  these  successes,  I  think  that  these 
programs  ought  to  be  expanded.  It  has  been  acknowledged  I  think 
candidly  by  previous   speakers,   including  Mr.    Cavanaugh,   that 
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probably  steep  cuts  in  certain  kinds  of  traditional  Federal  housing 
assistance  are  more  or  less  inevitable  at  this  point. 

If  that  is  so,  we  ought  to  single  out  the  programs  that  are  work- 
ing and  displaying  the  right  attributes  as  centerpieces  of  the  new 
strategies,  as  opposed  to  subjecting  them  to  some  kind  of  across- 
the-board  cutting  process.  I  might  also  note  that  these  programs 
are  hardly  a  source  of  the  fiscal  problems  either  confronting  HUD 
or  the  Nation. 

The  community  development  block  grant,  certainly  in  constant 
dollars,  is  a  fraction  of  what  it  was  back  in  the  mid  to  late  1970s 
when  it  was  started,  and  the  HOME  program  also  is  a  very,  very 
modest  effort,  compared  to  some  of  the  other  very  thorny  issues 
under  discussion  today.  So  I  think  there  is  every  reason  in  the 
world  to  see  these  programs  in  that  light,  but  I  would  make  the 
further  point,  going  back  to  what  I  said  earlier,  that  in  terms  of 
our  urban  communities,  we  need  to  get  back  into  the  hope  business 
in  this  country. 

We  need  to  fasten  on  those  things  that  appear  to  be  working. 
And  again,  I  would  put  this  phenomenon  of  grass-roots  revitaliza- 
tion  before  you  as  a  stunning  example  of  the  capacity  of  this  society 
to  regenerate  itself,  of  the  willingness  of  ordinary  citizens  who  still 
believe  these  communities  can  be  fine  places  to  live  and  work  and 
bring  up  children,  to  step  forward  and  to  take  prime  responsibility 
for  the  turnaround. 

So  generating  investment  in  that  and  elevating  that  as  a  model 
or  a  paradigm  for  what  is  possible  is  a  great  antidote  to  our  gloom 
about  so  much  that  has  happened  or  not  happened  in  these  com- 
munities. And  the  few  ways  that  the  Federal  Government  has 
found  to  invest  successfully  in  that  process  merit  a  great  deal  more 
support  than  they  have  had. 

We  are  pounded  every  evening  on  the  nightly  newscasts  with  the 
body  bag  journalism  of  today,  the  latest  lurid  murder,  or  the  drug 
deal  that  went  down.  And  those  bespeak  undeniable  realities  of  our 
cities,  terrible  problems.  But  as  each  of  you  know,  having  visited 
your  own  urban  communities,  whether  it  is  the  restoration  of 
Central  Avenue  in  South  Central  L.A.,  Mount  Pleasant  now  in 
Cleveland,  North  River  Development  Corporation  in  Toledo,  there 
are  unsung  heroes  out  there  who  are  willing  to  do  the  job  if  we  give 
them  some  of  the  tools.  And  you  don't  have  to  do  it  alone.  Thank 
you. 

[The  information  follows:] 
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Good  morning,  Mr.  Chairman.  My  name  is  Paul  Grogan.  I  am  President  of  Local 
Initiatives  Support  Corporation  (LISC).  I  am  here  today  to  talk  about  a  very  promising  but 
little  known  phenomenon  that  is  taking  hold  in  low-income  communities  across  the  United 
States  today  --  the  community  development  corporation  (CDC)  --  and  what  it  says  about  the 
proper  role  of  HUD  and  two  specific  HUD  programs  --  HOME  and  CDBG  -  in  helping 
low-income  communities  to  rebuild. 

Although  I  will  discuss  LISC  in  greater  detail  below,  let  me  mention  at  the  outset  that 
LISC  is  a  non-profit  conduit  through  which  the  private  sector  provides  financing  and 
technical  support  to  CDCs  in  34  local  programs,  a  list  of  which  is  attached.  In  15  years,  we 
have  raised  over  S15  billion,  97  percent  of  which  has  come  ft-om  1300  corporations  and 
foundations,  a  list  of  which  I  have  also  attached.  We  have  used  these  funds  to  help  1,378 
CDCs  develop  57,635  housing  units  and  9.6  million  square  feet  of  retail,  industrial  and  other 
commercial  facilities.  We  provided  $278  million  in  grants,  loans  and  investments  to  CDCs 
in  1994  alone. 

There  is  little  doubt  that  the  problems  besetting  low-income  urban  and  suburban 
neighborhoods  and  rural  areas  are  serious  and  impede  both  individual  opportunity,  regional 
stability,  and  the  national  interest.  We  know  that  community  distress  reflects  the  interplay 
between  social,  economic,  and  physical  deterioration.  And  we  also  know  that  the  private 
sector,  government  at  all  levels,  and  most  important,  the  residents  of  these  low-income 
communities  must  share  the  responsibility  for  turning  decaying  neighborhoods  around. 


About  Community  Development  Corporations 

CDCs  are  showing  that  commimity  renewal  is  achievable.   As  of  1993,  over  2000 
CDCs  nationwide  had  developed  about  400,000  units  of  housing  serving  well  over  one 
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million  people,  as  well  as  numerous  economic  development  projects  and  community 
facilities.  Equally  important,  CDCs  have  brought  residents  together  with  the  private  sector 
and  government  to  create  a  new  sense  of  hope  for  neighborhoods  that  the  popular  press  and 
most  other  outsiders  write  off  as  irretrievable.  I  invite  you  to  come  with  us  to  low-income 
areas  in  Southern  California,  Houston,  Qeveland,  Newark,  Toledo,  Las  Vegas,  Detroit,  New 
Orleans,  upstate  New  York,  right  here  in  Washington,  or  any  other  community  where  CDCs 
work  to  see  this  process  in  action. 

CDCs  succeed  in  so  many  diverse  places  because  they  embrace  mainstream  American 
values.  Because  these  values  transcend  ideology,  CDCs  have  been  able  to  generate  broad 
participation  and  are  an  attractive  instrument  of  public  policy.  We  believe  CDCs  have  been 
ahead  of  many  of  the  emerging  changes  in  federal  policy. 


Self  Help:  CDCs  are  vehicles  that  community  residents  create  to  take 
responsibility  for  improving  their  neighborhoods  and  enforcing  pro-social 
behavior. 

Community  Building:  CDCs  bring  people  together,  reinforce  the  social  fabric, 
and  bolster  community  institutions  from  churches  to  little  leagues.  Their 
mission  to  rebuild  communities  physically,  economically  and  socially 
transcends  housing  or  any  other  single  issue. 

Local  Control:  CDCs  bring  decision  making  down  to  the  neighborhood  level, 
where  it  is  closest  to  the  people.  CDCs  work  well  with  city  and  state  officials. 


Partnership:  CDCs  are  pragmatic  and  collaborative,  not  confrontational. 
They  recognize  that  no  single  organization  can  revive  a  neighborhood  alone. 
CDCs,  government,  and  the  private  sector  -  lenders,  investors,  property 
owners,  developers,  businesses,  foundations,  and  others  -  all  contribute  to  and 
benefit  fi-om  community  development  activities. 

Investment:  The  only  long-term,  sustainable  way  to  revive  low-income 
communities  is  through  investment,  private  as  well  as  public.  A  principal 
function  of  public  investment  is  to  stimulate  private  investment,  create  healthy, 
functioning  markets,  and  to  connect  isolated,  distressed  communities  to  the 
economic  mainstream. 

Tangible  Results:  This  is  perhaps  the  most  important  and  distinguishing 
characteristic  of  CDCs.  The  visible  results  of  community  development,  such 
as  housing  and  retail  development,  are  verifiable  proof  that  community 
development  works.  Less  tangible  outcomes  -  greater  community 
cohesiveness,  new  relationships  with  public  and  private  institutions,  stronger 
community  leadership,  and  a  new  sense   of  hope  and  progress   ~  are 
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undeniably  important,  but  it  is  CDCs'  tangible  results  that  set  them  apart  from 
many  other  efforts  and  impart  credibility  to  claims  of  less  visible  outcomes. 


How  LISC  Helps  CDCs 

LISC  was  created  by  six  corporations  and  the  Ford  Foundation  15  years  ago  as  a 
nonprofit  organization  to  enable  the  private  sector  to  assist  CDCs  in  their  efforts  to 
transform  distressed  neighborhoods  into  healthy  communities.  LISC  operates  with  the 
convictions  that:  community  regeneration  must  come  from  within  the  community  itself,  that 
government  at  all  levels,  the  private  sector,  and  community  residents  all  have  critical  roles 
to  play  and  must  work  together  as  active  partners;  and  that  CDCs  are  the  most  effective 
agents  for  fighting  poverty  in  the  most  distressed  communities  in  the  United  States. 

Our  first  name  is  "Local."  We  are  a  constellation  of  34  local  programs  nationwide, 
and  have  become  the  nation's  largest  private,  nonprofit  community  development 
intermediary.  Funds  raised  locally  are  matched  by  national  LISC  on  a  formula  basis.  Each 
LISC  area  is  served  by  local  staff  and  governed  by  a  local  advisory  committee  which 
recommends  CDC  projects  for  funding  to  LISCs  national  Board  of  Directors.  We  are  also 
planning  to  serve  48  rural  CDCs  nationwide  through  a  new  initiative. 

We  believe  that  engaging  the  private  sector  is  essential  to  the  community 
development  process.  Private  involvement  is  not  a  substitute  for  governmental  funding,  and 
public  funds  are  necessary  to  make  private  investment  feasible.  But  community  development 
requires  that  isolated  neighborhoods  join  the  economic  mainstream;  public  funds  alone  will 
always  be  insufficient  unless  they  stimulate  private  investment;  the  rigor  of  business 
discipline  is  fundamental  to  effective  project  development;  and  business  leaders'  endorsement 
increases  the  stature  of  CDCs.  Not  only  is  the  active  involvement  of  the  private  sector 
necessary  to  community  development,  but  business  leaders  genuinely  want  to  participate. 
It  is  our  job  ~  and,  we  would  assert  the  government's  job  as  well  -  to  create  opporttinities 
for  them  to  do  so. 

Our  primary  focus  has  been  to  build  the  financial  and  technical  capacity  of  CDCs  to 
sponsor  housing  and  commercial  development  projects.  We  provide  technical  assistance  and 
project  financing  to  CDCs:  grants,  loans,  recoverable  grants,  equity  investments  and  loan 
guarantees  for  project  development,  operating  support,  and  up-front  predevelopment  costs. 
In  1994,  LISC  provided  $278  million  in  grants,  low-interest  loans  and  equity  for  CDC- 
sponsored  projects.  LISCs  support  is  often  the  first  money  committed  to  a  project,  helping 
to  leverage  additional  private  and  public  resources  and  adding  credibility  to  the  project. 
Equally  important,  we  seek  to  strengthen  emerging  CDCs  and  create  new  organizations  and 
leadership. 
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Since  its  inception,  LISC  has: 

•  Raised  $1.5  billion  in  grants,  loans  and  equity  investments  from  more  than 
1,300  corporations,  foundations,  individuals  and  public  agencies. 

•  Enabled  CDCs  to  use  these  funds  to  leverage  an  additional  $2.6  billion  in 
project  financing. 

•  Helped  1378  CDCs  nationwide  build  or  rehabilitate  57,635  homes  and 
apartments  and  create  9.6  million  square  feet  of  commercial  and  industrial 
space. 

•  Identified,  elevated,  and  nurtured  indigenous  leadership  in  inner-city 
neighborhoods. 

Here  are  a  few  examples  that  illustrate  the  breadth  of  our  work  in  communities 
nationwide. 

•  LISC  operates  three  programs  in  California  serving  Los  Angeles,  the  San 
Francisco  Bay  Area,  and  San  Diego.  We  work  with  CDCs  operating  in  such 
diverse  areas  as  South  Central  Los  Angeles,  Long  Beach,  the  Coachella 
Valley,  and  Escondito,  and  provide  training  for  CDCs  on  a  statewide  basis. 
In  Los  Angeles,  LISC  has  assisted  59  CDCs  with  the  development  of  1500 
affordable  homes  and  some  260,000  square  feet  of  commercial  and  industrial 
space  involving  nearly  $116  million  in  loans,  grants,  and  investments.  Our 
partners  in  Los  Angeles  and  other  California  communities  include  the  Bank 
of  America,  Great  Western,  the  ARCO  Foundation,  and  Avery  Dennison. 

•-  In  Houston,  LISC  operates  in  partnership  with  New  Foundations  for 
Neighborhoods,  a  program  of  the  United  Way.  In  Houston,  LISC  has 
provided  nearly  $10  million  in  loans,  grants,  and  equity  investments  to  assist 
19  CDCs  with  the  development  of  667  affordable  homes  and  40,000  square 
feet  of  commercial  and  industrial  space.  For  example,  the  Fifth  Ward 
Redevelopment  Corporation  recently  completed  a  20-unit  new  construction 
homeownership  development  where  purchasers  will  receive  second  mortgages 
through  the  City  of  Houston's  HOME-funded  soft  second  mortgage  program. 
In  addition  to  the  United  Way,  LISCs  local  partners  include  Shell 
Foundation,  Bank  of  America,  and  Texas  Commerce  Bank. 

•  Qeveland  LISC,  established  in  1982,  has  provided  $15  million  in  loans,  grants, 
and  equity  investments  to  assist  44  CDCs  in  the  development  of  about  1100 
units  of  affordable  housing  and  nearly  400,000  square  feet  of  commercial  and 
industrial  space.  For  example,  Rep.  Stokes  recently  attended  the 
groundbreaking  for  Union-Miles  Homes,  a  50-unit  rental  housing  development 
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comprised  of  50  scattered  site  single  family  homes.  City  and  state  HOME 
funds  covered  12  percent  of  project  costs,  with  the  remainder  funded  through 
private  loans  and  investments.  LISCs  local  corporate  and  philanthropic 
supporters  include  the  Ameritech  Foundation,  Qeveland  Foundation,  and  BP 
America. 

Toledo  LISC  has  worked  with  12  community-based  developers  providing 
intensive  development  training  and  technical  assistance  as  well  as  financing  for 
projects.  One  such  group,  North  River  Development  Corporation,  will  soon 
start  construction  on  8  affordable  single  family  homes  being  built  next  to  an 
elementary  school  and  in  cooperation  with  the  school's  parent  association. 
The  School  Homes  project,  as  it  is  known,  has  financing  commitments  from 
Charter  One  Bank  and  the  City  of  Toledo's  HOME  program.  In  Toledo, 
use  works  with  numerous  local  partners,  including  the  Anderson 
Foundation,  Dana  Corporation,  Owens  Coming  Fiberglass,  several  local 
hospitals,  and  Society  Bank.  We  greatly  appreciate  Rep.  Kaptur's  continuing 
interest  in  our  efforts. 

In  Newark,  LISC  has  marshalled  more  than  $13.5  million  in  loans,  grants,  and 
investments  to  assist  11  CDCs  in  the  development  of  508  units  of  affordable 
housing  and  45,000  square  feet  of  commercial  space.  For  example,  we  worked 
with  Donald  Jackson  CDC  on  the  gut  rehabilitation  of  an  apartment  building 
for  very  low-income  families  financed  with  special  state  CDBG  funds,  the 
State's  Balanced  Housing  Program,  and  corporate  equity  investments.  Newark 
LISC  also  administers  a  capacity  building  program  funded  by  the  Ford 
Foundation  and  the  National  Community  Development  Initiative.  Broad 
National  Bank,  Chemical  Bank,  the  Diocese  of  New  Jersey,  and  the  Victoria 
Foundation  are  among  the  supporters  of  the  Newark  LISC  program. 

Detroit  LISC,  established  in  1990,  has  worked  with  15  CDCs  on  the 
development  of  more  than  600  units  of  affordable  housing  and  ancillary 
commercial  space  and  is  now  focusing  on  building  a  production  and  marketing 
system  to  expand  homeownership  in  low-income  neighborhoods.  LISC  has 
marshalled  a  total  of  $22.3  million  in  support  for  Detroit  CDCs.  Local 
partners  include  Comerica  Bank,  Detroit  Edison,  the  Knight  Foundation, 
National  Bank  of  Detroit,  and  Textron. 

LISCs  program  in  Las  Vegas  is  just  getting  started,  and  will  begin  by 
identifying  the  leadership  within  low-income  communities  and  helping  them 
to  build  community  development  organizations.  This  effort  is  supported  by 
Lied  Foimdation,  Bank  of  America  Nevada,  Caesars  Palace,  and  Levi  Strauss, 
among  others.  A  similar  program  is  underway  in  New  Orieans,  where  local 
partners  include  Deloitte  &  Touche,  Entergy  Corporation,  and  Whitney 
National  Bank. 
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To  support  local  community  development  activities,  LISC  has  created  new 
mechanisms  to  attract  new  resources  at  the  national  level. 

For  example: 

•  In  1987,  LISC  formed  the  National  Equity  Fund  (NEF)  to  syndicate  corporate 
investments  in  CDC-sponsored  low-income  rental  housing  via  the  federal  Low 
Income  Housing  Tax  Credit.  NEF  is  the  nation's  largest  nonprofit  affordable 
housing  investment  program.  It  has  raised  $1.2  billion  from  117  corporations, 
helping  CDCs  to  create  22,000  housing  units. 

•  In  1993,  LISC  formed  The  Retail  Initiative  (TRI),  a  corporate  equity 
investment  fund  to  help  CDCs  develop  supermarket-anchored  neighborhood 
retail  shopping  centers.  Last  fall  we  announced  capitalization  of  $24  million 
for  an  unprecedented  initial  investment  pool.  We  expect  to  invest  in  10  -  12 
projects  over  the  next  three  years. 

•  We  established  the  Local  Initiatives  Managed  Assets  Corporation  (LIMAC) 
in  1986  to  attract  new  capital  for  CDCs  by  creating  a  secondary  market  for 
affordable  housing  and  community  development  loans  made  by  nonprofit 
Community  Development  Financial  Institutions.  LIMAC  has  raised  about  $40 
million  from  private  sources,  and  is  in  the  process  of  raising  an  additional  $25 
million.  LIMAC  has  committed  to  purchase  $63  million  in  loans  from  CDFIs 
and  has  already  purchased  $40  million  in  CDFI  loans,  using  funds  raised  and 
recycling  loan  repayments  as  they  are  received.  We  believe  that  LIMAC  can 
play  an  important  role  in  expanding  resources  for  CDFIs. 

•  LISC  helped  to  conceive  the  National  Community  Development  Initiative 
(NCDI),  under  which  seven  private  foundations  and  Prudential  Insurance 
Company  provided  $62.5  million  in  grants  and  loans  to  assist  CDCs  in 
developing  4,400  affordable  new  homes.  LISC  and  the  Enterprise  Foundation 
administer  the  funds.  A  second  phase  of  NCDI  is  unfolding  over  a  three-year 
period.  In  1993  the  Congress  authorized  and  appropriated  $20  million  for 
HUD  to  contribute  for  this  second  phase.  This  modest  federal  participation 
has  attracted  $67.65  million  in  grants  and  low-interest  loans  from  10  national 
foimdations  and  corporations  as  match  for  the  federal  funds.  LISC  and 
Enterprise  will  pass  every  federal  grant  dollar  through  to  CDCs,  primarily  for 
capacity  building  activities.  We  expect  these  nationally  raised  funds  to 
generate  at  least  another  $660  million  in  project  financing,  a  remarkably 
effective  use  of  federal  funds. 

LISC  plans  to  expand  the  scope  of  its  activities  to  include  rural  community 
development,  social  community  development,  and  a  wider  range  of  economic  development 
activities,  all  through  CDCs. 
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Although  the  bulk  of  LISCs  funding  is  private,  public  funds  --  especially  HOME  and 
CDBG  --  are  crucial  to  the  projects  CDCs  undertake  with  our  assistance.  In  addition,  a 
small  share  of  LISCs  funding  does  come  from  government.  In  our  15-year  existence,  $1,525 
billion  (97.5%)  has  come  from  private  sources;  $23.3  million  (1.5  %)  from  federal  sources; 
and  $14.9  million  (1%)  from  state  and  local  government.  LISC  passes  on  most  of  the 
government  money  it  receives  to  CDCs. 

HUD'S  Role 

With  all  the  negativity  about  HUD,  it  is  crucial  to  identify  and  support  the  programs 
that  do  work  effectively  to  serve  low-income  people  and  communities.  We  believe  that,  in 
general,  the  most  successful  federal  programs  are  flexible,  responsive  to  local  needs,  and 
foster  true  public/private/community  collaboration. 

Not  everything  at  HUD  is  broken.  Two  programs  that  work  well  are  HOME  and 
CDBG.  They  are  models  for  effective  federal  policy  and  offer  a  road  map  for  restructuring 
other  HUD  programs.  Both  are  flexible  but  focused  block  grants  administered  by  states  and 
localities.  Both  provide  the  gap  financing  necessary  to  attract  private  loans  and  investments 
to  projects.  Both  are  extensively  used  by  CDCs  and  are  indispensable  to  continued  progress 
in  rebuilding  communities.  Both  have  enjoyed  strong  bipartisan  support. 

HOME.  HOME  has  rapidly  become  HUD's  most  important  tool  for  producing 
affordable  housing  and  an  indispensable  resource  for  nonprofit  and  for-profit  sponsors  and 
state  and  local  governments.  At  minimum,  FY1996  appropriations  should  at  least  equal  the 
FY1995  level  of  $1.4  billion.  If  HOME  becomes  the  basis  for  a  new  Affordable  Housing 
Fund  that  consolidates  other  programs,  we  support  the  $3,339  billion  level  requested  by  the 
President. 

As  you  know,  Mr.  Chairman,  the  National  Housing  Task  Force  convened  in  1987 
conceived  what  became  the  HOME  program  in  1990  as  the  centerpiece  for  the  Cranston- 
Gonzalez  National  Affordable  Housing  Act.  As  a  member  of  the  task  force,  convened  by 
Senators  Cranston  and  D'Amato  and  ably  chaired  by  Jim  Rouse  and  David  Maxwell,  I  know 
that  we  and  the  Congress  intended  HOME  to  be  a  flexible,  resource  to  strengthen  state  and 
local  housing  production  systems  in  stark  contrast  to  previous  federally  driven  approaches, 
and  to  engage  CDCs  and  private  developers,  investors,  and  lenders  as  active  partners  in  the 
process.  As  sometimes  happens,  however,  numerous  compromises  required  to  secure 
enactment  severely  hindered  the  program  in  its  early  days.  Critical  changes  were  made  in 
late  1992  to  make  the  program  work  as  originally  envisioned.  Additional  refinements  were 
also  enacted  last  year. 

Regulations  implementing  the  1992  legislation  were  issued  in  early  1993.  From  the 
local  perspective,  the  HOME  program  truly  began  at  that  rime  ~  less  than  two  years  ago. 
Since  then,  HOME  has  taken  hold  much  as  we  had  hoped.  States  and  localiries  have  been 
spending  funds  expeditiously.  HOME  has  already  assisted  a  total  of  110,000  housing  units 
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at  an  average  cost  of  $16,743  in  HOME  funds.  In  addition,  roughly  14,000  families  are 
receiving  HOME  tenant-based  rental  assistance.  Each  dollar  of  HOME  has  attracted  an 
additional  $1.63  of  other  funds.  We  are  involved  with  numerous  HOME-funded  projects, 
many  of  which  are  already  completed  and  occupied. 

We  are  especially  pleased  by  the  way  HOME  is  helping  to  forge  new  local 
partnerships  with  CDCs.  We  strongly  support  the  set-aside  15  percent  of  HOME  funds  in 
each  state  and  locality  for  Community  Housing  Development  Organizations  (CHDOs), 
whose  definition  accommodates  the  vast  majority  of  CDCs.  In  addition,  the  1992 
amendments  permit  states  and  localities  to  use  up  to  5  percent  of  their  HOME  funds  to 
support  the  operational  expenses  of  CHDOs.  These  provisions  have  sparked  new  and 
greater  opportunities  for  CDCs.  Where  CDCs  and  state  and  local  governments  already  had 
good  relationships,  HOME  has  strengthened  and  deepened  those  relationships.  Elsewhere, 
HOME  has  brought  CDCs  and  state  and  local  governments  together  for  the  first  time. 

CDBG:  The  Community  Development  Block  Grant  program  has  for  many  years  been 
a  critical  resource  for  CDCs  and  low-income  communities  generally.  While  HOME  has 
focused  primarily  on  housing  production,  CDBG  is  used  for  a  broader  range  of  activities 
critical  to  low-income  areas,  including  economic  development,  community  facilities  such  as 
health  clinics,  day  care  centers,  and  youth  recreation  centers,  infi-astructure,  and  certain 
public  services.  Numerous  CDCs  use  CDBG  for  a  wide  range  of  activities.  Recent 
regulatory  changes  should  greatly  streamline  the  use  of  CDBG  for  economic  development. 
The  vast  majority  of  funds  benefit  low-income  people  and  areas.  We  strongly  support 
FY1996  appropriations  for  CDBG  of  at  least  $4.6  billion,  the  same  level  as  in  FY1995. 


Conclusion 

This  concludes  my  testimony.  I  would  be  glad  to  answer  any  questions  you  may  have. 
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use  PROGRAM  AREAS 


1.  BATON  ROUGE 

2.  BAY  AREA 

3.  BOSTON 

4.  CHICAGO 

5.  CLEVELAND 

6.  CONNECTICUT  MULTI-CITIES 

7.  DETROIT 

8.  HOUSTON 

9.  INDIANA  MULTI-CITIES 

10.  INDLVNAPOUS 

11.  KALAMAZOO 

12.  KANSAS  CITY 

13.  LAS  VEGAS 

14.  UTTLE  ROCK 

15.  LOS  ANGELES 

16.  MIAMI 

17.  MICHIGAN  MULTI-CITIES 


18.  MILWAUKEE 

19.  MID  SOUTH  DELTA 

20.  MONONGAHELA  VALLEY 

21.  NEW  ORLEANS 

22.  NEW  YORK  CITY 

23.  NEWARK 

24.  NORTHWEST  INDIANA 

25.  PALM  BEACH  COUNTY 

26.  PHILADELPHIA 

27.  PHOENIX 

28.  PUGET  SOUND 

29.  RHODE  ISLAND 

30.  RICHMOND 

31.  SAN  DIEGO 

32.  ST.  PAUL 

33.  TOLEDO 

34.  WASHINGTON  DC 
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Local  Initiatives  Support  Corporation 

Corporate,  Foundation  and  Individual  Supporters 

1979-Present 


Baton  Rouge 

Albemarle  Corporation 

Bank  of  Commerce 

John  W.  and  Scott  D.  Barton  Fund 

Baton  Rouge  Area  Foundation 

Baton  Rouge  Association  of  Real  Estate  Brokers,  Inc. 

Boyce,  Jane  T. 

Citizens  Bank  &  Trust  Co. 

City  National  Bank  of  BatonRouge 

Community  Coffee,  Inc. 

Entergy  Corporation 

Exxon 

Franklin  Press,  Inc. 

Guaranty  Bank  and  Trust  Company 

Hancock  Bank 

Hibemia  National  Bank 

The  Newtron  Group,  Inc. 

Noland,  John  B. 

Premier  Bank 

S.M.  &  H.,  Inc. 

St.  James  Episcopal  Church 

Sternberg,  Mary  Ann 

Sunburst  Bank 

Whitney  National  Bank  of  New  Orleans 

Bay  Area 

Anheuser-Busch  Foundation 
Bank  of  America  NT&SA 
BankAmerica  Foundation 
The  Clorox  Foundation 
Fannie  Mae  Foundation 
First  Interstate  Bancorp 
First  Nationwide  Bank 
Great  Western  Financial  Corp. 
Evelyn  &  Walter  Jr.  Haas  Fund 
Walter  &  Elise  Haas  Fund 
Evelyn  &  Walter  Jr.  Haas  Fund 
William  Randolph  Hearst  Foundation 
Hendley  Circle  Associates 
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State  Street  Bank  and  Trust  Company 

Neighborhood  Development  Support  Collaborative  (Boston) 

The  Boston  Foundation 

Boston  Globe  Foundation 

Clipper  Ship  Foundation,  Inc. 

The  Ford  Foundation 

The  Hyams  Foundation 

The  New  England 

Polaroid  Foundation 

Mabel  Louise  Riley  Foundation 

The  Riley  Foundation 

United  Way  of  Massachusetts  Bay 

Bridgeport 

Bank  of  Boston  Connecticut 
Bridgeport  Area  Foundation 
The  Chase  Manhattan  Corporation 
Fleet  Bank,  N.A. 

CHOP  (Chicago) 

LaSalle  National  Bank 

John  D.  and  Catherine  T.  MacArthur  Foundation 

The  Robert  R_  McCormick  Tribune  Foundation 


Chicago 


Allstate 

American  Hospital  Supply  Corporation  Foundation 

American  National  Bank  &  Trust 

Ameritech  Foundation 

Amoco  Foundation,  Inc. 

Aon  Foundation 

AT&T  Foundation 

Avondale  Federal  Savings  Bank 

Bank  Hapoalim  B.M. 

Bank  of  America  Dlinois 

Bank  One,  Chicago,  NA 

Beatrice  Foods  Company 

BOMA/Chicago 

Borg-Wamer  Foundation,  Inc. 

The  Chicago  -  Tokyo  Bank 
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Woods  Charitable  Fund,  Inc. 

Fund  for  Communicy  Development  (Chicago) 

John  D.  and  Catherine  T.  MacArthur  Foundation 

Economic  Development  Institute  (Chicago) 

Borg- Warner  Foundation,  Inc. 

Chicago  Community  Trust 

The  Chicago  Dock  &  Canal  Trust 

Chicago  Title  and  Trust  Company  Foundation 

Chicago  Tribune  Company 

Continental  Bank 

Field  Foundation  of  Illinois 

First  National  Bank  of  Chicago 

GATX  Corporation 

Illinois  Bell 

Inland  Steel-Ryerson  Foundation 

The  Joyce  Foundation 

LaSalle  Partners 

John  D.  and  Catherine  T.  MacArthur  Foundation 

Material  Service  Foundation 

Navistar  International  Transportation  Corp. 

The  Northern  Trust  Company 

Old  Kent  Bank 

The  Peoples  Gas  Light  &  Coke  Company 

Quaker  Oats  Company 

Sears,  Roebuck  and  Company 

The  Irvin  Stem  Foundation 


Cincinnati 

The  Central  Trust  Company 

Cincinnati  Bell 

Cincinnati  Gas  &  Electric  Co. 

Cincinnati  Milacron  Foundation 

Community  Improvement  Corp.  of  Greater  Cincinnati 

The  Dackett  Company 

Eagle-Picher  Industries 

Federated  Department  Stores  Foundation 

The  Fifth  Third  Bank 

First  National  Bank  of  Cincinnati 

Gannett  Foimdation,  Inc. 
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Comerica  Incorporated 

Community  Foundation  For  Southeastern  Michigan 

Detroit  Edison  Foundation 

Detroit  Renaissance  Foundation 

First  Federal  of  Michigan 

First  of  America  Bank  -  Southeast  Michigan 

The  Ford  Foundation 

The  Ford  Motor  Company  Fund 

Hudson- Webber  Foundation 

John  S.  and  James  L.  Knight  Foundation 

Kresge  Foundation 

McGregor  Fund 

MichCon  Foundation 

Michigan  National  Bank 

NBD  Bank,  N  A. 

The  Skillman  Foundation 

Textron  Charitable  Trust 


Hartford 


Aetna  Foundation,  Inc. 

Beatrice  Fox  Auerbach  Foundation 

Bank  of  Boston  Connecticut 

The  Chase  Manhattan  Bank  of  Connecticut,  N.A. 

CIGNA  Corporation 

Connecticut  Bank  and  Trust  Company 

Episcopal  Diocese  of  Connecticut 

Fleet  Bank,  N.A. 

The  Hartford  Courant  Foundation 

Hartford  Foundation  for  Public  Giving 

Hartford  Insurance  Group  Foundation 

Hartford  Steam  Boiler  Inspection  and  Insurance  Co. 

Heublein,  Inc. 

ITT  Hartford  Insurance  Group 

George  &  Grace  Long  Foundation 

People's  Bank 

Phoenix  Home  Life  Insurance  Company 

Roman  Catholic  Archdiocese  of  Hartford-St.  Therese 

Society  for  Savings 

The  Stanley  Works 

United  Church  of  Christ 


Houston 
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Eli  Lilly  and  Company 

Lilly  Endowment,  Inc. 

Merchants  National  Bank  &  Trust  Company 

Meridian  Mutual  Insurance  Co. 

Midwest  National  Bank 

Kalamazoo 

Ameritech  Foundation 

Arcadia  Bank 

Cain  Realtors 

Comerica  Bank  -  Kalamazoo 

Dorothy  U.  Dalton  Foundation 

Federal  Home  Loan  Bank  of  Indianapolis 

Fidelity  Savings  Bank,  FSB 

First  of  America  Bank  -  Michigan,  N.A. 

First  of  America  Bank  Corporation 

Irving  S.  Gilmore  Foundation 

Greater  Kalamazoo  Association  of  Realtors 

Kalamazoo  Appraisal,  Inc. 

Kalamazoo  Foundation 

NBD  Bank,  N.A. 

Old  Kent  Bank  -  Southwest 

Portage  Commerce  Bank 

Standard  Federal  Bank 

The  Upjohn  Company  Foundation 

Harold  and  Grace  Upjohn  Foundation 

Kansas  City 

H  &  R  Block,  Inc. 

Boatmen's  First  National  Bank 

Buder  Manufacturing  Company 

Civic  Council  of  Greater  Kansas  City 

The  Commerce  Bancshares  Foundation 

Commerce  Bank  of  Kansas  City 

Curry  Foundation 

First  National  Bank  of  Kansas  City 

The  Ford  Motor  Company  Fund 

Galliher,  James 

Greater  Kansas  City  Community  Foundation 

The  Hall  Family  Foundations 

Hallmark  Cards,  Inc. 

Heart  of  America  United  Way 
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Nevada  State  Bank 

Nevada  Title  Company 

Pioneer  Citizens  Bank 

PriMerit  Bank 

Sierra  Health  Services,  Inc. 

Silver  State  Disposal  Service,  Inc. 

Southern  Wine  and  Spirits  of  Nevada 

Southwest  Gas  Corporation  Foundation 

Sprint  Central  Telephone  -  Nevada 

Summa  Corporation 

Sun  State  Bank 

U.S.  Bank  of  Nevada 

Little  Rock 

Alltel  Corporation 

American  Abstract  &  Title  Company 

Arkansas  Democrat  Gazette 

Arkansas  Power  &  Light  Company 

Arkla,  Inc. 

Bank  of  Little  Rock 

Beach  Abstract  &  Guaranty  Company 

Blue  Cross/Blue  Shield  of  Arkansas 

Central  Bank  &  Trust 

Citizens  First  Bank 

Deltic  Farm  &  Timber  Co.,  Inc. 

Eagle  Bank  and  Trust  Company 

Fifty  for  the  Future,  Inc. 

First  Commercial  Bank,  N.A. 

First  Exchange  Bank  of  Litde  Rock,  N.A. 

KATV  Television,  Inc. 

Levi  Strauss  Foundation 

Metropolitan  National  Bank 

Mitchell,  Williams,  Selig,  Gates  &  Woodyard 

One  National  Bank 

Winthrop  Rockefeller  Foundation 

Smiley,  Walter 

Southwestern  Bell  Telephone 

Superior  Federal  Bank  for  Savings 

Systematics 

TCBY  Enterprises,  Inc. 

Trinity  Foundation 

Union  National  Bank  of  Arkansas 

Orbit  Valve  Foundation 
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Bamett  Bank  of  South  Florida,  N.A. 

Blank  Family  Foundation,  Inc. 

Blockbuster  Entertainment  Corporation 

Burdines  Department  Store 

Burger  King  Corporation 

Carnival  Cruise  Lines 

Centrust  Foundation,  Inc. 

The  Chase  Manhattan  Bank  of  Florida,  N.A. 

The  Chase  Manhattan  Corporation 

Chemical  Bank 

Chemical  Bank  Florida 

Citibank,  F.S.B. 

Citicorp  Savings 

City  National  Bank  of  Florida 

Coconut  Gfrove  Bank 

Commercial  Trust  Bank 

Community  Bank 

Connor,  John 

The  Continental  Companies 

Continental  National  Bank  of  Miami 

Coral  Gables  Federal 

Dade  Community  Foundation 

Deloitte  Haskins  &  Sells 

P.L.  Dodge  Foundation,  Inc. 

Eastern  Airiines,  Inc. 

Equitable  Bank 

Ernst  &  Young,  CPA 

Federated  Department  Stores  Foundation 

First  National  Bank  of  South  Miami 

The  First  Union  Foundation 

The  Florida  Bar  Foundation 

Florida  Power  and  Light  Company 

Great  Western  Financial  Corp. 

Greenberg,  Traurig,  Hoffman,  Lipoff,  Rosen  &  Quentel,  PA. 

Intercontinental  Bank 

Jefferson  National  Bank 

Jordan  Marsh  Company 

The  Keyes  Company 

John  S.  and  James  L.  Knight  Foundation 

Knight-Ridder,  Inc. 

Ronald  Kom  Consulting 

KPMG  Peat  Marwick 

Leigh  Foundation,  The  Charles  N.  and  Eleanor  Knight 

John  D.  and  Catherine  T.  MacArthur  Foundation 
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First  of  America  Bank  -  Mid  Michigan 

First  of  America  Bank  -  Muskegon 

First  of  America  Bank  -  Southeast  Michigan 

First  of  America  Bank  -  West  Michigan 

First  of  America  Community  Development  Corp. 

Fletcher,  Ronald  H. 

FMB  -  First  Michigan  Bank 

Frey  Foundation 

GMI  Engineering  &  Management  Institute 

Gordon  Food  Service 

Grand  Bank 

Grand  Rapids  Appraisal  Service,  Inc. 

The  Grand  Rapids  Foundation 

Granger  Foundation 

Great  Lakes  Bancorp 

Greater  Lansing  Foundation 

Hudson's 

Hunter,  Karen  M. 

Inter-City  Bank 

LaSalle  Federal  Savings  Bank 

MacKenzie,  Daniel 

Manufacturers  National  Corporation 

Metropolitan  Title  Company 

Michigan  National  Bank 

C.  S.  Mott  Foundation 

Muskegon  Coimty  Community  Foundation 

NBD  Bank  -  Grand  Haven  Region 

NBD  Bank,  N.A. 

Old  Kent  Bank 

Old  Kent  Bank  -  Central 

Old  Kent  Bank  -  Grand  Rapids 

Old  Kent  Bank  -  Southwest 

Old  Kent  Bank  of  Grand  Haven 

Old  Kent  Bank  of  Lansing 

The  Peoples  State  Bank 

The  Charles  Reinhart  Company 

Republic  Bank 

Saginaw  Community  Foundation 

Schultz,  Dorothy  V. 

Second  National  Bank 

Shelby-State  Bank 

Society  Bank  A  KeyCorp  Company 

SPX  Corporation 

Steelcase  Foundation 
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PPG  Industries  Foundation 
Rockwell  International 
USX  Foundation,  Inc. 
Westinghouse  Electric  Corporation 

New  Britain 

Fleet  Bank,  N.A. 

The  New  Britain  Foundation  for  Public  Giving 

The  Alix  W.  Stanley  Foundation 

The  Stanley  Works 

New  Brunswick 

AT&T  Foundation 

Central  Bank  of  N.J. 

Fidelity  Union  Bank 

Horizon  Bancorporation 

Johnson  &  Johnson 

New  Jersey  Bell 

Peoples  National  Bank 

Public  Service  Electric  &  Gas  Company 

United  Jersey  Bank/Franklin  State 

New  Haven 

Bank  of  Boston  Connecticut 

Community  Foundation  for  Greater  New  Haven 

Fleet  Bank,  N.A. 

New  Orleans 

Deloitte  &  Touche 

Entergy  Corporation 

First  National  Bank  of  Commerce 

The  Ella  West  Freeman  Foundation 

Freeport-McMoran 

The  Greater  New  Orieans  Foundation 

Hibemia  National  Bank 

Liberty  Bank  and  Trust  Co. 

The  Louisiana  Land  and  Exploration  Company  Foundation 

The  Reily  Foundation 

Rosenthal  Insurance  Agency  Inc 

Whitney  National  Bank 
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NYNEX  Foundation 

James  C  Penney  Foundation 

The  Pfizer  Foundation,  Inc. 

Republic  National  Bank  of  NY 

Charles  H.  Revson  Foundation 

The  Rhodebcclc  Charitable  Trust 

Safra  National  Bank  of  New  York 

St.  James  Episcopal  Church 

The  Sumitomo  Trust  &  Banking  Co ,  Ltd. 

Surdna  Foundation,  Inc 

Taconic  Foundation 

Toyo  Trust  Company  of  New  York 

Uris  Brothers  Foundation 

Brooklyn  rBAM) 

Brooklyn  Union  Gas  Company 

The  J  M.  Kaplan  Fund 

Manufacturers  Hanover  Trust  Co. 

Chemical  Bank 

Consolidated  Edison  Company  of  New  York 

Manufacturers  Hanover  Trust  Co. 

Charles  H.  Revson  Foundation 

South  Bronx 

Achdis  Foundation 

The  Vmcem  Astor  Foundation 

Bankers  Trust  Company  Foundation 

Bodman  Foundation 

Buttenweiser,  Benjamin 

CBS,  Inc 

The  Chase  Manhattan  Bank  N  A. 

Chemical  Bank 

R.  R  Macy  &  Company 

Metropolitan  Life  Foundation 

JJ».  Morgan  &  Co.,  Inc. 

The  New  York  Community  Trust 

New  York  Life  Foundation 

New  York  Telephone  Company 

Qiarles  R  Revsoo  FoondatioD 

Time  Warner  Inc. 


Newark 
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Saint  Margaret  Hospital 
St.  Anthony  Medical  Center,  Inc. 
Unilever/Lever  Brothers  Co. 
Welsh  Oil  Incorporated 

Nonvalk/Stamford 

Bank  of  Boston  Connecticut 
Fleet  Bank,  N.A. 

Palm  Beach  County 

Admiralty  Bank 

American  Savings  of  Florida,  FSB. 

AmTrust  Bank 

Bank  of  Boston  Florida 

Bankers  Trust  Company  Foundation 

Barker,  Osha  &  Anderson,  Inc. 

Bamett  Bank  of  Palm  Beach  County 

The  Chase  Manhattan  Bank  of  Florida,  N  A. 

Chemical  Bank 

Citibank,  FSB. 

Comerica  Bank  &  Trust,  FSB 

Community  Foundation  (General  Fund) 

Community  Foundation  (Point  Manalapan  Development  Fund) 

Community  Savings 

Coral  Gables  Federal 

The  James  M.  Cox  Foundation  of  Georgia,  Inc. 

CSR  America  Companies  Foundation,  Inc. 

The  Ecclestone  Organization 

Enterprise  National  Bank  of  Palm  Beach 

Fidelit '  Federal  Savings  Bank  of  Florida 

First  Federal  Savings  &  Loan 

The  First  Union  Foundation 

First  Union  National  Bank 

Flagler  National  Bank 

Florida  Power  and  Light  Company 

Goldome  Federal  Savings  Bank 

Great  Southern  Bank 

Great  Western  Financial  Corp. 

Hardrives  of  Ddray,  Inc. 

Home  Savings  of  America,  F.S.B 

Island  National  Bank  of  Palm  Beach 

George  W.  Jenkins  Foundation,  Inc. 
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Mellon  PSFS 

Meridian  Bank 

Penjerdel  Regional  Foundation  (Continental  Bank) 

The  William  Penn  Foundation 

Penn  Mutual  Life  Insurance 

Pennwalt  Corporation 

The  Pew  Charitable  Trusts 

Philadelphia  Electric  Company 

The  Philadelphia  Foundation 

Philadelphia  Savings  Fund  Society 

PNC  Bank,  N  A. 

Rohm  and  Haas  Company 

Rorer  Group,  Inc. 

Rouse  and  Associates 

SmithKline  Beecham  Corporation 

Sun  Company,  Inc. 

Tasty  Baking  Foundation 

Western  Savings  Bank 

Yarway  Corporation 


Phoenix 


America  West  Arena/Phoenix  Suns 

American  Express  Foundation 

ARCO  Foundation 

Arizona  Community  Foundation 

Arizona  Public  Service  Company 

Bank  of  America  Arizona 

Bank  of  America  NT&SA 

Bank  One  Arizona 

Biltmore  Investors  Bank 

Chase  Bank  of  Arizona 

The  Chase  Manhattan  Corporation 

Citibank  of  Arizona 

Del  Webb  Corporation 

The  Dial  Corp. 

Ericsson  Business  Communications  Inc. 

First  Interstate  Bank  of  AZ 

First  National  Bank  of  Arizona 

Great  Western  Financial  Corp. 

Greater  Phoenix  Leadership 

Harris  Trust  Bank  of  Arizona 

Howard  Needles  Tammen  &  BergendofF 

Northern  Trust  Bank  of  Arizona 


23 


1132 


Bell  Atlantic- Virginia,  Inc. 

Bunzl,  R.H. 

The  Cabell  Foundation 

Cadmus  Communications  Corporation 

E.  Rhodes/Leona  B.  CarpenterFoundation. 

Central  Fidelity  Bank 

Chesapeake  Corporation  Foundation 

Citizens  Federal  Bank 

Coreast  Savings  Bank 

Crestar  Bank  N.A. 

Overton  and  Katharine  Dennis  Fund 

Jessie  Ball  DuPont  Fund/Diocese  of  Virginia 

Fidelity  Federal  Savings  Bank 

First  Union  National  Bank  of  Virginia 

Hunton  &  Williams 

Investors  Savings  Bank 

McGuire  Woods  Battle  &  Boothe 

Media  General 

NationsBank  of  Virginia,  N.A. 

Mary  Morton  Parsons  Foundation 

Pollard,  Fred  G. 

Paul  H.  Pusey  Foundation 

Reynolds  Metals  Company 

James  River  Corporation 

A.H.  Robins  Company 

Samuel  and  Gilbert  Rosenthal  Foundation 

Signet  Banking  Corporation 

Sovran 

St.  Paul's  Episcopal  Church 

Stem,  Henry  F. 

Charles  and  Rhoda  Thalhimer 

Ukrop's  Super  Markets,  Inc. 

Universal  Corporation 

Virginia  Federal  Savings  Bank 

Virginia  Power 

Wheat  First  Butcher  Singer  Foundation 


San  Diego 


Anheuser-Busch  Foundation 
ARCO  Foundation 
Bank  of  America  NT&SA 
BankAmerica  Foundation 
City  National  Bank 
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Interim/NP  Housing  Association 

Johnson  &  Higgins 

Key  Bank  of  Washington 

Florence  B.  Kilworth  Charitable  Foundation 

William  W.  Kilworth  Charitable  Foundation 

Medina  Foundation 

Microsoft  Corporation 

Pacific  First  Federal 

Pacific  Northwest  Bell 

Pioneer  Savings  Bank 

Preston,  Thorgrimson,  Gates, 

Robinson,  Randy 

SAFECO  Insurance  Companies 

Seafirst  Foundation 

Seattle  Foundation 

Seattle  Housing  Resources  Group 

Seattle  Savings  League 

The  Seattle  Times 

Seattle-First  National  Bank 

Security  Pacific  Bank  Washington 

Skinner  Foimdation 

Tramco 

U  S  WEST  Foundation 

U.S.  Bank  of  Washington 

Union  Pacific  Realty  Company 

UnivarA'WR  Foundation 

Washington  Mutual  Savings  Bank 

Washington  Natural  Gas  Company 

Weyerhaeuser  Co.  Foundation 

The  Whitehorse  Foundation 

Seattle-King  Community  Development  Loan  Fund 

Northwest  Area  Foundation 

St.  Paul 

3M 

American  Bank 

F.  R.  Bigelow  Foimdation 

Briggs  and  Morgan 

Family  Housing  Fund  of  Minneapolis  and  Saint  Paul 

First  Bank  System  Foundation 

Honeywell,  Inc. 
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Mid-American  National  Bank  &  Trust  Company 

National  City  Bank 

Ohio  Bell 

Owens-Coming  Fiberglas  Corp. 

Owens-Illinois 

People's  Savings 

Ransom  Consulting 

Riverside  Healtii  Group 

Rudolph/Libbe,  Inc. 

Society  Bank  A  KeyCorp  Company 

Society  Bank,  Trustee  for  the  Walter  E.  Terhune  Memorial  Fd 

St.  Vincent  Medical  Center 

Standard  Federal  Bank 

Teledyne  CAE 

Therma  Tru  Corporation 

Toledo  Community  Foundation,  Inc. 

Toledo  Edison 

The  Toledo  Hospital 

United  Home  Federal 

United  Way  of  Greater  Toledo 

Dave  White  Chevrolet 

Toledo  Fund  for  Neighborhood  Development  (Toledo) 

BP  Oil  Company 

Capital  Bank 

Comerica  Bank  -  Midwest 

Dana  Corporation  Foundation 

Entelco  Foundation 

The  Ford  Motor  Company  Fund 

The  Huntington  National  Bank 

Mercy/St.  Charles  Hospitals 

Owens-Illinois 

St.  Vincent  Medical  Center 

Sun  Company,  Inc. 

Toledo  Edison 

Washington  D.C. 

Abramson,  Albert 

Esthy  and  James  Adler  Philanthropic  Fund 

American  Security  Bank 

Antonelli,  D.F. 

The  April  Trust 

Arent,  Fox,  Kintner,  Plotidn  &  Kahn 
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National  Corporation  for  Housing  Partnerships 

NationsBank  of  Florida 

Newmyer  Associates,  Inc. 

Omni  Construction  Company 

PEPCO 

Perpetual  Savings  Bank 

Riggs  National  Bank  of  Washington 

Selin,  Ivan 

Seton  Enablement  Fund,  Inc. 

Shannon  &  Luchs  Company 

Signet  Banking  Corporation 

Smithy  Braedon  Company 

Sovran 

Steuart  Investment  Company 

United  Virginia  Bank 

USA  Today 

W*USA-TV 

Washington  Bancorporation  Foundation 

Washington  Gas  Light  Company 

Weaver  Brothers,  Inc. 

Wilmer,  Cutier  &  Pickering 

Xerox  Corporation 

Waterbury 

Bank  of  Boston  Connecticut 
The  Chase  Manhattan  Corporation 
Fleet  Bank,  N.A. 

National 

Aetna  Foundation,  Inc. 

Agolia,  Edward 

Al-Salam,  Sue  Gray 

Alabama  Metal  Industries 

Alabama  Power 

Aldrich,  Rodney 

Allegheny  Conference  on  Community  Development 

American  Express  Foundation 

Ameritech  Foundation 

Amoco  Corporation 

AmSouth  Bank 

Anonymous 

ARCO  Chemical  Company 


31 


1136 


Chemical  Bank 

Chikowski,  H.J. 

CIGNA  Corporation 

Citibank,  N.A. 

Citicorp 

The  Edna  McConnell  Clark  Foundation 

The  Cleveland  Foundation 

Cohen,  Milton 

Cohen,  Thurmon 

Colonial  Bank 

Combined  Federal  Campaign 

Continental  Bank 

The  Continental  Corporation 

Continental  Illinois  National  Bank 

Crawford,  William 

Dade  Community  Foundation 

Davis,  Alma  V. 

Demmler  Jr.,  Albert  W. 

DESA  International,  Inc. 

Dimock,  George 

Dozier,  V.J. 

Drown,  Donald 

Dutch  Boy/Sherwin  Williams 

Easton,  Robert  L. 

Edwards,  Harr>' 

Ehrlich,  Margarete 

Eichler,  Michael 

Elliott,  Mark  E. 

Energen  Corporation 

Equitable  Life  Assurance  Society  of  the  U.S. 

Ernst,  Robert 

Eustis,  Allan  C. 

Everts,  Stockwell 

Ewald,  Ella 

Fannie  Mae  Foundation 

Farris,  Mutie 

Federal  Home  Loan  Mortgage  Corp.  (Freddie  Mac) 

Fetter,  Leone 

Fine,  Robert 

First  Alabama  Bank 

First  City,  Texas  -  Dallas 

First  Commercial  Bank 

First  Interstate  Bank  of  Texas 

Fishman,  Sara  Golde 
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Hurlbut,  William 

Illinois  Bell 

Inland  Steel  Industries 

International  Harvester 

The  James  Irvine  Foundation 

Johnson,  William  F. 

The  Robert  Wood  JohnsonFoundation 

W.  Alton  Jones  Foundation 

Kacser,  Claude 

Kappner,  Thomas 

Karp,  Donald  M. 

Kates,  Henry 

Key  Community  Development  Corporation 

Klein,  J.W. 

Kiosk,  Bella 

Kner,  Carol 

John  S.  and  James  L.  Knight  Foundation 

Knight-Ridder,  Inc. 

Kocharlakota,  Rao 

Kohn,  Walter 

Kopple,  Henry 

Korea  Exchange  Bank 

Krauss,  Eugene 

Kresge  Foundation 

Landau,  Sidney 

Landis,  Phyllis 

Landsberg,  Alfred 

Lane,  Margaret 

LaSalle  National  Bank 

Lein,  Karen 

Leonard 

Levi  Strauss  Foundation 

Levine,  Barbara  H. 

Levy,  Joyce  P. 

Liberty  Distributors 

Lilley,  Robert 

Lilly  Endowment,  Inc. 

Lloyd,  Edward  G. 

Louidice,  Vincent 

Lowe's  Companies,  Inc. 

Luisi,  Elda 

John  D.  and  Catherine  T.  MacArthur  Foundation 

Manzolillo,  Michael 

Marcus,  Ned 
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Piper  JafFray  Companies,  Inc. 

Piton  Foundation 

Platov,  Mariquita 

PlyGem  Industries,  Inc. 

Porter  White  and  Co. 

Protective  Life  InsuranceCompany 

The  Prudential  Foundation 

Prudential  Insurance  Company 

Quaker  Oats  Company 

Rath,  Frederick 

Ray,  Louis 

Read,  Albert  J. 

Charles  H.  Revson  Foundation 

Rhode  Island  Housing  Partnership 

The  Rockefeller  Foundation 

Rosenbloom,  Robert  A. 

Rouse,  Harriet 

Rubenstein,  Lawrence 

Ryan,  Bette 

The  Salomon  Foundation 

Scheuer,  Naomi 

Schlissel,  Jon 

Security  Pacific  Corporation 

Seykot  Jr.,  Charlie 

Shaife,  Samuel  A. 

Shapiro,  Joseph 

Shapiro,  Stephen  A. 

Sharp,  Donald  E. 

Shea,  Michael 

Shinn,  Marybeth 

Signet  Banking  Corporation 

Sirote,  Permutt,  PC. 

Sloss  Development  Group 

Smith,  Alex 

Smith,  Elwyn 

Soil,  May 

Sommer,  James  A. 

Southeast  Banking  Corporation  Foundation 

Southern  Rubber  Company 

SouthTrust  Mortgage 

Spear,  Leeds  &  Kellogg 

Spencer,  Helen 

Spiess,  Paul  C. 

The  St.  Paul  Companies  Inc. 
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Morris  Goldseker  Foundation  of  Maryland,  Inc. 

The  Rouse  Company 

The  Aaron  &  Lille  Strauss  Foundation 

T.  Rowe  Price  Associates  Foundation,  Inc. 

U.S.  Fidelity  &  Guaranty  Company 

Anschutz  Foundation 
BP  America  Inc. 
BWBA,  Inc. 
Central  Bank  of  Denver 
Citicorp 

Denver  Foundation 
Denver  National  Bank 
Durango  Ski  Corporation 
First  Interstate  Bank  of  Denver 
Gannett  Foundation,  Inc. 
Gary-Williams  Oil  Producer 
Hera  Investment  &  Management 
Hunt  Alternatives  Fund  (of  Denver) 
King  Soopers,  Inc. 
Koebel  &  Company 
John  Madden  Company 
MDC  Holdings,  Inc. 
Mountain  Bell 
Petro-Lewis  Corporation 
Piton  Foundation 
Pulte  Home  Corporation 
Samsonite  Corporation 
Harold  Simpson 
Trammell  Crow  Company 
United  Bank  of  Denver 
The  Bill  L.  Walters  Company 

The  Mary  Reynolds  Babcock  Foundation 

Carolina  Power  &  Light  Company 

Cummins  Engine  Foundation 

First  Union  Corporation 

General  Telephone  Company 

NCNB  Corporation 

North  Carolina  Mutual  Life  Insurance  Company 

Peoples  Bank  &  Trust  Company 

Planters  Bank  &  Trust  Co. 

Z.  Smith  Reynolds  Foundation 

R.  J.  Reynolds-Nabisco,  Inc. 

Wachovia  Bank  and  Trust  Company 
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Leo  A.  Daly  Company 
Enron  Foundation 
FirsTier  Bank,  N.A. 
Peter  Kiewit  Foundation 
Majers  Corporation 
Mutual  of  Omaha 
Northwestern  Bell 
Union  Pacific  Railroad 

Action-Housing,  Inc. 

Alcoa  Foundation 

Allegheny  International  Foundation 

Bell  of  Pennsylvania 

Claude  Worthington  Benedum  Foundation 

Christian  Associates  of  Southwestern  Pennsylvania 

Dravo  Corporation 

Duquesne  Light  Company 

Maurice  Falk  Medical  Fund 

Gulf  Oil 

H.  J.  Heinz  Company  Foundation 

Howard  Heinz  Endowment 

The  Pullman  Foundation 

Joy  Manufacturing  Company 

Koppers  Company 

Mellon  Bank  Corporation 

Richard  King  Mellon  Foundation 

National  Intergroup,  Incorporated 

The  Pittsburgh  Foundation 

Pittsburgh  Leadership  Foundation 

Pittsburgh  National  Foundation 

POISE  Foundation 

PPG  Industries  Foundation 

Rockwell  International 

USX  Foundation,  Inc. 

Westinghouse  Electric  Corporation 


Lyndhurst  Foundation 

Emerson  Electric  Company 

General  American  Life 

May  Department  Stores  Company 

Monsanto  Company 

St.  Louis  Clearing  House  Association 

St.  Louis  Community  Foundation 
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AFFORDABILITY  OF  PUBLIC  HOUSING 

Mr.  Lewis.  Mr.  Grogan,  thank  you  very  much  for  that  very  posi- 
tive input.  Attitude  is  very  important  in  this  business,  when  you 
are  deaHng  with  people  problems,  and  so  we  do  appreciate  not  just 
your  comments,  but  your  willingness  to  participate. 

Let  me  say  that  this  committee  does  intend  to  play  a  role  in  see- 
ing that  HUD  maintains  an  effective  seat  at  the  table,  the  cabinet 
table  with  the  President.  I,  frankly,  think  we  are  a  long  ways  away 
from  suggesting  that  HUD  should  disappear. 

In  the  meantime,  there  is  little  question  that  we  have  what 
amounts  to  hundreds  of  programs  that  sometimes  overlap,  too  often 
have  not  been  evaluated  from  the  base  up  to  see  if  they  are  really 
delivering  service  to  people.  This  committee  intends  not  to  estab- 
lish policy,  for  that  is  the  function  of  another  committee  in  the 
House,  but,  indeed,  to  affect  policy,  because  the  dollars  that  flow 
or  do  not  flow  will  make  a  big  difference  in  terms  of  what  programs 
are  exercised. 

Having  said  that,  it  is  important  for  you  to  know  that  we  are 
looking  for  those  ideas  from  the  outside  of  the  bureaucracy  itself. 
Your  input  will  be  considered  seriously  and  we  would  appreciate 
your  participating.  How  do  you  respond,  on  the  other  hand,  to  that 
criticism  that  most  housing  production  programs  are  not  affordable 
to  those  Americans  with  the  worst  needs?  That  is  the  constant  ring 
that  we  hear  here. 

I  am  responding  in  part  to  a  recent  analysis  by  Doctor  Kathy 
Nelson  in  Fannie  Mae's  Housing  Policy  Debate  publication  that 
shows  that  the  low-income  housing  tax  credit  and  HOME  programs 
fail  woefully  in  providing  rents  that  are  affordable  to  those  who  are 
the  very  poor. 

Mr.  Grogan.  I  believe  that  that  is  true,  but  that  is  not  the  mis- 
sion of  those  programs.  The  mission  of  those  programs  is  to  provide 
affordable  housing  in  a  way  that  revitalizes  communities.  And  part 
of  the  blight  on  our  urban  communities  comes  from  the  over  con- 
centration of  the  poorest  of  the  poor.  And  I  believe  the  poor  can  be 
better  served  and  live  better  lives  and  have  more  opportunity  if 
they  have  opportunities  to  live  in  mixed  income  communities  that 
are  on  the  rebound. 

I  am  afraid  that  many  of  our  housing  advocates  in  the  country, 
and  many  of  our  housing  polic3rmakers,  have  too  often  viewed  hous- 
ing as  a  commodity  in  and  of  itself,  as  opposed  to  part  of  the  criti- 
cal social  fabric.  Aiid  community  building  ought  to  be  the  reigning 
ethic  of  our  housing  programs,  as  opposed  to  mere  affordability  to 
the  most. 

Having  said  that,  I  will  acknowledge  that  the  populations  being 
served  by  public  housing  and  CDBG  and  HOME  are  quite  distinct, 
and  that  if  we  are  serious  about  providing  housing  opportunity  to 
those  populations  most  in  need,  we  are  going  to  have  to  pony  up 
to  do  that.  But  it  is  no  indictment  of  CDBG  and  HOME  to  say  that 
they  are  missing  that  population.  And  I  think  those  who  argue  fre- 
quently for  doing  the  most  for  those  most  in  need  have  been  at 
least  historically  absolutely  indifferent  to  the  djniamics  of  the  real 
communities  in  which  such  people  often  find  themselves. 

Mr.  Lewis.  Mr.  Stokes. 
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Mr.  Stokes.  Thank  you,  Mr.  Chairman.  Mr.  Grogan,  thank  you 
very  much  for  your  testimony  here  this  morning.  As  you  mentioned 
in  your  testimony,  I  am  very  much  famihar  with  your  program. 
You  mentioned  the  Union  Miles,  50  single-home,  scattered-site 
homes.  I  can  tell  you  that  nothing,  as  a  legislator,  gives  you  a 
greater  feeling  than  to  have  participated  in  some  type  of  legisla- 
tion, and  then  go  out  into  your  own  congressional  district,  as  I  did, 
and  to  walk  into  a  home  of  a  very  poor  lady,  obviously  is  getting 
the  first  opportunity  in  her  life  to  buy  a  home.  And  the  pride  and 
the  smile  on  her  face  as  she  walked  through  that  home,  willing  to 
take  the  whole  day  and  show  every  little  corner  of  that  home  to  ev- 
erybody there,  and,  Jerry,  there  is  nothing  that  thrills  you  more 
than  to  see  something  like  that  happen. 

And  so  I  just  want  to  say  I  am  familiar  with  what  you  do  and 
it  is  something  that  really  is  good  for  this  country.  The  question 
I  might  ask,  is  that  under  the  administration's  new  proposed  pro- 
gram, that  reinvention  blueprint,  and  I  hope  you  have  had  a 
chance  to  look  at  it,  where  they  combine  the  HOME  program  and 
several  other  programs  into  a  new  affordable  housing  program. 
And  I  wonder  if  you  have  had  a  chance  to  look  at  that  and  what 
you  think  of  whether  you  can  support  this  type  of  consolidation. 

Mr.  Grogan.  We  support  that  consolidation,  yes,  we  do. 

Mr.  Stokes.  Let  me  ask  you  this.  In  terms  of  the  whole  blueprint 
itself,  there  is  some  concern  that  HUD  may  be  trying  to  accomplish 
too  much  too  fast.  And  I  wonder  if  you  have  any  opinion  in  that 
regard. 

Mr.  Grogan.  Well,  I  believe  that  the  consolidations  of  what  have 
been  categorical  investment  programs  in  housing  into  community 
development  block  grant  and  a  housing  block  grant,  could  be  ac- 
complished very  quickly.  I  don't  think  that  is  an  example  of  moving 
more  swiftly,  too  swiftly. 

I  do  think  that,  while  I  am  not  a  public  housing  expert  per  se, 
it  is  obviously  a  tremendous  ball  of  issues  having  to  do  with  exist- 
ing public  housing  and  deep  subsidy  private  housing,  and  I  do 
think  that  that  has  to  be  approached  with  great  care,  perhaps 
through  some  major  demonstrations  as  the  previous  witness  sug- 
gested. And  I  am  coming  at  it  more  from  the  standpoint  of  the  fra- 
gility of  these  neighborhoods  in  which  this  housing  is  there,  the 
economic  structure  of  these  neighborhoods  could  be  dealt  a  very, 
very  severe  blow  with  unraveling  the  achievements  of  some  of  the 
grass-roots  organizations  that  I  am  talking  about  if  we  move  too 
quickly  without  really  knowing  what  some  of  the  consequences  are 
going  to  be  of  radical  change. 

The  area  where  I  believe  radical  change  is  overdue,  however,  is 
in  the  case  of  the  severely  distressed  large  public  housing  authori- 
ties. The  organizations  we  work  with  are  about  as  hostile  to  those 
authorities  as  anyone,  from  the  Heritage  Foundation  or  anyone 
else,  because  they  have  tended  to  set  the  limits  on  what  can  be  re- 
vitalized in  a  community,  and  to  be  a  source  of  much  of  the  pathol- 
ogy. And  they  are  particularly  immune  to  the  kind  of  community 
action  that  we  think  is  so  promising  and  has  led  to  so  much  change 
in  the  private  housing  stock. 

And  Mr.  Cavanaugh  is  certainly  right  in  saying  that  it  is  unfair 
to  characterize  public  housing  as  a  whole  by  the  worst  examples. 
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By  the  same  token,  the  worst  examples  really  need  to  be  dealt  with 
and  dealt  with  very  swiftly.  So  I  am  a  radical  in  that  department. 

Mr.  Stokes.  Sure.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Lewis.  In  this  committee  we  are  very  concerned  about  radi- 
cals. Mr.  Hobson  over  here  is  very  concerned  about  why  he  can't 
find  San  Bernardino,  California,  on  this  list,  but  in  the  meantime, 
Mr.  Hobson 

ORGANIZATION  OF  LOCAL  INITIATIVE  SUPPORT  CORPORATION 

Mr.  Hobson.  No,  my  sector,  I  don't  know  how  often  you  look  at 
your  handout,  but  mine  didn't  have  all  the  pages  in  it. 

Mr.  Grogan.  Oh,  I  am  very  sorry. 

Mr.  Hobson.  And  I  noticed  how  strongly  you  were  about  a  couple 
communities  in  the  northern  part  of  the  State  of  Ohio,  but  I  didn't 
hear  you  talking  about  anyplace  in  Ohio.  I  looked  down  in  Cin- 
cinnati— do  you  review  this  very  often,  the  places  that  are  on  here? 
I  don't  think  the  Racket  Company  exists  anymore.  I  am  not  sure 
if  they  do.  I  think  they  may  have  had  some  financial  problems. 

Mr.  Grogan.  Well,  these  are  organizations 

Mr.  Hobson.  Is  this  a  historical  thing? 

Mr.  Grogan.  Yes,  that  is  a  cumulative  list.  Obviously,  some  or- 
ganizations  

Mr.  Hobson.  I  didn't  get  all  the  pages,  but  Jerry  did. 

Mr.  Grogan.  I  might  say,  we  are  very  open  to  working  in  other 
areas  of  Ohio.  Our  organization  proceeds  by  invitation,  essentially. 
That  is  how  we  have  come  to  be  in  the  communities. 

Mr.  Hobson.  Well,  tell  me  a  little  bit  about  your  organization, 
if  you  would.  First  of  all,  it  says  in  here  that  you  were  formed  by, 
what,  some  foundations  and  six  companies? 

Mr.  Grogan.  Yes. 

Mr.  Hobson.  And  how  many  employees  do  you  have? 

Mr.  Grogan.  We  currently,  including  several  affiliate  organiza- 
tions that  we  have  set  up  for  specific  purposes,  we  have  about  300 
employees. 

Mr.  Hobson.  What  is  your  annual  budget? 

Mr.  Grogan.  Well,  our  operating  budget  is  about  $13  million  cur- 
rently, but  our  finance  budget,  we  provided  in  financing  about  $300 
million  in  1994. 

Mr.  Hobson.  How  do  you  get  your  income? 

Mr.  Grogan.  Well,  our  income  is  provided  in  a  number  of  ways. 
We  are  the  recipient  of  charitable  contributions  from  major  founda- 
tions. That  supports  a  lot  of  our  overhead.  In  the  case  of  some  of 
our  programs,  investment  programs.  We  do  collect  a  fee  that  sup- 
ports the  operation  of  that  particular  program.  So  it  is  kind  of  a 
hybrid  organization  as  a  combination  of  charitable  gifts  and  fee. 

Mr.  Hobson.  Well,  are  you  operating  somewhat  similar  to  an  in- 
vestment banker  or  a  mortgage  banker? 

Mr.  Grogan.  Yes. 

Mr.  Hobson.  Giving  advice  to  local  communities,  and  then  some 
money  in  areas  where  you  want  to  do  it? 

Mr.  Grogan.  Right.  I  think  one  way  of  thinking  of  it  is  as  a  hy- 
brid between  a  charity  and  a  very  specialized  investment  bank.  On 
the  one  hand,  we  are  working  charitably  to  develop  leadership,  to 
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train  neighborhood  organizations,  and  we  provide  charitable  sup- 
port ourselves. 

On  the  other  hand,  as  I  mentioned  earlier,  our  mission  was  to 
demonstrate  ways  in  which  private  capital  can  go  into  commu- 
nities. So  we  mobilize  debt.  In  other  words,  banks  and  foundations 
have  been  willing  to  lend  money  to  us,  which  we  lend  to  community 
organizations. 

Mr.  HOBSON.  Put  your  credit  on? 

Mr.  Grogan.  Yes,  by  putting  our  balance  sheet  on  the  line. 

Mr.  HoBSON.  What  is  your  net  worth? 

Mr.  Grogan.  Our  net  worth  is  probably  about  $40  million,  assets 
of  $300  plus  million. 

Mr.  HoBSON.  You  have  assets  of  what? 

Mr.  Grogan.  Three  hundred  plus  million. 

Mr.  HOBSON.  How  do  you  do  that?  I  mean  I  am  kind  of  interested 
in  how,  you  know — here  you  are.  Do  you  own  certain  real  estate 
or  is  it  donated  to  you  or 

Mr.  Grogan.  No,  most  of  our  assets  are  cash  or  investment  as- 
sets of  one  kind  or  another.  But  as  part  of  what  we  do,  we  form 
limited  partnerships  which  owns  real  estate  in  some  cases.  So  it  is 
a  cross  between  a  function  and  an  investment  bank.  And  the  pri- 
vate sector,  sometimes  uncomfortable  with  a  retail  relationship  in 
neighborhoods,  or  wanting  to  have  the  comfort  level  raised  for  par- 
ticipating in  risky  ventures,  in  effect,  uses  us  as  an  intermediary 
device,  /^id  I  think  this  has  been  effective. 

Mr.  HOBSON.  Are  you  a  general  partner  in  those? 

Mr.  Grogan.  Yes. 

Mr.  HOBSON.  So  you  are  a  general  partner,  you  form  a  limited 
partnership  and  go  into  the  neighborhood  or  join  with  a  neighbor- 
hood group? 

Mr.  Grogan.  That  is  right.  But  our  end  is — we  don't  develop 
anything  directly.  We  are  a  financing  entity  and  a  technical  assist- 
ance provider. 

Mr.  Hobson.  Do  you  manage? 

Mr.  Grogan.  Well,  we  manage  assets  in  the  sense  of 

Mr.  Hobson.  I  notice  you  do  commercial  property,  too. 

Mr.  Grogan.  Yes.  No,  the  property  that  we  help  finance  is  man- 
aged either  by  the  community  development  corporations  that  de- 
velop the  property,  or  by  private  property  managers  which  they 
hire.  At  the  ground  level,  we  are  not  involved  in  management. 

Mr.  Hobson.  But  I  noticed,  for  example,  in  Cleveland,  you  did 
400,000  square  feet  of  commercial  land  and  industrial  space? 

Mr.  Grogan.  That  is  right.  In  other  words,  we  provided  financing 
to  assist  Cleveland  community  development  corporations  in  build- 
ing or  revitalizing  various  commercial  and  industrial  properties 
around  the  city.  And  we 

Mr.  Hobson.  Is  that  in  competition  with  the  private  sector?  How 
do  you  do  that?  If  I  am  a  private  developer,  I  can't  develop  at  the 
same  price  you  are. 

Mr.  Grogan.  Well,  we  are  operating  largely  in  areas  where  the 
market  is  really  not  functioning,  where  there  are  large  numbers  of 
derelict  properties  that  aren't  moving. 

The  very  existence  of  community  development  corporations  is  tes- 
tament to  the  fact  that  the  market  has,  in  effect,  ceased  to  function 


1145 

or  largely  ceased  to  function.  So  what  we  are  doing  is  trying  to  tar- 
get key  properties,  in  league  with  these  grass-roots  organizations, 
to  restart  the  market,  to  begin  a  process  of  general  lift  that  will 
encourage  the  real  private  sector  to  come  in  again.  And  very  fre- 
quently, private  developers  are  in  joint  ventures  with  our  commu- 
nity development  corporations. 

Many,  many  of  the  commercial  projects  that  we  do  are  done  in 
that  form,  and  we  strongly  encourage  that  and  are  constantly  inter- 
ested in  seeking  to  tap  that  expertise  of  the  private  sector  in  work- 
ing in  these  communities  where  normally  it  would  be  very  difficult 
for  them  to  come  in  on  their  own. 

Mr.  HOBSON.  Let's  talk  about  Cleveland.  Can  I?  Let's  talk  about 
Cleveland  for  a  minute.  I  am  not  picking  on  Cleveland,  but  I  know 
Cleveland  a  little  bit.  I  am  just  trying  to  understand  your  corpora- 
tion, because  I  haven't  seen  you  down  in  the  Columbus  and  Spring- 
field, where  I  live.  Maybe  you  are  in  Dayton,  but  I  don't  see  it. 

Mr.  Grogan.  No,  Toledo  and  Cleveland  are  our  Ohio  outlets. 

Mr.  HOBSON.  Let's  suppose  you  went  into  this  area.  You  may  go 
in — and  I  know  the  State  of  Ohio  wound  up  with  one  we  would  like 
to  get  rid  of,  Lou  knows  where  it  is,  that  we  would  like  to  get  out 
of  the  State.  But  you  may  go  in  and  tear  out  a  block  that  is  blight- 
ed of  industrial  space,  and  then  have  a  developer  like  the  Ratners, 
from  Forest  City  Enterprises,  come  in  and  maybe  you  would  help 
them  develop  some  industrial  warehouse  space  in  that  area  or  a 
shopping  center  and  you  might  provide  some  capital  to  that  and 
loans 

Mr.  Grogan.  Yes. 

Mr.  HoBSON  [continuing].  To  get  them  interested,  where  pri- 
vately they  want  wouldn't  be  able  to  do  it  because  they  wouldn't 
want  to  spend  that  kind  of  money  in  that  area,  is  that 

Mr.  Grogan.  That  is  it  in  part.  The  part  I  want  to  emphasize, 
that  you  didn't  mention,  is  everything  we  do  is  through  a  neighbor- 
hood organization.  So  if  there  were  a  group  in  Cleveland  that  want- 
ed to  do  that  project,  and  wanted  our  help,  we  would  be  willing  to 
provide  financing  for  a  feasible  project,  and  very  frequently  that 
would  involve  attracting  a  private  partner  to  help  do  it. 

Mr.  HoBSON.  Well,  how  does  the  neighborhood  group  come 
about?  Is  it  appointed  by  the  city  commission?  Where  does  it  come 
from?  And  it  doesn't  have  the  expertise  to,  you  know,  to  go  out  and 
say  we  go  with  Forest  City  to  do  this  or  this  is  what  ought  to  be 
done  in  this  area. 

Mr.  Grogan.  Well,  as  I  said,  there  are  thousands  of  these  organi- 
zations and  their  origins  are  diverse.  But  many  of  them  come  from 
churches,  many  of  them  come  from  block  clubs,  homeowners  asso- 
ciations, ordinary  citizens  who,  for  one  reason  or  another,  decide  to 
band  together  and  to  do  something  about  conditions  in  their  neigh- 
borhood. They  don't  start  out  as  development  organizations.  They 
may  start  out  trying  to  lobby  the  city  government  to  do  something 
about  the  abandoned  property,  to  get  the  drug  dealers  out,  to  get 
the  police  to  respond  better. 

And  over  a  process  of  organizing  and  taking  more  and  more  in 
their  own  hands,  following  the  example  of  others,  they  form  into  an 
incorporated  nonprofit  organization  that  is  governed  by  the  citizens 
of  that  neighborhood,  that  actually  begins  to  try  to  develop  things 
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or  get  others  to  develop  things  and  draw  capital  and  expertise  into 
the  community. 

Mr.  Stokes.  Would  the  gentleman  yield  for  just  a  moment? 

Mr.  HOBSON.  Sure. 

Mr.  Stokes.  Union  Miles,  for  instance,  which  he  has  mentioned 
to  you,  is  a  group  of  people  in  the  Union  Miles  area  of  Cleveland 
who  became  so  concerned  about  that  part  of  the  city  just  deteriorat- 
ing. HUD  was  leaving  properties  vacant  and  people  were  coming  in 
there,  just  living  in  there,  selling  drugs,  and  crimes  were  being 
committed  in  the  community. 

So  they  merged  together  in  that  community  and  just  formed  that 
organization.  And  out  of  that  has  come  this  desire  to  build  further 
housing  and  keep  that  neighborhood  up. 

Mr.  HOBSON.  I  like  that  part  about  it.  And  I  like  the  housing 
part  of  it.  I  am  somewhat  concerned  about  the  industrial  part  of 
it  and  commercial  part  of  it. 

Mr.  Lewis.  I  think  probably  what  we  ought  to  do,  it  is  very  good 
sometimes  to  leave  a  colleague  who  is  as  curious  as  Mr.  Hobson, 
hanging  a  bit.  Maybe  the  two  of  you  can  discuss  this  beyond  this 
committee. 

Mr.  HOBSON.  No,  it  is  an  interesting  concept,  and  I  don't  want 
to  dwell  on  it,  but  I  can  see  where  it  serves  a  function.  You  know, 
on  $300  million,  it  is  quite  an  enterprise  to  be  operating  in  this 
field. 

Mr.  Lewis.  And  an  interesting  one.  The  gentlelady. 

Ms.  Kaptur.  I  thank  the  Chairman  very  much,  and  Mr.  Stokes 
for  inviting  this  particular  guest  and  organization  to  testify  today. 
And  I  was  talking  to  Bill  Knollenberg  a  little  bit  earlier  about  a 
bill  that  he  talked  about  on  the  Floor  today  about  encouraging  pri- 
vate charitable  contributions  to  assist  with  local  development.  And 
we  were  talking  about  how  that  might  function. 

And  one  of  the  interesting  aspects  of  this,  of  LISC,  that  I  have 
noted  in  my  own  community,  is  that  it  provides  a  way  for  the  re- 
sources at  the  local  level  to  be  mobilized  and  targeted  where  people 
are  held  accountable  on  all  fronts.  People  in  the  neighborhood  who 
must  be  organized  in  order  to  claim  responsibility  for  their  own 
turf,  people  at  city  hall  who  always  have  a  greater  call  on  resources 
than  they  have  resources  to  put  in  to  fix  up.  And  I  remember  when 
the  LISC  effort  first  started  in  Toledo,  and  we  had  a  kick  off  cere- 
mony at  one  of  our  local  businesses,  and  three  or  four  of  the  banks 
and  local  savings  and  loans  came  up  to  me  afterwards  and  just 
thanked  me  profusely  for  being  a  partner  with  LISC,  trying  to  in- 
vite them  into  our  community. 

And  I  said,  well,  why  would  you  thank  me?  All  these  bankers 
that  you  think  like — ^you  know,  Dave  Hobson  used  to  be  a  banker, 
I  didn't  know  that,  and  they  said  basically  we  don't  know  how  to 
meet  the  market  in  these  communities.  And  our  risk  is  too  high. 

Mr.  Hobson.  Most  of  them  don't  have  the  money  to  go  into  the 
market. 

Ms.  Kaptur.  And  they  were  really — but  under  the  Community 
Reinvestment  Act  and  the  Home  Mortgage  Disclosure  Act,  they 
want  to  meet  the  requirements  of  the  law.  And  so  I  have  found 
LISC  to  be  an  incredible  resource  for  this  country  and  for  our  com- 
munities in  working  over  the  last  several  years  to  develop  the  ap- 
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proaches  that  can  teach  everyone  as  we  move  into  the  21st  Century 
of  how  we  do  this. 

You  can't  just  do  one  house,  you  can't  do  one  block,  you  have  to 
be  part  of  a  more  targeted  effort  where  people  feel  confident  that 
their  investment  will  make  a  difference.  And  so  I  wanted  to  thank 
Mr.  Grogan  for  his  testimony. 

I  will  say  for  the  committee's  edification,  until  LISC  came  into 
our  community,  we  had  not  had  one  development  in  Toledo  that 
had  taken  advantage  of  the  low-income  housing  tax  credits,  be- 
cause no  one  knew  how  to  do  it. 

Now,  this  is  incredible  for  a  city  of  over  350,000  people.  Maybe 
Cleveland  knew  how.  But  LISC  provided  lots  of  folks  locally,  in- 
cluding the  banks.  In  fact,  I  think  there  were  four  or  five  banks  in- 
volved in  one  of  those  particular  rehabilitation  projects  in  this 
North  River  area,  really  literally  helped  teach  them  how  to  do  it. 

Maybe  folks  in  L.A.  and,  you  know,  are  smarter,  Jerry,  in  San 
Diego  and  San  Bernardino  maybe,  but  literally  when  you  are  talk- 
ing about  redeveloping  the  hearts  of  most  of  the  major  cities  of  this 
country,  there  aren't  a  lot  of  people  who  knew  how  to  build  them 
in  the  first  place. 

Maybe  we  didn't,  the  way  some  of  the  streets  and  alleys  look,  but 
then  talk  about  redeveloping  them,  we  all  had  to  learn  together. 
LISC  provided  one  of  the  vehicles  for  it.  And  I  have  to  tell  you,  my 
local  banks  and  corporations,  I  think  they  are  raising  money  again, 
more  than  before,  to  me  it  is  one  of  the  most  hopeful  enterprises 
that  we  have.  That  goes  across  communities  across  this  country.  I 
think  we  have  a  lot  to  learn  from  them. 

Mr.  Lewis.  Mr.  Grogan,  I  would  echo  those  comments.  I  must 
say,  maybe  San  Bernardino  is  on  the  outside,  because  they  are  only 
about  200,000.  The  marketplace  is  a  part  of  the  difficulty  and  how 
you  approach  it. 

There  are  a  number  of  avenues  in  the  business  of  public  enter- 
prise, where  we  can  work  together.  I  am  most  intrigued  as  the  new 
Chairman  of  this  committee,  to  learn  more  about  your  work  and 
see  what  I  don't  know  about  it.  I  must  say  that  you  have  got  Mr. 
Hobson's  attention,  and  he  wants  to  ask  some  more  questions. 

Mr.  HOBSON.  No,  I  just  wish  he  would  come  to  Dayton,  Ohio.  It 
is  not  my  district,  but  it  is  right  next  door  in  Tony  Hall's  district. 
We  could  use  your  help. 

Mr.  Grogan.  We  will  be  delighted  to  work  with  you. 

Mr.  Lewis.  I  want  to  mention  to  my  colleagues,  as  well  as  those 
participating  this  afternoon,  Mr.  Ron  Ratner  will  be  with  us  at  2 
o'clock,  and  followed  by  Ralph  Degennaro,  who  represents  the 
Friends  of  the  Earth.  We  will  be  meeting  this  afternoon  beginning 
at  2  o'clock  in  H-143  in  the  Capitol,  rather  than  this  room.  Thank 
you  very  much. 
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Thursday,  February  9, 1995. 

NATIONAL  MULTI  HOUSING  COUNCIL  AND  THE 
AMERICAN  APARTMENT  ASSOCIATION 

WITNESS 

RON    RATNER,    PRESmENT,    FOREST    CITY   RESIDENTIAL   DEVELOP- 
MENT, INC. 

Mr.  Lewis.  We  will  continue  our  hearing  from  this  morning, 

Mr.  Ratner,  I  understand  you  have  to  leave 

Mr.  Ratner.  Well,  I  would  like  to  try  to  be  out  reasonably  soon. 

Mr.  Lewis.  I  really  appreciate  your  staying  over,  as  a  matter  of 
fact.  This  moming^s  schedule,  to  say  the  least,  with  Mr. 
Cavanaugh's  engaging  testimony,  for  the  new  Members  and  all  of 
us,  was  worthwhile.  I  appreciate  it. 

Mr.  Ron  Ratner's  Summary  Remarks 

Mr.  Ratner.  The  amount  of  time  that  you  spent  interviewing  Mr. 
Cavanaugh  I  was  standing  in  the  hall  saying  I  am  not  sure  I 
should  have  volunteered  for  this  one.  But  I  want  to  thank  you  for 
this  opportunity. 

Chairman  Lewis,  Mr.  Stokes,  Members  of  the  committee,  I  know 
it  is  just  the  two  of  you,  I  thank  you  for  the  opportunity  to  testify 
today  on  the  aspects  of  HUD's  Reinvention  Blueprint  and  the  fiscal 
year  1996  budget  that  are  of  concern  to  the  private  apartment  in- 
dustry. 

My  name  is  Ron  Ratner.  I  am  Executive  Vice  President  of  Forest 
City  Enterprises  headquartered  in  Cleveland,  Ohio.  It  is  a  publicly 
traded  corporation  with  over  $2  billion  in  real  estate  holdings 
across  the  country.  The  holdings  are  both  commercial  and  residen- 
tial. On  the  residential  side  of  the  business,  we  have  an  ownership 
interest,  we  manage  about  20,000  units. 

Of  these,  about  13,000  units  are  HUD  assisted  or  FHA  insured. 
About  11,000  are  actually  HUD  assisted.  Through  an  affiliate,  we 
also  originate  and  service  FHA  loans.  Over  the  years,  and  I  hate 
to  admit  it,  the  years  I  have  been  with  the  company,  we  have  built 
over  45,000  units  of  subsidized  housing  for  private  companies,  pub- 
lic and  nonprofit  entities  under  virtually  every  Federal  housing 
program.  I  really  believe  that  we  have  had  a  wide  range  of  experi- 
ence with  these  programs  and  can  speak  with  some  degree  of 
knowledge  about  them. 

I  am  also  here  today  on  behalf  of  the  National  Multi  Housing 
Council  and  the  National  Apartment  Association.  NMHC  and  the 
National  Apartment  Association  operate  a  Joint  Legislative  Com- 
mittee of  which  I  am  a  member.  The  two  groups  have  memberships 
that  manage  a  substantial  number  of  the  Nation's  24  million  rental 
units.  NMHC  represents  the  country's  largest  investment  and  most 
prominent  firms  in  the  apartment  industry.  NAA  is  the  coalition  of 
state  associations  of  industry  participants  of  all  types  and  sizes. 

My  comments  will  focus  on  two  areas.  First,  HUD's  plans  to  di- 
vest itself  of  the  project-based  Section  8  and  "Preservation"  inven- 
tories. And  second,  proposals  from  our  associations  to  make  tenant- 
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based  assistance  more  widely  accepted  by  private  apartment  own- 
ers and  managers. 

Before  I  turn  to  my  comments  on  HUD's  specific  proposals,  let 
me  make  four  general  points. 

First,  the  private  apartment  industry  agrees  with  Congress  and 
HUD  that  there  is  a  need  for  substantial  reform  of  subsidized  hous- 
ing programs.  Further,  we  are  aware  of  the  extraordinarily  tight 
spending  constraints  your  subcommittee  faces  this  year.  HUD  pro- 
grams involve  much  inefficiency  and  we  welcome  the  opportunity 
to  work  with  Congress  and  HUD  to  improve  housing  programs. 

Second,  we  are  painfully  aware  of  the  bad  publicity  HUD  pro- 
grams have  received  recently.  In  fact,  for  many  years,  some  of  the 
bad  publicity  is  deserved.  But  we  believe  that  some  of  the  publicity 
has  been  based  on  anecdote.  Our  organization  knows,  and  I  can  tell 
you  personally  based  on  my  company's  portfolio  and  our  record, 
that  the  vast  majority  of  HUD-assisted  housing  is  safe,  affordable, 
efficient,  low-cost  housing  which  meet  the  real  needs  of  tenants 
who  have  real  needs. 

Third,  we  urge  that  any  changes  be  gradual  and  carefully  consid- 
ered. An  immense  amount  of  housing  and  capital  are  at  stake. 
There  are  approximately  1.3  million  units  of  HUD-subsidized  pri- 
vate housing  in  the  United  States  which  provide  shelter  to  approxi- 
mately 3.5  million  tenants.  Overly  rapid  changes  will  cause  dra- 
matic and  often  negative  effects  on  tenants  as  well  as  property 
owners  and  the  financial  markets. 

As  a  personal  anecdote,  I  would  also  like  to  just  relay  to  you  how 
much  these  issues  really  mean  to  the  people,  to  the  residents  in 
these  buildings.  When  I  knew  that  I  was  coming  to  this  hearing, 
I  called  the  tenants  to  ask  them  what  they  thought  of  the 
Reinvention  Blueprint.  Actually,  I  was  surprised  that  they  had 
seen  it,  that  they  had  read  it,  and  in  fact  in  most  cases,  it  was 
brought  to  our  attention  by  our  residents.  Virtually  every  sub- 
sidized building,  most  of  which  are  senior  buildings,  the 
Reinvention  Blueprint  is  on  the  bulletin  board,  and  the  questions 
to  the  manager  are,  when  are  we  going  to  lose  our  housing. 

Nobody  recognizes  the  degree  of  concern,  angst,  worry  that  any 
change  in  programs  that  provide  such  a  deep  need  for  people  who 
are  in  fact  in  such  need  really  brings  about.  I  just  urge  real  caution 
and  a  real  concern  for  the  residents  who  are  in  these  buildings. 

Fourth,  we  believe  that  housing  assistance  should  continue  to  be 
provided  through  a  mix  of  tenant-based  and  project-based  assist- 
ance. The  first  specific  topic  I  want  to  discuss  is  the  project-based 
Section  8  inventory.  HUD's  plans  for  this  inventory  would  have  a 
profound  and,  in  many  cases,  a  negative  impact  on  the  lives  of  over 
1  million  tenants. 

HUD  proposes  a  two-part  reform:  first,  to  reduce  the  rents  and 
mortgage  principal  for  Section  8  profits,  a  change  we  support  with 
caveats;  second,  to  entirely  remove  Section  8  assistance  from  these 
buildings  over  the  next  five  years,  a  change  we  do  not  support. 

Between  the  years  of  1974  and  1983,  the  Nation's  chosen  method 
of  creating  affordable  housing  was  combining  mortgage  insurance 
with  long-term  Section  8  contracts,  allocated  to  properties  rather 
than  to  tenants.  As  you  may  know,  project-based  Section  8  build- 
ings are  typically  the  best  inventory  in  the  federally  subsidized 
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portfolio.  Fifty-five  percent  of  the  650,000  Section  8  units  are  occu- 
pied by  senior  citizens.  In  addition,  there  are  approximately 
250,000  units  that  are  also  Section  8  assisted  but  which  are  owned 
by  nonprofits  under  the  202  program  which  was  a  direct  loan  pro- 
gram. 

Because  rents  were  increased  automatically  every  year  in  Section 
8  properties,  some  have  rents  which  are  unnecessarily  high  today. 
HUD  proposes  to  reduce  project  rents  to  local  market  levels  in  a 
process  termed  marking  to  market. 

Despite  the  initial  attractiveness  of  cost  savings,  this  proposal 
provides  a  good  example  of  how  we  need  to  examine  the  intended 
and  unintended  consequences  of  HUD  Reinvention  hefore  acting. 
Our  analysis  of  the  marking  process  reveals  four  concerns. 

First,  the  mark  to  market  and  loan  restructuring  procedure  is  ex- 
tremely labor  intensive.  We  are  concerned  that  FHA  does  not  have 
the  staff  capacity  to  perform  this  procedure  on  up  to  4,000  loans 
over  the  next  couple  of  years.  Congress  must  commit  itself  to  in- 
creasing FHA's  staffing  resources  or  finding  an  alternative  to  this 
process. 

Second,  the  refinancing  of  $12.4  billion  in  Section  8  debt  over  five 
years  will  consum.e  much  of  the  capital  available  for  housing  in  the 
country  and  could  have  a  chilling  effect  on  many  other  worthy 
housing  projects  that  seek  capital.  We  suggest  that  Congress  con- 
sider stretching  out  the  mark  to  market  timetable  or  reconsider  the 
entire  concept. 

Third,  the  write-down  of  outstanding  loan  principal  in  some  cases 
may  create  paper  profits  for  investors  in  Section  8  housing  but  will 
not  create  tangible  economic  gains.  Investors  could  be  stuck  with 
tax  liabilities  and  no  income  with  which  to  pay  them.  This  is  what 
we  in  the  industry  call  "phantom  income."  We  urge  that  you  work 
with  the  Ways  and  Means  Committee  to  fix  the  phantom  income 
problem. 

Most  importantly,  the  concept  of  mark  to  market  simply  doesn't 
work  when  applied  to  most  of  the  subsidized  affordable  housing  in- 
ventory. 

For  example,  when  I  look  at  our  own  portfolio  with  about  10,000 
subsidized  units,  I  know  that  there  are  no  comparable  units  within 
the  majority  of  our  product.  Whether  it  be  in  high-income  commu- 
nities such  as  Long  Branch,  New  Jersey  or  Farmingham,  Michigan, 
urban  neighborhoods  in  Cleveland,  Ohio  or  Detroit,  Michigan,  or 
small  communities  such  as  Lima,  Ohio,  there  is  simply  no  com- 
parable safe,  decent,  well-maintained  very  low-income  property. 

Very  low-income  housing,  where  such  housing  does  exist,  it  is  in- 
variably the  bottom  tier  of  the  housing  market  and  generally  char- 
acterized as  an  older  product  that  is  at  the  end  of  its  useful  life. 
In  contrast.  Section  8  product  that  is  the  focus  of  the  mark  to  mar- 
ket discussion  is  just  approaching  20  years  of  age  and,  overall,  in 
excellent  condition.  To  mark  this  product  to  a  value  generated  by 
a  50-year-old  substandard  comparable  is  inherently  wrong. 

The  country  has  spent  huge  resources  over  many  years  to  create 
a  stock  of  decent,  subsidized  affordable  housing.  It  is  not  sufficient 
for  everybody  who  needs  it,  but  it  is  real,  it  is  current  and  it  serves 
a  need.  We  should  make  the  continuation  and  preservation  of  the 
affordable  housing  stock  our  number  one  priority. 
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A  budget-based  Section  8  contract  that  recognizes  operating 
costs,  debt  service,  capital  replacements  and  minimum  property — 
minimum  market  return  is  the  best  vehicle  for  achieving  this  goal. 
Property  owners  and  managers  must  be  held  accountable.  We  have 
also  got  to  eliminate  a  lot  of  the  emphasis  on  process  rather  than 
results.  But  a  massive,  costly,  and  complex  mark  to  market  pro- 
gram satisfies,  as  far  as  I  can  tell,  only  the  peculiarities  of  the  Fed- 
eral budget  process  and  it  is  irrelevant  to  the  real  economics  of 
housing,  is  not  a  reinvention  of  government  and  will  achieve  little. 

After  the  mark  to  market  process  is  completed,  HUD  proposes  to 
end  its  support  of  most  private  based  Section  8  housing  by  not  re- 
newing contracts  as  they  come  due  over  the  next  five  years.  This 
of  course  only  applies  to  the  earlier  projects  which  have  shorter 
term  contracts.  Some  of  the  projects  had  originally  four-year  con- 
tracts, and  those  are  not,  as  I  am  led  to  believe,  under  consider- 
ation for  this  process  of  not  renewing  contracts. 

We  question  the  wisdom  of  this  proposal  for  two  reasons. 

First,  there  will  be  harm  and  dislocation  for  Section  8  project 
tenants,  the  majority  of  whom  are  elderly,  if  their  subsidized  apart- 
ment contracts  are  not  renewed. 

Second,  in  the  absence  of  project-based  assistance,  many  well- 
managed  properties  will  see  vacancies  and  then  defaults  on  their 
mortgages  due  to  no  fault  of  the  owners  and  managers  in  many 
cases.  The  result  will  be  further  losses  to  the  FHA  insurance  fund, 
losses  of  those  who  invested  the  private  capital  to  finance  Section 
8  housing,  and  the  permanent  loss  of  affordable  housing  projects. 

Most  importantly,  most  of  that  housing  will  be  there  after  this 
whole  process  is  done  in  one  way  or  another.  Most  of  it  is  good 
housing,  most  of  it  will  not  truly  disappear.  My  belief  is  that  in  the 
end,  it  will  not  serve  the  population  it  is  now  serving,  the  popu- 
lation most  in  need,  and  a  population  that  I  believe  the  country 
will  end  up  trying  to  serve  through  other  means  that  will  end  up 
being  more  expensive  in  the  long  run. 

While  HUD  is  not  under  legal  obligation  to  renew  project-based 
assistance,  owners  and  investors  relied  on  and  fully  expected  re- 
newals until  the  end  of  their  40-year  mortgages.  That  is  one  of  the 
reasons,  by  the  way,  that  FHA  made  40-year  mortgages  with  the 
20-year  subsidy  contract.  In  the  eyes  of  investors  and  the  capital 
markets,  nonrenewal  of  Section  8  projects  will  mark  at  least  the 
fourth  radical  restructuring  of  HUD  programs  in  the  last  15  years, 
but  the  private  capital  is  growing  increasingly  reluctant  to  invest- 
ment in  housing  under  such  unpredictable  conditions. 

The  second  item  we  wish  to  discuss  is  HUD's  proposed  rescission 
of  fiscal  year  1995  funds  and  cancellation  of  the  so-called  Preserva- 
tion program.  Again,  we  stand  ready  to  work  with  Congress  to  im- 
prove a  program  that  needs  improving,  but  again  we  oppose  this 
effort  by  HUD  to  divest  the  Nation  of  its  privately  owned,  federally 
assisted  housing. 

The  Preservation  program  applies  to  more  than  400,000  units  of 
housing  built  in  the  era  before  Project-Based  Section  8.  In  this  era, 
HUD  provided  subsidy  through  reduced  interest  rate  loans,  pri- 
marily under  Section  236  and  221(d)(3)  below  market  programs.  As 
an  incentive  to  take  part,  private  developers  were  given  the  con- 
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tractual  right  to  repay  their  mortgage  and  turn  their  building  into 
private,  market-rate  housing  at  year  20  of  their  40-year  mortgages. 

In  1987,  Congress  took  away  this  right  in  order  to  preserve  the 
stock  of  affordable  housing  and  said  the  Federal  CJovemment  as 
sort  of  a  quid  pro  quo  would  buy  out  owners'  prepayment  option 
at  its  market  value  in  exchange  for  keeping  these  properties  as 
low-income  rental  properties  in  perpetuity. 

Year  20  has  arrived  for  most  of  these  properties  and  after  a  slow 
start,  the  Preservation  program  is  in  full  swing  with  over  1,000 
properties  in  the  process  of  applying  for  the  buyout.  But  now  HUD 
proposes  in  its  fiscal  year  1996  budget  to  end  the  program  and 
again  allow  prepayment  by  owners.  Low-income  tenants  who  lose 
their  apartments  as  a  result  of  prepayments  would  receive  a  ten- 
ant-based voucher  under  HUD's  most  recent  plan. 

As  with  our  analysis  of  the  project-based  Section  8  issue,  we  do 
not  think  that  HUD  will  save  taxpayer  funds.  If  they  are  given  in 
fact  a  reasonable  tenant-based  voucher  that  would  allow  low  in- 
come to  participate  in  the  private  market.  As  with  our  project- 
based  Section  8  analysis,  we  believe  that  the  tenants  of  these  prop- 
erties, particularly  the  elderly,  are  at  great  risk. 

The  third  and  final  issue  we  want  to  review  with  you  is  the  ten- 
ant-based Section  8  program  and  our  proposals  to  make  tenant- 
based  assistance  more  widely  accepted  by  private  apartment  own- 
ers. 

Both  the  Kemp  and  Cisneros  administrations  have  worked  hard 
to  improve  tenant  mobility  under  Section  8,  finding  ways  for  Sec- 
tion 8  recipients  to  use  their  assistance  in  neighborhoods  other 
than  impoverished  inner  cities.  This  is  a  goal  that  we  strongly  sup- 
port. Unfortunately,  the  Section  8  program  rules  force  some  private 
apartment  owners  to  shy  away  from  participation. 

In  1994,  the  two  organizations  I  represent  commissioned  a  land- 
mark study  on  barriers  to  private  apartment  participation  in  Sec- 
tion 8.  That  study  was  conducted  by  Abt  Associates,  a  leading  au- 
thority on  Section  8. 

One  of  the  things  I  would  like  to  do  today  is  to  insert  a  copy  of 
that  study  for  the  record. 

Our  proposed  reforms  include  repeal  of  the  "take  one  take  all" 
statute  which  forces  an  owner  who  accepts  one  Section  8  recipient 
to  rent  to  any  and  all  Section  8  recipients.  Although  take  one  take 
all  is  intended  to  increase  utilization  of  Section  8,  it  has  had  the 
opposite  effect — it  forces  many  owners  to  not  take  any  Section  8  at 
all,  again  limiting  the  choices  available  to  the  tenant  who  needs 
this  program. 

We  also  propose  to  repeal  the  "endless  lease"  provision  which 
takes  away  private  owners'  usual  option  to  not  renew  a  lease  at  the 
end  of  its  term. 

In  addition  to  making  tenant-based  Section  8  operate  more  like 
private  market  housing,  it  is  critical  that  the  rents  paid  by  HUD 
to  private  owners  under  Section  8  be  set  at  levels  sufficiently  high 
to  allow  low-income  Section  8  tenants  to  use  their  assistance  out- 
side of  severely  distressed  inner  cities. 

We  also  want  to  go  on  record  in  support  of  HUD's  proposal  to  re- 
structure FHA  as  a  private  corporation.  Under  this  proposal,  FHA 
will  gain  the  private  market  flexibility  it  needs  to  hire  staff,  to  ere- 
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ate  and  change  programs  rapidly,  to  generally  be  a  better  partici- 
pant. The  quasi-public  FHA  would  continue  to  provide  the  full 
credit  to  the  Federal  Government  in  guaranteeing  loans.  This  is 
critically  important  to  FHA  if  it  continues  to  play  a  unique  role  as 
guarantor  of  low  to  moderate  income  housing  loans. 

I  am  concerned  again  about  the  facile  disregard  to  the  achieve- 
ments and  significance  of  FHA  as  a  critical  component  of  the  af- 
fordable housing  capacity  in  America.  The  private,  unsubsidized 
rental  marketplace  price  for  the  housing  needs  of  a  vast  number 
of  low-income  Americans  who  comprise  the  tier  of  working  class 
families  that  lie  between  the  very  low-income  population  and  mid- 
dle class  security. 

FHA  mortgage  insurance  has  been  a  critical  factor  in  our  indus- 
try's ability  to  both  build  and  maintain  this  housing  stock.  In  what- 
ever form  FHA  reemerges,  we  urge  it  maintain  and  refocus  its  ef- 
forts in  support  of  the  affordable  rental  housing  industry. 

In  closing,  let  me  make  a  personal  and  heartfelt  observation  on 
the  conflict  between  the  reality  of  the  very  low-income  individual 
seeking  housing  in  America  today  and  our  housing  policy  rhetoric. 
Statements  that  extol  the  virtues  of  allowing  low-income  tenants  to 
participate  in  the  private  rental  market  and  references  to  the  com- 
petitive marketplace  for  low-income  tenants  promise  a  false  reality. 
Let  me  give  you  some  examples. 

Our  company  operates  many  low-income  housing  properties  in 
suburban  and  rural  areas  where  our  housing  is  the  only  safe,  sani- 
tary, affordable  housing,  senior  housing.  If  we  convert  wholesale  to 
vouchers,  these  elderly  residents  will  simply  have  nowhere  to  live 
in  the  area.  Our  average  resident  earns  less  than  $7,500  per  year 
and  pays  $175  a  month  towards  rent. 

In  not  one  of  our  properties  does  the  tenant's  portion  of  the  rent 
even  cover  the  operating  expenses,  let  alone  any  type  of  money  to- 
ward debt  service,  capital  replacements,  or  economic  deterrence. 
For  the  very  low-income  individual  or  family  in  America,  the  pri- 
vate market  can  offer  no  housing  alternatives  without  substantial 
assistance  from  public  funds. 

There  is  no  such  thing  as  low-cost  housing,  and  low-rent  housing 
exists  simply  by  virtue  of  the  level  of  support  that  a  tenant  is  given 
towards  paying  their  rent. 

The  very  low-income  resident  faces  many  noneconomic  barriers 
to  being  an  effective  participant  in  the  rental  market;  transpor- 
tation, racial  and  cultural  bias,  family  size,  and  many  other  factors, 
combined  with  the  fact  that  he  or  she  simply  can't  begin  to  pay  real 
rent,  belie  the  notion  of  a  private  market  that  is  competing  for  low- 
income  residents. 

Even  when  armed  with  the  tenant-based  Section  8  voucher,  that 
is  the  same  voucher  that  is  much  touted  in  all  of  these  various  pro- 
posals, the  low-income  resident  cannot  historically  make  it  to  be  an 
effective  player  in  the  private  marketplace,  nor  is  there  any  likeli- 
hood that  they  will  be  in  the  future.  In  most  markets,  housing 
availability  remains  extremely  limited,  and  safe  low-income  hous- 
ing, convenient  transportation  or  jobs,  available  at  the  certificate- 
based  rent  at  properties  that  will  accept  a  certificate  or  a  voucher 
as  payment  is  often  unavailable. 
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I  urge  a  very  simple  test.  If  every  Member  could  find  out  what 
the  applicable  voucher  rent  would  be  in  his  or  her  district,  they 
should  go  out  one  day  after  work  hours  on  public  transportation 
and  try  to  locate  an  acceptable  housing  unit  utilizing  a  certificate. 
I  doubt  that  any  of  you  would  be  successful. 

In  dealing  with  affordable  housing,  it  becomes  very  important 
that  everyone  understand  the  true  dynamics  of  the  rental  market- 
place of  the  low-income  resident  and  owner  and  not  simply  take  on 
faith  the  mythologies  that  the  abstraction  of  a  policy  leads  to. 

Chairman  Lewis,  Mr.  Stokes,  other  Members  of  the  committee, 
I  have  appreciated  this  opportunity  to  present  the  apartment  in- 
dustry's views  to  you.  We  offer  our  organization's  resources  to  as- 
sist you  in  the  weeks  and  months  to  come  and  we  look  forward  to 
a  continuing  dialogue. 

Thank  you. 

[The  information  follows:] 
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Chairman  Lewis,  Mr.  Stokes,  Members  of  the  Committee,  I  thank  you  for  the  opportunity  to 
testify  today  on  the  aspects  of  HUD's  "Reinvention  Blueprint"  and  FY  '96  budget  that  are  of 
concern  to  the  private  apartment  industry. 

My  name  is  Ron  Ratner.  I  am  President  of  Forest  City  Residential  Development  Inc., 
headquartered  in  Cleveland,  Ohio.  Forest  City  is  a  publicly  traded  corporation  with  over  $2 
billion  in  real  estate  holdings  across  the  country.  We  have  an  ownership  interest  in  over  30,000 
apartments  and  manage  another  20,000  units. 

13,300  of  our  apartments  are  HUD  assisted  or  FHA  insured.  Through  an  affiliate  we  also 
originate  and  service  FHA  loans.  We  also  have  built  over  45,000  additional  units  for  other  private 
companies  and  public  and  non-profit  entities. 

I  am  here  today  on  behalf  of  the  National  Multi  Housing  Council  (NMHC)  and  the  National 
Apartment  Association  (NAA).  NMHC  and  NAA  operate  a  Joint  Legislative  Committee  of 
which  I  am  a  member.    NMHC  and  NAA  members  manage  a  substantial  number  of  the  nation's 
24  million  rental  units.  NMHC  represents  the  country's  largest  and  most  prominent  firms  in  the 
apartment  industry.  NAA  is  a  coalition  of  state  associations  of  industry  participants  of  all  types 
and  sizes.  Our  combined  memberships  are  engaged  in  all  aspects  of  the  development  and 
operation  of  multifamily  housing,  including  ownership,  construction,  finance  and  management  of 
rental  properties. 

As  HUD's  private  sector  partners  in  the  delivery  of  affordable  housing,  we  appreciate  the  chance 
to  comment  at  this  early  stage  of  what  is  likely  to  be  the  most  important  year  for  housing  since  the 
housing  finance  system  was  established  in  the  1930s. 

My  comments  will  focus  on  two  areas:  First,  HUD's  plans  to  divest  itself  of  the  project-based 
Section  8  and  "Preservation"  inventories.  And  second,  proposals  from  our  associations  to  make 
tenant-based  assistance  more  widely  accepted  by  private  apartment  owners  and  managers. 

Before  I  turn  to  my  comments  to  HUD's  specific  proposals,  let  me  make  five  general  points  which 
I  believe  are  important  to  establish  at  this  early  stage  in  the  legislative  process. 

First,  the  private  apartment  industry  agrees  with  the  Congress  and  HUD  that  there  is  a  need  for 
substantial  reform  of  subsidized  housing  programs.  Further,  we  are  aware  of  the  extraordinarily 
tight  spending  constraints  your  subcommittee  faces  this  year.  HUD  programs  involve  much 
inefficiency  and  we  welcome  the  opportunity  to  work  with  Congress  and  HUD  to  improve 
housing  programs. 

Second,  we  are  painfully  aware  of  the  substantial  bad  publicity  HUD  programs  have  received 
recently.  Some  of  the  bad  publicity  is  deserved.  But  we  believe  that  some  of  the  publicity  has 
been  based  on  anecdote.  Our  organizations  know,  and  I  can  tell  you  personally  based  on  my 
company's  portfolio,  that  the  vast  majority  of  HUD-assisted  housing  is  safe,  affordable,  efficient 
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low  cost  housing.  We  ask  that  as  you  assess  HUD's  programs  you  go  beyond  the  sensationalized 
failures  of  individual  properties  and  look  at  overall  program  performance  to  guide  your  decision 
making. 

Third,  we  urge  that  any  changes  be  gradual.  An  immense  amount  of  housing  and  capital  are  at 
stake.  There  are  approximately  1.3  million  units  of  HUD-subsidized  private  housing  in  the  United 
States  which  provide  shelter  to  approximately  3.5  million  tenants.  Overly  rapid  changes  will 
cause  dramatic  and  often  negative  effects  on  tenants  as  well  as  property  owners  and  the  financial 
markets. 

Founh,  keep  in  mind  that  the  private  sector  provides  essentially  all  subsidized  housing  in  the 
United  States  other  than  public  housing.  As  HUD's  private  sector  partner,  we  ask  to  be  included 
in  the  Reinvention  process. 

Fifth,  we  believe  that  housing  assistance  should  continue  to  be  provided  through  a  mix  of  tenant 
based  and  project-based  assistance.  In  some  markets,  for  some  tenants,  tenant-based  assistance 
works  well.  But  for  some  tenants,  particularly  large  families,  the  elderly,  and  the  handicapped, 
tenant-  based  assistance  simply  does  not  work.  And  in  some  markets,  private  housing  is  not 
affordable  or  available  to  voucher  holders.  In  these  cases,  the  stock  of  project-based  assistance 
must  be  maintained. 

The  first  specific  topic  I  want  to  discuss  is  the  project-based  Section  8  inventory.  HUD's  plans  for 
this  inventory  would  have  a  profound  and  mostly  negative  impact  on  the  lives  of  over  one  million 
tenants. 

HUD  proposes  a  two  part  reform:  first,  to  reduce  the  rents  and  the  mortgage  principal  for  Section 
8  properties,  a  change  we  support  with  caveats.  And  second,  to  entirely  remove  Section  8 
assistance  from  these  buildings  over  the  next  five  years,  a  change  we  do  not  support. 

Between  the  years  of  1974  and  1983,  the  nation's  chosen  method  of  creating  affordable  housing 
was  combining  Federal  Housing  Administration  (FHA)  mortgage  insurance  with  long  term 
Section  8  contracts  allocated  to  properties  rather  than  to  tenants.  Equity  financing  was 
cona"ibuted  by  private  investors  in  return  for  federal  tax  breaks.  As  you  may  know,  project- 
based  Section  8  buildings  are  typically  the  best  in  the  federally  subsidized  inventory.  55  percent  of 
Section  8  units  are  occupied  by  senior  citizens.    Section  8  is  widely  scattered,  throughout  all  50 
states  and  throughout  urban,  suburban  and  rural  areas.  It  represents  a  significant  national 
resource. 

Because  rents  were  increased  automatically  every  year  in  these  properties,  some  have  rents  which 
are  unnecessarily  high  today.  In  concept,  we  do  not  oppose  HUD's  proposal  to  reduce  project 
rents  to  local  market  levels  in  a  process  termed  "marking  to  market".  With  decreased  rents, 
properties  will  not  be  able  to  service  their  entire  outstanding  mortgage  so  HUD  proposes  to 
decrease  loan  principal  amounts  commensurate  with  rent  subsidy  reductions.  This  involves  the 


1158 


FHA  insurance  fund  absorbing  the  principal  write-downs.  But  in  HUD's  judgment,  the  cost  to  the 
FHA  is  more  than  compensated  for  by  the  reductions  in  Section  8  subsidy  payments. 

Despite  the  initial  attractiveness  of  cost  savings,  this  proposal  provides  a  good  example  of  how 
we  need  to  examine  the  intended  and  unintended  consequences  of  HUD  Reinvetion  before  acting. 
Our  analysis  of  the  marking  to  market  process  reveals  three  concerns. 

First,  the  mark  to  market  and  loan  restructuring  procedure  is  extremely  labor  intensive.  We  are 
concerned  that  FHA  does  not  have  the  staff  capacity  to  perform  this  procedure  on  up  to  4,000 
loans  over  the  next  couple  of  years.  Congress  must  either  commit  itself  to  increasing  FHA's 
staffing  resources  or  adopt  a  formulaic  approach  to  marking  to  market.    As  an  alternative  to 
marking  to  local  market  rent  levels.  Congress  should  also  consider  marking  rents  to  the  levels 
needed  to  cover  the  operating  budgets  and  debt  of  individual  projects. 

Second,  the  refmancing  of  $12.4  billion  in  Section  8  debt  over  five  years  will  consume  much  of 
the  capital  available  for  housing  in  the  country  and  could  have  a  chilling  effect  on  other  worthy 
housing  projects  that  seek  capital.    We  suggest  that  Congress  consider  stretching  out  the  mark  to 
market  timetable. 

Third,  the  write-down  of  outstanding  loan  principal  in  some  cases  may  create  paper  profits  for 
investors  in  Section  8  housing  but  will  not  create  tangible  economic  gains.  Investors  could  be 
stuck  with  tax  liabilities  and  no  income  with  which  to  pay  them.  This  is  what  we  in  the  industry 
call  "phantom  income".  We  urge  you  to  work  with  the  Ways  and  Means  Committee  to  fix  the 
phantom  income  problem. 

After  the  mark  to  market  process  is  completed,  HUD  proposes  to  end  its  support  of  most  project- 
based  Section  8  housing  by  not  renewing  contracts  as  they  come  due  over  the  next  five  years. 

We  question  the  wisdom  of  this  proposal  for  two  reasons. 

First,  there  will  be  harm  and  dislocation  for  Section  8  project  tenants,  many  of  whom  are  elderly, 
when  their  subsidized  apartments  are  not  renewed.    Some  fortunate  tenants  will  receive  tenant 
based  assistance  through  their  local  housing  agency  but  these  tenants  may  or  may  not  be  able  to 
find  a  suitable,  affordable  apartment.   Those  who  do  not  receive  tenant-based  assistance  will 
simply  have  to  fend  for  themselves  and  in  the  worst  case,  face  homelessness. 

Second,  in  the  absence  of  project-based  assistance,  some  well-managed  properties  will  see 
vacancies  and  then  defaults  on  Uieir  mortgages  due  to  no  fault  of  the  owners  and  managers  in 
many  cases.    The  result  will  be  further  losses  to  the  FHA  insurance  fund,  losses  to  those  who 
invested  the  private  capital  to  finance  Section  8  housing,  and  the  permanent  loss  of  affordable 
housing  projects. 

While  HUD  is  not  under  legal  obligation  to  renew  project-based  assistance,  owners  and  investors 
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relied  on  and  fully  expected  renewals  until  the  end  of  their  40  year  mortgages.    In  the  eyes  of 
investors  and  the  capital  markets,,  non-renewal  of  Section  8  projects  will  mark  at  least  the  fourth 
radical  restructuring  of  HUD  programs  in  the  last  15  years.  Private  capital  is  growing  increasingly 
reluctant  to  invest  in  housing  under  such  unpredictable  conditions. 

We  also  oppose  any  reduction  in  the  Annual  Adjustment  Factor  (AAF)  for  Section  8  rents.  The 
appropriations  committees  froze  the  AAF  last  year  but  HUD  has  not  yet  implemented  the  freeze. 
We  believe  a  freeze  violates  Section  8  contract  terms  and  is  potentially  unlawful.  A  freeze  would 
likely  engender  extensive  litigation. 

The  second  item  we  wish  to  discuss  is  HUD's  proposed  rescission  of  '95  funds  and  cancellation  of 
the  so-called  Preservation  program.  Again,  we  stand  ready  to  work  with  Congress  to  improve  a 
program  that  needs  improving,  but  again  we  oppose  this  effort  by  HUD  to  divest  the  nation  of  its 
privately  -owned,  federally  assisted  housing. 

The  Preservation  program  applies  to  the  more  than  400,000  units  of  housing  built  in  the  era 
before  Project-Based  Section  8.  In  this  era,  HUD  provided  subsidy  through  reduced  interest  rate 
loans,  primarily  under  the  Section  236  and  221(d)(3)  programs.  As  an  incentive  to  take  part, 
private  developers  were  given  the  contractual  right  to  prepay  their  mortgage  and  tum  their 
building  into  private,  market-rate  housing  at  year  20  of  their  40  year  mortgage  terms.  In  1987 
Congress  took  away  this  right  in  order  to  preserve  the  stock  of  affordable  housing.  The  1987 
statute,  revised  in  1 990,  said  the  federal  government  would  buy-out  owners'  prepayment  option  at 
its  market  value  in  exchange  for  keeping  these  properties  as  low  income  rental  units  in  perpetuity. 

Year  20  has  arrived  for  most  of  these  properties  and  after  a  slow  start,  the  Preservation  program 
is  in  full  swing  with  over  1 ,0(X)  properties  in  the  process  of  applying  for  the  buy-out.  But  now 
HUD  proposes  in  its  FY  '96  budget  to  end  the  program  and  once  again  allow  prepayment  by 
owners.  Low  income  tenants  who  lose  their  apartments  as  a  result  of  prepayments  would  receive 
a  tenant-based  voucher  under  HUD's  most  recent  plan. 

As  with  our  analysis  of  the  project-based  Section  8  issue,  we  do  not  think  that  HUD  wiU  save 
taxpayer  funds.  And  as  with  our  project-based  Section  8  analysis,  we  believe  that  the  tenants  of 
these  properties,  particularly  the  elderly,  are  at  great  risk. 

While  we  do  not  have  time  now  to  lay  out  a  detailed  analysis,  we  wish  to  note  that  the  Boston 
firm  Recapitalization  Advisors,  which  is  the  acknowledged  private  sector  authority  on 
Preservation  program  finances,  estimates  that  in  92  percent  of  Prepayment  eligible  properties,  the 
cost  to  buy-out  the  owner's  prepayment  option  will  be  cheaper  than  providing  vouchers  to 
tenants. 

In  addition  to  ending  the  Preservation  program  going  forward,  HUD  also  proposes  to  disallow 
those  owners  who  are  currently  being  processed  by  HUD  from  continuing  under  current 
Prepayment  law.    We  urge  Congress  to  reject  this  retroactive  change.  Owners  have  invested 
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millions  of  dollars  in  attorneys  fees,  appraisals  and  so  on  to  take  part  in  the  Preservation  program. 
Where  owners  have  commenced  participation  in  the  Preservation  program,  they  should  be 
allowed  to  continue  under  existing  law  regardless  of  whether  the  program  is  changed  or  ended 
prospectively. 

HUD  also  proposes  to  rescind  $150  million  in  unspent  funds  for  the  Preservation  program. 
Recapitalization  Advisors  predicts  that  the  $150  million  is  just  enough  to  fund  the  projects  akeady 
in  the  Preservation  processing  "pipeline"  and  due  to  close  in  FY  '95.  In  keeping  with  our 
suggestion  to  fund  projects  in  process  under  current  law,  we  urge  the  committee  to  not  rescind 
these  funds. 

The  third  and  final  issue  we  want  to  review  with  you  is  the  tenant-based  Section  8  program  and 
our  proposals  for  making  tenant  based  assistance  more  widely  accepted  by  private  apartment 
owners.  We  recognize  that  the  authorizing  committees  are  more  likely  to  take  up  this  issue  than 
the  appropriations  committees,  but  we  wanted  you  to  understand  why  we  think  that  reforming  the 
tenant-based  Section  8  program  is  critical  to  the  success  of  HUD  programs  -  especially  if 
project-based  assistance  is  converted  to  tenant-based  pursuant  to  the  Reinvention  Blueprint. 

Both  the  Kemp  and  Cisneros  administrations  have  worked  hard  to  improve  tenant  mobility  under 
Section  8  -  i.e.  finding  ways  for  Section  8  recipients  to  use  their  assistance  in  neighborhoods 
other  than  impoverished  inner  cities.  This  is  a  goal  which  the  private  apartment  industry  strongly 
supports.  But  unfortunately,  the  Section  8  program  rules  force  some  private  apartment  owners 
to  shy  away  from  participation.  In  1994,  the  two  organizations  I  represent  commissioned  a 
landmark  study  on  barriers  to  private  apartment  participation  in  Section  8.  The  study  was 
conducted  by  Abt  Associates,  a  social  policy  research  firm. 

Abt  proposed  changes  in  the  Section  8  program  which  our  organizations  translated  into  a  package 
of  seven  legislative  proposals  last  year.  Many  of  our  proposals  were  approved  in  the  House  and 
Senate  omnibus  housing  reauthorization  bills  although  a  final  bill  was  not  enacted. 

Our  proposed  reforms  include  repeal  of  the  "take  one  take  all"  statute  which  forces  an  owner  who 
accepts  one  Section  8  recipient  to  rent  to  any  and  all  Section  8  recipients.  Although  take  one  take 
all  was  intended  to  increase  utilization  of  Section  8,  it  has  had  the  opposite  effect  -  it  forces 
many  owners  to  not  take  any  Section  8s  at  all.  We  also  propose  to  repeal  the  "endless  lease" 
provision  which  takes  away  private  owners'  usual  option  to  not  renew  a  lease  at  the  end  of  its 
term.  The  rest  of  our  proposals  are  similar  to  these  first  two  in  that  they  make  the  relationship 
between  Section  8  tenant  and  owner  more  like  a  private  market  relationship. 

In  the  Reinvention  Blueprint,  HUD  proposes  to  turn  over  much  of  the  Administration  of  the 
tenant-based  Section  8  program  to  state  and  local  governments.  While  we  do  not  oppose  this  in 
principle  we  believe  that  certain  federal  uniform  rules  should  be  maintained  including  the  tenant- 
landlord  rules  proposed  above.  For  apartment  companies  whose  operations  span  many 
jurisdictions,  a  degree  of  uniformity  will  make  participation  in  Section  8  more  likely. 
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In  addition  to  making  tenant-based  Section  8  operate  more  like  private  market  housing,  it  is 
critical  that  the  rents  paid  by  HUD  to  private  owners  under  Section  8,  (the  so  called  Fair  Market 
Rents  or  FMRs),  be  set  at  levels  sufficiently  high  to  allow  low  income  Section  8  tenants  to  use 
their  assistance  outside  of  severely  distressed  inner  cities.  HUD's  FY  '96  budget  calls  for 
decreasing  the  FMRs  from  the  45th  percentile  of  comparable  area  rents  to  the  40th  percentile. 
This  decrease  will  result  in  increased  "ghettoization"  of  Section  8  recipients  and  we  urge  its 
rejection.    If  the  appropriations  committee  must  reduce  funding  for  tenant  assistance,  we 
recommend  providing  a  slightly  smaller  total  number  of  certificates  and  vouchers  at  the  45th 
percentile,  rather  than  reducing  FMRs. 

Two  final  points. 

First,  I  want  to  call  on  this  committee  to  reject  HUD's  proposed  rescission  of  $80  million  in 
unspent  funds  for  the  removal  of  lead  paint  hazards  from  private  housing  pursuant  to  Title  X  of 
the  Housing  Act  of  1992.  HUD  has  been  slow  to  obligate  these  funds  because  most  states  have 
not  established  the  licensing  procedures  required  for  contractors  who  will  undertake  sophisticated 
lead  abatement  and  removal  procedures.  However,  HUD  is  completely  free  to  fund  the 
proposals  it  has  received  for  less  complex  sorts  of  lead  hazard  reduction  and  we  urge  the 
Department  to  do  so. 

Second,  we  want  to  go  on  record  in  support  of  HUD's  proposal  to  restructure  the  Federal 
Housing  Administration  as  a  quasi-public  corporation.  Under  this  proposal,  FHA  will  gain  the 
private  market  flexibility  it  needs  to  hire  and  fire  staff  without  regard  to  the  civil  service  rules  and 
to  create  and  change  programs  rapidly,  in  response  to  market  conditions,  free  of  federal 
rulemaking  procedures.   The  quasi-public  FHA  would  continue  to  provide  the  full  faith  and  credit 
of  the  federal  government  in  guaranteeing  loans  and  this  is  critically  important  if  FHA  is  to 
continue  to  play  its  unique  role  as  guarantor  of  low  to  moderate  income  housing  loans. 

Chairman  Lewis,  Mr.  Stokes  and  other  Members  of  the  Committee,  I  have  appreciated  this 
opportunity  to  present  the  apartment  industry's  views  to  you.  I  and  the  organizations  I  represent 
look  forward  to  working  with  you  and  your  staffs  in  the  weeks  and  months  to  come. 

I  welcome  any  questions  the  Committee  might  have. 


1162 


Final  Report  on  Recommendations  on  Ways  to  Make 

THE  Section  8  Program  More  Acceptable 

IN  THE  Private  Rental  Market 

March  1994 


Submitted  to:  Submitted  by: 

Mr.  W.  Donald  Campbell  Meryl  Finkel 

Senior  Vice  President  Abt  Associates  Inc. 

National  Multi  Housing  Council/  SS  Wheeler  Street 

National  Apartment  Association  Cambridge,  MA  02138 
1850  M  Street,  NW  -  Suite  540 
Washington,  DC  20036 


1163 

Chapter  1 
INTRODUCTION' 


1.1         Report  Framework  and  Background 

This  report  on  potential  improvements  to  the  Section  8  program  should  be  viewed  in 
light  of  several  recent  trends  in  the  housing  market  in  general  and  in  the  U.S.  Department  of 
Housing  and  Urban  Development  (HUD)  in  particular: 

•  There  is  some  evidence  that  housing  markets  in  some  areas  around  the  country  are 
beginning  to  tighten,  which  may  lead  to  reduced  owner  acceptance  of  Section  8 
unless  actions  are  taken  to  address  owner  concerns. 

•  Housing  assistance  needs  have  been  growing  at  a  faster  rate  than  assistance 
budgets,  meaning  that  all  recommendations  must  take  budget  constraints  into 
account. 

•  There  is  a  strong  push  in  HUD  to  create  new  opportunities  for  people  living  in 
very  poor  areas  to  move  to  higher  income  areas,  promoting  greater  economic 
integration.  One  such  initiative,  the  HUD  Moving  to  Opportunity  program,  relies 
on  Section  8  Vouchers  and  Certificates  as  the  tool  through  which  low-income 
households  will  move  to  higher  income  areas. 

•  HUD  is  trying  to  move  away  from  being  process-driven  to  becoming  more 
outcome-oriented. 

The  Section  8  Existing  Housing  programs  were  designed  for  the  purpose  "of  aiding  low- 
income  families  in  obtaining  a  decent  place  to  live  and  of  promoting  economically  mixed 
housing."^  The  programs  have  been  successful.  There  are  currently  over  one  million 
households  receiving  assistance  through  Section  8  Rental  Voucher  and  Certificate  programs 
administered  by  public  housing  agencies  (PHAs)  throughout  the  country.  Recent  reports  indicate 
that  the  quality  of  housing  provided  in  the  Section  8  programs  is  generally  good,  and  rent 


1 .  The  author  would  like  to  acknowledge  the  valuable  input  of  several  groups  and  individuals.  The  property 
owners  and  managers  who  participated  in  the  focus  groups,  gave  generously  of  their  time  to  provide  their 
perspectives  on  the  Section  8  program.  Stephen  D.  Kennedy  of  Abt  contributed  extensively  to  all  suges  of 
the  research  and  analysis.  James  E.  Wallace,  Judith  D.  Feins  and  William  (Chris)  Hamilton,  all  of  Abt 
Associates,  provided  valuable  commenu  on  early  drafts.  Finally,  the  persistence  and  ancmion  of  W.  Donald 
Campbell  of  the  National  Multi  Housing  Council/Natioi»l  Apartment  Association  made  this  project  happen. 

2.  See  the  authorization  for  assistance  payments  in  42  U.S. C.  Sec.  1437f(a). 
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burdens  are  in  the  vicinity  of  30  percent  of  income.^  Early  evaluations  of  the  Section  8 
programs  also  confirmed  that  the  Section  8  rental  programs  were  able  to  provide  comparable 
units  at  substantially  lower  cost  than  new  construction  programs.'* 

At  the  same  time,  there  have  been  concerns  that  Section  8  units  may  be  concentrated 
in  certain  geographic  and  economic  submarkets.  Recent  initiatives,  such  as  the  Moving  to 
Opportunity  demonstration,  refocus  attention  on  the  role  of  Section  8  in  promoting  economically 
mixed  housing  and  assisting  low-income  residents  to  rent  housing  in  higher  income  neighbor- 
hoods.^ However,  some  owners  of  good  quality  units  in  such  neighborhoods  are  reluctant  to 
rent  their  units  under  Section  8.^  It  appears  that  many  owners  feel  that  participation  in  Section 
8  is  more  time-consuming  and  costly  than  renting  their  units  in  the  private  rental  market,  so  that 
owners  who  have  alternative  rental  options  may  often  prefer  to  rent  in  the  conventional  market 
and  not  to  rent  their  units  under  Section  8.   If  the  Section  8  program  is  to  achieve  its  goal  in 


3.  See  Characteristics  of  HUD-Assisted  Renters  and  Their  Units  in  1989.  U.S.  Department  of  Housing  and 
Urban  Development,  Office  of  Policy  Development  and  Research,  March  1992.  Also  S.  Kennedy  and  M. 
Leger,  Final  Cotuprehensive  Report  of  the  Freestanding  Housing  Voucher  Demonstration,  U.S  Department 
of  Housing  and  Urban  Development,  May  1990. 

4.  See  Wallace  James  et  al..  Participation  and  Benefits  in  the  Urban  Section  8  Program:  New  Construction 
and  Existing  Housing,  Abt  Associates,  Inc.  Cambridge  MA,  1981;  Mayo,  S.K.,  Mansfield  S.,  Warner  D., 
and  Zwitchkenboum  R.:  Housing  Allowances  Programs— A  Comparison  Based  on  the  Housing  Allowance 
Demand  Experiment,  Part  I:  Participation,  Housing  Consumption,  Location  and  Satisfaction.  Part  2:  Costs 
and  Efficiency,  Abt  Associates  Inc,  Cambridge  MA,  1980;  Schnare  A.B.  Moss  W.B.,  Pedone  C.I.,  Heintz 
K.G.,  and  Wiley  B.P.,  The  Costs  of  HUD  Multifamily  Housing  Programs:  An  Analysis  of  Development, 
Financing,  and  Subsidy  Expenditures,  Urban  Systems  Research  and  Engineering,  Cambridge  MA,  1982; 
Sumka  H.J.  and  Stegman  M.A.,  "An  Economic  Analysis  of  Public  Housing  in  Small  Cities,"  Journal  of 
Regional  Science  18(3),  1978,  pp.  395-410. 

5.  This  goal  is  explicitly  stated  in  the  Section  8  program  regulations  at  24  CFR  882.103  (c):  "PHAs  are 
encouraged  to  promote  greater  choice  of  housing  oppormnities  by:  (1)  Seeking  participation  of  owners  in  any 
areas  in  which  the  PHA  has  determined  that  it  is  not  legally  barred  from  entering  into  Contracts...."  The 
authorizing  legislation  for  Moving  To  Opportunity,  in  42  U.S.C.  Sec.  1437f  states  that  the  demonstration  goal 
is  to  help  participants  "...to  move  out  of  areas  with  high  concentrations  of  persons  living  in  poverty  to  areas 
with  low  concentrations  of  such  persons..." 

6.  Owner  interest  in  the  Gautreaux  program  among  suburban  owners  was  reportedly  quite  low.  See  Leonard 
S.  Rubinowitz,  "Metropolitan  Public  Housing  Desegregation  Remedies:  Chicago's  Privatization  Program" 
Northern  Illinois  University  Law  Review  12(3),  Summer  1992,  p.  655.  Focus  group  discussions  with 
unsuccessful  searchers  which  were  conducted  by  Abt  Associates  as  part  of  the  reconnaissance  for  the  Section 
8  Utilization  study  revealed  that  unsuccessful  enrollees  were  more  likely  to  search  for  housing  in  low-poverty 
areas.  These  searchers  often  reported  encountering  owners  who  were  unfamiliar  with  Section  8  and  who 
refused  to  participate.  See  DcMarco  et  al..  Reconnaissance  Report  for  a  Study  of  Section  8  Rental  Voucher 
and  Certificate  Utilization,  Abt  Associates,  Cambridge  MA,  November  1991. 

\ 
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promoting  economically  mixed  housing,  several  changes  should  be  made  to  program  and  the 
way  it  is  implemented.  The  objective  should  be  to  make  the  program  more  accepted  by  owners 
in  low-poverty  areas  but  without  compromising  program  goals  of  providing  low-income 
households  good  quality  affordable  housing  in  the  private  market.  We  feel  that  the  key  to 
making  the  program  more  attractive  to  these  owners  is  to  make  Section  8  operate  as  much  like 
the  unassisted  market  as  possible. 

The  National  Muiti  Housing  Council  and  National  Apartment  Association  contracted 
with  Abt  Associates  to  conduct  this  study  of  potential  areas  of  improvement  in  the  Section  8 
program.  These  organizations  represent  primarily  large  property  owners  and  managers,  who 
together  own  and  manage  a  substantial  portion  of  the  nation's  multifamily  rental  housing  stock. 
Many  members  of  these  organizations  have  been  reluctant  to  participate  in  Section  8,  because 
they  feel  that  the  program  imposes  undue  time  and  cost  burdens.  Recently  members  have 
become  concerned  that  nonparticipation  has  been  wrongly  construed  as  discrimination  in  some 
instances.  They,  therefore,  have  a  heightened  interest  in  making  the  Section  8  program  more 
compatible  with  normal  private  market  operations. 

Abt  Associates  is  a  social  policy  research  firm  based  in  Cambridge,  Massachusetts.  Our 
interest  in  this  research  stems  from  the  company's  long  history  of  involvement  in  the 
implementation  and  evaluation  of  housing  allowance  programs  for  HUD.  This  experience 
includes  but  is  not  limited  to: 

•  Conducting  and  analyzing  two  of  the  three  initial  experiments  to  test  housing 
allowances  (the  Demand  Experiment  and  the  Administrative  Agency  Experiment). 
The  results,  in  part,  led  to  the  actual  adoption  of  the  Section  8  program; 

•  An  early,  national  evaluation  of  the  Section  8  program; 

•  Implementation  and  evaluation  of  the  Housing  Voucher  Demonstration; 

•  A  study,  currently  under  way  for  HUD,  of  enrollee  success  in  utilizing  Section  8 
Vouchers  and  Certificates;  and 

•  Also  currently  under  way  for  HUD,  a  study  to  assist  in  the  design,  implementation, 
and  early  assessment  of  the  Moving  to  Opportunity  demonstration. 

The  purpose  of  this  report  is  to  make  recommendations  on  ways  in  which  the  Section 
8  program  can  be  made  more  attractive  to  property  owners  in  the  private  rental  market,  while 
not  compromising  program  goals  of  providing  good  quality,  affordable  housing  to  low-income 
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families  in  the  private  market.  The  recommendations  in  this  report  reflect  the  opinions  of  Abt 
Associates  based  on  past  and  current  research,  and  do  not  necessarily  reflect  the  opinions  of 
the  National  Multi  Housing  Council  or  the  National  Apartment  Association. 

Our  discussions  of  areas  of  concern  and  recommendations  for  the  Section  8  program 
are  organized  along  the  continuum  of  activities  associated  with  administration  of  Section  8; 
tenant  selection,  issues  relating  to  new  leases,  payments  and  Public  Housing  Agency  (PHA) 
relations,  and  lease  renewals.  Section  1.2  summarizes  our  recommendations  in  each  activity 
area  followed  by  a  description  of  the  study's  research  methodology  in  Section  1.3.  Chapter  2 
provides  an  in-depth  discussion  of  the  issues  raised  by  owners  relating  to  each  of  the  program 
activity  areas.    Chapter  3  describes  Abt's  recommendations  in  detail. 

1.2         Summary  of  Recommendations 

The  main  difference  between  a  Section  8  lease  agreement  and  an  unassisted  rental 
agreement  is  the  fact  that  in  Section  8  there  is  a  three-way  relationship  among  the  owner,  the 
renter,  and  the  housing  agency,  in  which  each  of  the  parties  affects  or  is  affected  by  the 
relationship  between  the  other  two  parties.  For  example,  the  initial  inspection  is  an  interaction 
between  the  owner  and  the  housing  agency  whereby  the  housing  agency  makes  certain  that  it  is 
only  paying  for  good  quality  housing.  However,  until  the  unit  passes  the  inspection,  the  Section 
8  Voucher  or  Certificate  holder  cannot  receive  assistance  for  the  unit.  Similarly,  if  the  unit  fails 
the  annual  reinspection,  even  if  the  failure  is  due  to  resident-caused  damage,  rent  payments  by 
the  PHA  to  the  owner  are  abated.  Termination  of  a  lease,  which  is  an  agreement  between  the 
owner  and  the  renter,  must  be  approved  by  the  PHA.  This  three-way  relationship  makes  ever>' 
interaction  more  time-consuming  and  costly  compared  with  an  unassisted  resident.  Many  owners 
of  good  quality  properties  who  have  alternative  rental  options  prefer  not  to  incur  these  additional 
burdens  and,  therefore,  choose  not  to  participate  in  Section  8. 

In  the  early  experiments  to  test  rental  assistance  programs  this  three-way  relationship 
did  not  occur.  Households  received  subsidies  directly  and  were  responsible  for  all  relations  with 
the  owner.  The  three-way  relationship  may  have  originated  from  later  attempts  to  protect 
owners  (to  assure  them  of  receiving  at  least  partial  payment  every  month),  residents  (to  assure 
them  that  their  rights  would  be  protected),  or  government  interests  (to  assure  that  government 
subsidies  were  being  spent  only  on  good  quality  housing).   However,  these  attempts  to  protect 
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each  of  the  parties  may  have  had  the  opposite  effect  in  some  ways.  Instead  of  increasing  owner 
participation  by  guaranteeing  a  portion  of  the  rent,  the  program's  restrictions  may  discourage 
owner  participation.  Similarly,  the  attempts  to  protect  residents  may  in  fact  limit  the  choice  of 
units  available.  Finally,  some  of  the  methods  used  to  protect  the  public  interest  may  in  fact  add 
unnecessary  administrative  costs  for  the  system  as  a  whole. 

Our  recommendations  center  on  the  idea  that  the  Section  8  program  should  operate  as 
much  like  the  regular  market  as  possible  while  recognizing  that  in  some  areas  it  is  impossible, 
and  probably  unwise,  to  remove  all  government  involvement.  Our  recommended  approach 
would  increase  the  accountability  and  responsibility  of  each  of  the  parties  involved— the  housing 
authorities  that  administer  the  program,  the  owners  who  rent  units  under  the  program,  and  the 
residents  who  live  in  Section  8  units— but  still  maintain  program  goals  of  providing  affordable, 
good  quality  housing  to  low-income  families.  The  goal  in  each  recommendation  is  to  focus  on 
the  two  parties  essential  to  the  relationship.  Rather  than  addressing  concerns  through  added 
involvement  of  housing  authorities  or  increased  regulations  aimed  at  specific  areas,  we  propose 
reducing  the  involvement  of  the  third  party  to  the  extent  possible. 


Resident  Selection  Recommendations 

•  Outreach  to  owners  should  reiterate  that  tenant  selection  and  screening  are  the 
responsibility  of  property  owners  and  managers. 

•  The  program  should  be  changed  to  allow  owners  to  terminate  Section  8  tenancy  in 
the  same  way  unassisted  leases  are  terminated.  This  would  include  having  the  right 
to  limit  the  initial  lease  term,  to  decide  whether  or  not  to  renew  a  lease,  and  to 
undertake  evictions  based  on  local  law. 

•  The  program  should  be  changed  to  allow  owners  to  change  their  mind  about 
accepting  Section  8,  whether  in  a  given  property  or  overall. 


Lease  Recommendations 

•  The  owner-resident  lease  should  define  the  rights,  responsibilities,  and  appropriate 
remedies  of  the  two  parties,  without  PHA  involvement  in  the  owner-resident 
relationship.  The  HUD  Secretary  could  still  maintain  the  right  to  require  inclusion 
of  certain  terms  in  the  lease,  but  housing  agencies  should  have  no  further  role  in 
owner-resident  relations. 
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Inspections/Quality  Standards  Recommendations 

•  Steps  should  be  taken  to  make  the  implementation  of  Section  8  Housing  Quality 
Standards  (HQS)  more  flexible  and  reflective  of  the  goal  of  providing  good  quality 
housing,  rather  than  housing  that  includes  a  specific  set  of  features. 

•  The  program  should  change  to  allow  certification  of  a  property  instead  of  each 
individual  unit,  should  be  considered.  This  could  substantially  reduce  vacancy 
times  between  rentals. 

•  An  outcome  scoring  policy,  with  a  possibility  for  "conditional  approval"  of  a  unit 
that  requires  only  minor  repairs  should  be  considered.  This  approach  would 
decrease  vacancy  times  and  allow  more  flexibility  in  approving  units,  without 
compromising  quality,  because  all  units  would  still  need  to  be  brought  up  to 
standard  and  reinspected. 

•  Steps  should  be  taken  to  improve  the  consistency  and  timeliness  of  inspections. 


Payments  Recommendations 

•  Public  housing  agencies  should  be  required  to  make  payments  on  time,  and  be 
subject  to  standard  market  penalties  if  they  are  late. 

•  Security  deposits  could  remain  at  their  below  market  level,  but  the  process  for 
collecting  for  damages  should  be  improved  so  that  it  does  not  interfere  with  normal 
market  operations. 

•  Rent  payments  to  owners  should  not  be  abated  during  the  lease  term,  except  at  the 
discretion  of  the  resident,  based  on  whatever  normal  rent-withholding  procedures 
are  allowed  by  the  local  jurisdiction. 

•  Consideration  should  be  given  to  changing  the  payment  mechanism  so  as  to  end  the 
current  three-party  system.  This  could  be  done  by  shifting  to  a  two-party  check 
that  would  have  to  be  endorsed  by  both  the  renter  and  the  owner.  In  this  way, 
responsibility  for  payment  could  be  fiiUy  vested  in  the  renter,  while  assuring  that 
the  Section  8  payment  was,  in  fact,  used  to  pay  the  owner  for  rent. 


Lease  Renewal  Recommendations 

•  The  program  should  be  changed  to  give  both  parties  to  the  lease  agreement  (the 
owner  and  the  resident)  the  right  to  renew  or  terminate  the  lease  at  the  end  of  its 
term,  with  appropriate  notice,  as  well  as  the  right  to  set  lease  terms. 

•  Annual  inspections  should  be  scheduled  so  that  there  is  enough  time  for  an  owner 
to  make  required  repairs  and  have  the  unit  reinspected  prior  to  any  lease  renewal 

Prepared  by  Abt  Associates  Inc.  6 


1169 


Chapter  1 :   Introduction 


date.    Deficiencies  found  should  not  occasion  rent  abatement  during  the  original 
lease  term. 

The  series  of  recommendations  presented  above  are  aimed  at  making  the  Section  8 
program  more  attractive  to  owners  of  good-quality  properties  in  the  private  rental  market.  The 
way  this  should  be  accomplished  is  by  making  the  Section  8  process  as  similar  to  regular  market 
operations  as  possible.  We  recommend  that  implementation  of  these  recommendations  should 
be  done  through  demonstration  programs  prior  to  full  implementation  in  order  to  examine  the 
effects  of  these  changes  on  the  parties  involved.  This  can  most  effectively  be  done  by  requiring 
HUD  to  implement  the  changes  initially  in  a  probability  sample  of  PHAs  and  to  evaluate  the 
effects  of  the  changes  by  comparison  with  program  and  recipient  outcomes  in  a  probability 
sample  of  PHAs  operating  under  current  procedures.' 

1.3         Research  Methodology 

This  report  relies  on  a  range  of  data  sources,  including  information  collected  and 
assembled  by  Abt  Associates  and  others  for  previous  research  efforts,  and  new  information 
collected  specifically  for  this  study. 

For  this  project,  a  series  of  four  focus  group  discussions  were  conducted  during  the  first 
week  of  December  1993  in  two  locations:  Alexandria,  Virginia  and  Dallas,  Texas.  Each  of  the 
groups  was  composed  of  four  to  five  rental  property  owners  and/or  managers  with  experience 
participating  in  the  Section  8  program.  In  addition,  one  group  in  Dallas  also  included  three 
nonparticipating  owners.  The  focus  groups  were  led  by  a  professional  focus  group  moderator 
from  Abt  Associates,  who  also  led  some  of  the  earlier  focus  groups  that  were  conducted  for 
Abt's  study  of  enrollee  success  in  utilizing  of  Section  8  Vouchers  and  Certificates.  Participants 
for  the  groups  were  recruited  by  the  focus  group  facilities  from  lists  of  member  organizations 
that  were  provided  by  the  National  Multi  Housing  Council  and  the  Texas  Apartment  Association. 
Specific  participants  were  selected  based  on  knowledge  of  and  experience  with  the  Section  8 
program. 


7.  We  understand  that  the  emergency  certificates  issued  in  Los  Angeles  as  a  result  of  the  earthquake  include 
several  features  designed  to  remove  the  riskiness  of  accepting  a  Section  8  renter.  In  particular,  owners  can 
(  fer  month-to-month  leases,  the  proponion  of  units  in  a  property  leased  under  Section  8  can  be  limited,  and 
eviction  procedures  are  those  set  by  stale  law.  Foliow-up  on  landlord  accepunce  of  these  certificates  might 
be  useful. 
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Focus  groups  have  long  played  a  central  role  in  private  business  research,  and  have 
more  recently  come  to  be  used  in  public  policy  research  as  well.  These  discussions  with  small 
groups  of  individuals  provide  the  opportunity  for  in-depth  discussion  and  probing,  so  that  a  full 
understanding  of  issues  and  concerns  can  be  obtained.  Focus  group  research  is  an  ideal  tool  for 
understanding  owner  concerns  regarding  Section  8.  Because  the  range  of  concerns  is  broad  and 
the  issues  are  often  complex  and  interlinked,  a  group  discussion  helps  owners  clarify  and 
pinpoint  the  key  issues.  The  concerns  raised  by  the  focus  group  participants,  including  those 
who  participate  in  Section  8  and  those  who  do  not,  were  fairly  consistent  and  were  similar  to 
the  concerns  expressed  in  earlier  focus  groups  with  participating  Section  8  owners  (including 
both  large  and  small  owners  and  managers)  that  Abt  Associates  conducted  for  HUD.  Thus,  we 
feel  that  the  groups  served  their  purpose  of  helping  us  understand  the  full  range  of  owner 
concerns. 

The  informal  conversations  among  the  participants  in  each  group  consisted  of  a 
discussion  of  three  specific  areas  of  potential  concern:  tenant  selection  and  screening,  rent  levels 
and  compensation  issues,  and  relations  with  the  local  PHAs.  In  each  of  these  topic  areas  we 
explored  owners'  experience  with  unassisted  rentals  and  with  Section  8  rentals  (or  perceptions 
regarding  Section  8  for  nonparticipating  owners).  Owners  were  asked  about  their  concerns  about 
the  program  and  their  recommendations  for  changes  and  improvements. 

The  purpose  of  the  focus  groups  was  to  help  us  identify  the  primary  areas  of  concern 
to  property  owners  from  among  the  large  array  of  potential  concerns  and  to  hear  a  range  of 
opinions  from  a  variety  of  perspectives.  Actual  recommendations  on  ways  to  address  owner 
concerns  were  developed  by  Abt  Associates  based  on  our  experience  with  all  aspects  of  the 
Section  8  program. 
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The  main  difference  between  renting  a  unit  in  the  Section  8  program  and  renting  in  the 
private  market  is  the  fact  that  participation  in  Section  8  requires  a  three-way  relationship  between 
the  PHA,  the  owner,  and  the  resident,  rather  than  the  usual  two-way  resident/owner  relationship 
in  the  private  market.  The  resident  and  the  PHA  are  related  through  the  certificate  or  voucher; 
the  owner  signs  both  a  lease  with  the  resident  and  a  Housing  Assistance  Payment  (HAP)  contract 
with  the  public  housing  agency.  In  each  of  the  two-way  relationships  defined,  the  third  party 
either  affects  or  is  affected  by  the  other  two.  The  three-way  relationship  makes  every 
transaction  more  burdensome  to  owners,  in  terms  of  both  time  required  and  money.  For 
example,  leasing  a  unit  requires  approval  both  by  the  resident  and  the  public  housing  agency; 
getting  paid  involves  two  separate  payment  streams;  and  ending  a  lease,  which  is  an  owner- 
renter  agreement,  requires  third-party  notification  and  approval  by  the  PHA. 


Lease 


RESIDENT 


OWNER 

Three-way  relationship  in  Section  8 


Two-way  relationship  in 
unassisted  market 


From  an  owner's  perspective,  this  three-way  relationship  adds  uncompensated  monetary 
and  time  burdens  in  comparison  with  renting  to  an  unassisted  household.  This  puts  the  Section 
8  Certificate  or  Voucher  holder  at  a  disadvanuge  in  seeking  housing.  What  we  heard  from 
owners  was  that  Section  8  renters  were  not  necessarily  worse  residenu  than  other  renters,  but 
that  the  three-way  relationship  made  dealing  with  any  problems  more  difficult,  because  each 
event  required  two  separate  interactions  instead  of  the  usual  owner/resident  interaction. 
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This  chapter  describes  owner  concerns  with  each  aspect  of  program  participation. 
Recommendations  on  ways  to  address  these  concerns  are  presented  in  Chapter  3  below. 

2.1         Applicant  Screening 

Owners  typically  have  three  concerns  regarding  residents  in  their  properties:  that  they 
pay  their  rent  on  time,  that  they  maintain  the  unit  and  the  property,  and  that  they  behave  in  a 
way  that  does  not  disturb  other  residents.  In  the  unassisted  rental  market,  property  owners 
reduce  the  riskiness  of  tenant  selection  two  ways.  First,  they  screen  applicants,  with  the  goal 
of  weeding  out  applicants  who  are  likely  to  be  delinquent  with  payments,  cause  damage,  or  be 
disruptive.  This  is  accomplished  through  credit  screening,  employment  and  income  history 
verifications,  personal  interviews,  and  reference  checks  with  previous  landlords.  Second, 
owners  have  the  ability  to  remove  problem  residents  by  not  renewing  their  lease,  or  in  extreme 
cases,  through  eviction. 

Both  methods  of  reducinr  risk  are  less  available  in  Section  8  than  in  the  unassisted 
market.  Tenant  screening  is  more  difficult  because  less  information  is  available  about  Section 
8  applicants.  The  ability  to  remove  a  problem  resident  is  also  more  difficult,  whether  at  the  end 
of  a  lease  or  through  eviction. 

An  additional  concern  is  that  under  current  law,  once  an  owner  accepts  one  Section  8 
resident  in  any  property,  no  other  Section  8  applicants  can  be  turned  down  either  in  that  property 
or  in  any  other  property  merely  because  they  have  a  Section  8  Voucher  or  Certificate  .*  The 
legislation  was  enacted  in  order  to  reduce  the  ability  of  owners  to  segregate  Section  8  renters 
from  other  renters  by  restricting  Section  8  to  specific  properties.  However,  it  appears  to  have 
the  unintended  result  of  reducing  an  owner's  willingness  to  try  the  program.  Under  the  rule, 
an  owner  cannot  "try  out"  Section  8,  because  taking  the  first  Section  8  renter  dramatically 
changes  as  owner's  legal  exposure  when  considering  all  other  Section  8  applicants.  Owners 
therefore  feel  that  they  lose  control  over  the  screening  process.  This  restriction  greatly  increases 
the  riskiness  of  accepting  a  Section  8  resident  for  the  first  time,  because  an  owner  cannot  change 
his  or  her  mind  after  accepting  even  one  Section  8  resident. 


8.  42  U.S.C.  Sec.  1437f(t)(l)  states  that  "No  owner  who  has  entered  into  a  contract  for  housing  assistance 
payments  under  this  section  on  behalf  of  any  tenant  in  a  muhifamily  project  shall  refuse  to  lease  any  available 
dwelling  unit  in  any  multi-family  housing  project....  to  a  holder  of  a  Ceniricate....*  In  some  PHAs  this 
restriction  has  been  incorporated  into  PHA  practices,  while  in  others  it  is  not  yet. 
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This  is  the  key  point,  it  is  on  the  books,  that  if  you  take  a  Section  8  resident  then  you 
have  got  to  continue  to  take  Section  8  residents.' 


Applicant  Screening 

Owners  pointed  out  that  Section  8  applicants  often  look  riskier  than  other  applicants, 
because  there  is  less  favorable  information  available  about  Section  8  residents.  Many  have  no 
employment  history  and  either  have  no  credit  history  or  a  bad  credit  history— both  of  which  are 
key  factors  used  in  the  tenant  selection  process.  This  situation  makes  taking  a  Section  8  resident 
more  risky  than  taking  a  market  rate  resident,  about  whom  employment,  credit,  and  rental 
history  are  more  readily  available.  Although  the  Section  8  program  guarantee  of  at  least  partial 
payment  reduces  the  risk  of  nonpayment  of  rent,  the  risk  of  renting  to  a  disruptive  tenant  is  still 
higher. 

Many  Section  8  applicants  don't  have  any  credit.  We  find  probably  sixty  to  seventy 
percent  have  no  credit.  And  that  makes  it  difficult.  Typically,  I  would  say  maybe 
twenty,  twenty-five  percent  had  jobs,  but  seventy-five  percent  don't,  so  there's  no  job 
history.    And  rental  history  is  a  very  hard  thing  to  get. 

Inability  to  Remove  Problem  Residents 

Tenant  selection  and  screening  problems  are  compounded  by  the  fact  that  ending  a 
Section  8  tenancy  is  much  more  difficult  than  ending  a  regular  market  tenancy.  Typically,  for 
an  unassisted  tenant,  the  eviction  process  is  difficult  and  rarely  used.  Owners  more  often  end 
the  tenancy  of  problem  residents  by  simply  not  renewing  their  leases  at  the  end  of  the  lease 
term.  In  some  markets,  risk  is  further  reduced  because  owners  set  short  initial  lease  terms  (such 
as  90  days  at  a  time).  In  a  Section  8  rental,  the  situation  is  different.  The  initial  lease  term  is 
one  year,  and  owners  are  required  to  offer  new  leases  at  the  end  of  the  lease  term.  This  means 
that  even  at  the  end  of  the  lease,  an  owner  cannot  end  the  tenancy  without  going  to  court  to 
prove  good  cause.    This  adds  substantially  to  the  time  it  takes  to  remove  a  disruptive  resi- 


9.  The  report  includes  comments  from  the  four  focus  groups  which  are  used  to  illustrate  group  responses. 
We  have  edited  the  comments  to  remove  redundancies  and  pauses  associated  with  spoken  comments,  but  have 
not  altered  their  content. 
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dent.'°  In  addition,  because  the  eviction  process  in  Section  8  involves  a  third  party,  the  PHA, 
eviction  is  also  more  difficult  than  in  the  unassisted  market.  Owners  reported  that  the  delay  in 
the  ability  to  remove  disruptive  Section  8  residents  can  lead  to  "good"  tenants  moving  out  of  the 
property,  causing  additional  uncompensated  losses  to  the  owner. 

HUD  shouldn't  be  in  the  business  of  determining  whether  or  not  you  continue  to  keep 
that  tenant.  If  they've  accepted  the  tenant  on  the  program,  then  I  think  their 
responsibility  is  done.  Now  it's  the  responsibility  of  the  tenant  and  the  landlord  to  get 
along  together.  And  if  they  can't  get  along  together,  then  they  should  be  able  to  sever 
the  relationship— through  the  courts  or  whatever.  HUD  doesn't  have  any  business 
coming  back  in  and  saying  you  can't  evict  this  tenant  or  you  can't  take  him  to  court. 
But  they  do. 

With  a  problem  tenant,  if  it's  a  market  tenant,  all  you've  got  to  deal  with  is  that  market 
tenant.  If  it's  a  subsidized  tenant,  now  you've  got  to  deal  with  the  tenant  and  an 
arbitrator.    You  have  to  have  the  approval  from  the  Agency. 

We've  had  conventional  tenants  that  we've  evicted  for  housekeeping  problems.  But 
we've  never  had  a  Section  8  tenant  that  we've  been  able  to  get  rid  of  for  the  same 
reasons.    It's  a  separate  standard. 

When  we  have  a  problem  we  want  them  out  right  now,  so  we  don't  have  10  people 
move  out  because  of  one  bad  apple.   With  Section  8  you  cannot  do  that. 


Inability  to  Turn  Down  Section  8  Applicants 

Another  concern  is  that  often  owners  and  Section  8  Voucher  and  Certificate  holders 
themselves  are  imder  the  impression  that  holders  of  a  Voucher  or  Certificate  caimot  be  turned 
down  for  any  reason.  Some  owners  believe  that  because  the  housing  agency  pays  most  of  the 
rent,  the  owner  cannot  exercise  the  usual  screening  criteria.  Further,  some  owners  voiced 
concerns  about  rejecting  Section  8  applicants  for  fear  that  they  will  be  perceived  as  discriminat- 
ing against  a  minority  applicant.  Another  factor  contributing  to  the  difficulty  in  turning  down 
Section  8  applicants  is  the  feeling  of  entitlement  among  some  Voucher  and  Certificate  holders, 
who  reportedly  believe  that  they  cannot  be  turned  down  for  a  unit. 

If  rent  was  five  hundred  dollars,  and  they  had  a  Voucher  for  five  hundred  or  four 
hundred  and  fifty  dollars,  I  was  under  the  impression  I  couldn't  have  turned  them  away. 


10.  Focus  group  participants  reported  one  case  of  a  public  housing  agency  that  did  not  enforce  the  automatic 
extension  policy;  in  that  area,  owners  could  decide  not  to  renew  leases  of  disruptive  residents  even  under 
Section  8. 
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A  lot  of  people's  perception  is  that  if  they  are  on  Section  8,  you  have  to  take  them 
regardless  of  their  income.  It's  hard  to  explain  it  to  them,  because  they  think  because 
they  are  on  Section  8,  they  don't  have  to  qualify  for  income. 


2.2         New  Leases 

The  process  of  signing  a  lease  for  a  new  Section  8  resident  raises  three  areas  of  concern 
among  owners  and  managers: 

•  Lease  requirements; 

•  Below-market  security  deposits;  and 

•  Inspections. 

It  is  worth  noting  that  rent  levels  are  not  on  this  list  (though  as  noted  below,  allowed  rent 
increases  are  problematic  for  owners).  Owners  were  generally  not  concerned  with  initial  rents. 
The  initial  rent  levels  merely  defined  which  units  could  be  rented  under  Section  8. 

Well,  Section  8  sets  the  price,  and  if  their  price  doesn't  meet  our  need  in  a  particular 
area,  we  won't  have  Section  8  there. 

...  but  they  are  not  going  to  qualify  on  a  "B"  or  an  "A"  property,  because  the  rent 
levels  are  too  high.   So  it's  not  really  an  issue. 

Nevertheless,  they  did  voice  a  preference  for  the  Voucher  program  because  of  the  less  rigid  rent 
requirements  compared  with  the  Certificate  program. 

Lease  Requirements 

Owners  generally  voiced  objections  to  the  fact  that,  for  Section  8  residents,  many 
jurisdictions  require  that  owners  sign  a  different  lease  than  the  one  they  sign  with  unassisted 
renters.  Owners  said  that  standard  leases  have  been  developed  in  most  markets.  These  standard 
leases  reflect  state  and  local  laws  and  generally  are  accepted  by  both  owners  and  residents. 
Requiring  a  separate  lease  for  Section  8  renters  undermines  an  owner's  ability  to  maintain 
consistent  management  practices  throughout  their  properties. 

The  Section  8  tenant  should  be  required  to  sign  the  same  lease  as  every  other  resident 
in  the  property,  so  they  are  subscribing  to  the  same  rules,  same  conditions  and  so  forth. 
Then  if  there  is  a  special  addendum  regarding  that  Section  8  tenant,  it  should  apply 
strictly  to  terms  of  payment,  or  other  matters  relating  to  the  local  housing  agency,  but 
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that's  it.     The  rules  and  regulations  for  the  property  should  prevail  equally  to  all 
residents. 

They  don't  sign  our  standard  lease.    Section  8  typically  has  their  own  lease,  and  it 
doesn't  mirror  the  TAA  [Texas  Apartment  Association]  lease. 

...there  are  special  rules  that  apply  to  them  that  don't  apply  to  anyone  else. 


Below-Market  Security  Deposits 

Because  Section  8  residents  have  low  incomes,  the  treatment  of  security  deposits  and 
the  process  for  collecting  for  damages  is  different  from  the  regular  market.  In  the  unassisted 
market,  a  one  month's  security  deposit  is  typically  required. '•  At  the  end  of  the  lease  term, 
the  owner  may  keep  all  or  part  of  the  deposit  if  he  or  she  can  show  that  the  resident  caused 
damage  beyond  ordinary  wear  and  tear.  In  the  Section  8  program,  it  was  felt  that  payment  of 
a  whole  month's  rent  to  the  owner  could  be  prohibitively  expensive  for  a  low-income  family. 
The  program  allows  for  a  reduced  deposit  and  takes  on  the  responsibility  of  reimbursing  owners 
for  damages  beyond  the  security  deposit.  ^^  Owners  expressed  concern  that  a  low  security 
deposit  reduces  resident  incentives  to  maintain  the  unit. 

They  only  have  a  fifty  dollar  deposit  on  it.  They  don't  have  anything  to  lose. ...  If  you 
have  a  little  more  to  lose,  then  you  are  more  likely  to  make  it  clean  when  you  move 
out  or  to  take  a  little  better  care  of  it. 

But  we  were  able  to  pursue  the  other  residents  more  easily  for  damages  than  we  could 
with  Section  8.  Conventional  residents  had  deposits.  Sometimes  they  had  double 
deposits  on  the  apartment  in  order  to  be  able  to  move  in. 

Inspections 

Feelings  regarding  the  Section  8  program's  required  inspections  varied  greatly  among 
owners.  An  inspection  by  an  outside  agency  clearly  differentiates  a  Section  8  lease  from  the 
ordinary  market  operation.     In  the  unassisted  market,  potential  renters  are  responsible  for 


1 1 .  Indeed,  in  many  localities,  the  owner  collects  not  only  the  month's  rent  for  the  security  deposit,  but  also 
first  month's  and  last  month's  rent  when  the  lease  is  signed. 

12.  In  the  Certificate  program,  the  PHA  is  allowed  to  set  the  deposit  as  the  maximum  of  the  resident's 
monthly  payment  or  $50.  In  the  Voucher  program,  the  PHA  may  set  a  deposit  up  to  the  monthly  rent  to 
owner. 
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inspecting  the  unit  and  verifying  that  it  meets  their  quality  requirements,  while  in  Section  8  the 
unit  must  pass  the  PHA's  inspection  in  order  to  qualify  for  assistance.  While  owners  generally 
voiced  concern  with  this  requirement,  most  owners  felt  that  having  housing  quality  standards 
(HQS)  was  probably  a  necessity,  in  order  for  the  government  to  be  sure  that  it  was  not  spending 
money  on  poor  quality  units. 
Some  owners  viewed  Section  8  inspections  in  principle  as  a  necessity. 

If  you  look  at  why  they  put  in  place  the  policy  of  the  initial  inspection— why  did  they 
do  that?  They  do  it  to  be  sure  that  they're  paying  money  on  a  house  or  housing  and 
that  is  safe,  sanitary,  and  meets  the  minimum  standards.    And  I  think  that's  good. 

I  think  the  initial  inspection  is  a  must.  I  think  the  administration  should  see  the  housing 
that  they're  about  to  fund  the  money  for.  I  think  they  need  to  not  necessarily  lower  the 
standards,  but  recognize  what  is  important  and  what  is  not  important. 

Other  owners  viewed  them  as  an  inconvenience  and  an  intrusion  in  normal  business  practices. 

Our  residents  are  our  own  best  inspectors.  They're  the  sharpest  people  out.  And  that's 
who  that  responsibility  should  lie  with.  It  should  really  lie  with  that  resident  to  make 
sure  he's  getting  value  for  the  dollar. 

Section  8  involves  inspections,  both  before  someone  can  move  in  and  then  on  some 
kind  of  annual  basis.  We  don't  do  that  anyplace  else,  and  I  don't  give  up  three  or  four 
days  rent  waiting  for  some  inspector  to  come  in  and  decide  whether  or  not  the  unit  is 
acceptable.    The  loss  can  be  thirty  to  forty  days. 


Inspection  Standards 

Regardless  of  their  feelings  about  the  validity  of  an  initial  inspection,  owners  did  note 
that  the  actual  standards  adopted  by  some  local  housing  agencies  were  unreasonable.  Housing 
quality  standards  were  also  reportedly  not  always  consistent  with  local  housing  codes.  What 
appears  to  have  happened  as  some  local  programs  developed  is  that  a  set  of  items  initially  listed 
to  describe  acceptable  housing  quality  has  expanded  to  include  a  full  set  of  features  a  Section 
8  approved  unit  must  include. 

I  have  a  property  now  that's  under  rehab.  We  have  the  contract  signed  on  all  the 
rehab.  And  there's  one  unit  that  has  a  couple  of  bricks  that  are  missing  outside  of  the 
window.  It  has  no  real  effect  on  their  living  environment  whatsoever. . . .  And  they  will 
not  pass  the  unit.  We  cannot  move  in  someone  on  housing  Vouchers  or  Certificates 
because  they  will  not  pass  the  unit  because  of  those  bricks  and  that  is  the  only  thing. 
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When  a  conventional  resident  moves  in,  and  a  light  plate  switch,  one  of  those  little 
plates  over  there  is  a  little  bit  loose;  they  would  note  it  on  a  move-in  form;  we  would 
send  the  maintenance  man  in.  After  the  move-in  it  would  be  fixed;  everything's  fine. 
On  Section  8  often  you've  held  that  unit  vacant  for  three  weeks  waiting  for  this 
inspection;  the  inspector  comes  in  and  he  turns  down  the  whole  unit  because  of 
something  minor. 

Well,  you're  held  to  different  standards  than  you  would  in  a  normal  business 
relationship.  A  resident  comes  in,  looks  at  a  unit,  which  we  would  make  ready  by 
normal  standards,  and  that  would  be  acceptable  to  the  public  at  large.  But  there's  a 
higher  and  different  standard  when  it's  a  public  assisted  program. 


Problems  with  Inspection  Implementation 

Owners  expressed  two  main  concerns  about  the  way  the  inspections  were  implemented 
in  specific  housing  authorities.   The  concerns  involved: 

•  Consistency  of  inspections;  and 

•  Timeliness  of  inspections. 

Consistency  of  Inspections.  Many  owners  said  that  housing  quality  standards  were  not 
always  implemented  consistently  either  across  or  within  housing  authorities.  For  example,  one 
inspector  would  do  a  first  inspection  listing  certain  problems,  and  upon  reinspection  another 
inspector  would  raise  different  issues.  In  addition,  it  was  felt  that  several  inspectors  in  some 
sites  were  particularly  "picky"— failing  units  for  very  minor  problems. 

...  he  was  really,  really,  really  tough.  I  mean  if  there  would  be  one  mark  in  the  paint, 
he  would  fail  it,  just  like  that.  I  mean,  we  complained  to  his  supervisor  and  said  we 
want  to  work  with  him.  We  don't  want  to  have  an  acrimonious  relationship.  But  he's 
failing  every  unit,  every  single  unit.  And  we  would  kill  ourselves.  We  made  three 
inspections.  And  finally  they  changed  inspectors,  and  then  we  had  a  much  different 
experience. 

I  could  tell  you  that  every  HUD  field  office  interprets  the  HUD  requirements 
differently.  Every  housing  agency  does....  And  they  don't  mind  telling  you  that  they 
know  that  they're  interpreting  a  regulation  differently.  That  that's  the  way  they 
interpret  it  and  that's  what  you're  going  to  do  to  operate  in  their  district. 

Every  housing  authority  is  as  different  as  day  and  night.  It's  like  they  each  have  a 
different  rule  book.  Every  inspector  is  as  different  as  day  and  night.  And  every 
inspector  may  be  different  from  Monday  to  Friday. 
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Timeliness  of  Inspections.  A  second  area  of  concern  related  to  ail  inspections  (initial 
inspections,  reinspections,  annual  inspections  and  damage  claim  inspections)  was  that  there  is 
often  a  long  wait  for  scheduling  inspections.  Owners  often  do  not  receive  any  rent  payments 
from  the  PHA  while  they  are  waiting  for  an  inspection,  which  causes  uncompensated  losses. 
Before  payments  can  begin  on  a  new  unit,  the  unit  must  pass  inspection.  Thus,  the  owner 
receives  no  rent  payment  for  the  time  that  elapses  between  preparing  the  unit  for  the  inspection 
and  the  actual  inspection  (or  reinspection  if  any  deficiencies  are  found).  Similarly,  at  an  annual 
inspection  owner  rent  is  often  abated  (payment  is  withheld  by  the  PHA)  if  any  deficiencies  are 
found;  the  withheld  rent  is  not  refunded  regardless  of  how  minor  the  problem  was,  or  how  long 
the  owner  has  to  wait  for  the  reinspection.  Finally,  in  the  case  of  damage  claims,  units  must 
remain  vacant  and  unrepaired  until  a  PHA  inspection  is  conducted. 

The  inspection  process  is  a  tremendous  problem.  It  can  literally  take  thirty  to  forty-five 
days  to  get  somebody  in  because  you  have  to  have  an  inspector  come  out.  It  takes  up 
to  two  or  three  weeks  to  get  an  inspector  just  to  come  out  and  look  at  the  property. 
Then  they  had  to  go  back  and  finish  the  paperwork  and  then  you  have  to  go  down  and 
sign  it. 

You  do  all  the  extra  paperwork  required  and  then  have  to  wait  for  an  inspector- 
schedule  an  inspection,  and  get  the  inspector  out.  It  takes  four  or  five  weeks  typically 
before  that  new  resident  is  in,  which  is  lost  rent.  That  is  lost  rent  on  a  unit  for  which 
I  have  paid  the  insurance  that  month.  I  have  paid  the  taxes.  I've  paid  fixed  costs  on 
that  unit  and  I  lost  rent  on  that  unit  while  it  sat  vacant  waiting  for  this  inspector. 

2.3         Payments  and  Relations  with  PHAs 

The  problems  owners  encounter  in  ongoing  relations  with  PHAs  in  general  and  in 
payments  in  particular  vary  greatly  across  housing  authorities.  In  some  cases,  owners  reported 
no  problems  with  ongoing  payments,  while  in  others  owners  said  that  PHA  payments  were  often 
late.  Similarly,  some  PHAs  reportedly  were  felt  to  be  very  cooperative,  while  others  were  felt 
to  have  an  almost  antagonistic  attinide  towards  property  owners.  Some  responses  to  PHAs  were 
positive: 

I  think  the  main  reason  most  people  like  the  program  is  because  they're  guaranteed  the 
rent.  The  rent  comes  in.  It  comes  in  on  time.  And  once  it's  set  up,  you  get  that 
check  every  month  and  there's  a  lot  of  comfort  with  that. 

They  are  responsive  to  both  the  landlord  and  the  tenants'  needs.  I  mean  they  really 
have  a  grasp  on  everybody's  needs.    They  know  what  we  need,  they  know  what  the 
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town  needs,  and  they  somehow  put  it  together  and  make  it  work.  They  have  the 
capacity,  the  intelligence,  the  power— whatever  you  want  to  jump  on  it. 

Other  responses  were  negative: 

You  have  to  go  down  to  the  Section  8  office.  The  manager  leaves  the  property,  goes 
to  the  office  and  sign  the  lease  at  their  office  and  sometimes  it  is  not  ready  when  they 
say  it  is  ready  and  the  manager  is  gone  from  the  property  two  hours  to  sign  one  lease. 

It's  very  hard  to  deal  with  some  of  these  agencies.  We  had  a  missing  payment  by  the 
agency  that  went  back  four  years....  It's  very  difficult  to  deal  with  the  agency  because 
you've  got  to  go  through  their  voice  mail.  You  can  never  get  an  individual  on  a  call. 
You  can  never  get  them  to  return  your  calls. 


Payments 

Concerns  were  raised  by  owners  and  managers  regarding  three  particular  payment  areas: 

•  Timeliness  of  monthly  PHA  rent  payments; 

•  Abatement  of  rent  for  resident-caused  damage;  and 

•  Damage  claim  payments; 

Monthly  Rent  Payments.  Currently,  ^wners  feel  that  housing  authorities  have  no 
incentive  to  be  on  time  with  rent  payments,  because  they  are  not  evaluated  by  HUD  based  on 
timeliness  of  payments.  Nor  are  there  any  late  fees  or  other  direct  penalties  to  the  PHA  for 
being  late.  Late  payments  by  PHAs  can  cause  owners  to  incur  late  fees  or  finance  charges  on 
their  own  expenditures,  with  no  compensation  from  the  PHA. 

Since  Section  8  pays  most  of  the  rent,  we  found  that  the  rent  didn't  always  come  in  a 
timely  manner.  There  were  quite  a  few  problems.  From  Section  8.  From  the  Housing 
Authority. 

And  the  other  problem  we  have  is,  frankly,  some  of  the  agencies  in  this  area  don't  pay 
in  a  very  timely  fashion.  It  can  be  anywhere  from  30,  to  60  days,  to  90  days  late,  and 
you  can't  file  a  suit  against  the  agency.   The  owner  pays  the  late  charges. 

You  can't  get  the  late  charges  from  them.  You  don't  know  whether  you're  going  to 
get  your  payment  this  month,  next  month,  or  the  month  after,  in  some  cases.  I  don't 
think  we  have  a  single  Section  8  resident  right  now  who  isn't  running  a  delinquency, 
mainly  because  the  agencies  don't  pay  on  time. 

Abatement  of  Rent  for  Resident-Caused  Damage.  A  major  difference  between  a 
regular  lease  and  a  Section  8  lease  is  the  periodic  reinspection  of  units  by  the  housing  agency. 
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a  concept  totally  absent  in  the  unassisted  market.  Reinspections  are  required  to  take  place  at 
least  annually.  At  every  reinspection  the  unit  must  continue  to  meet  housing  quality  standards. 
If  the  unit  is  found  to  be  deficient,  the  rent  to  the  owner  may  be  abated  until  a  reinspection 
determines  that  all  problems  have  been  solved.  Three  main  concerns  result.  First,  rent  to 
owner  may  be  abated  due  to  resident-caused  damage.  Second,  the  duration  of  abatement  is 
determined  by  the  housing  agency  inspector's  schedule— because  rent  payment  is  only  reinstated 
after  the  housing  agency  reinspects  the  unit  and  determines  that  the  unit  is  up  to  standard. 
Finally,  many  PHAs  apparently  never  pay  the  rent  for  the  abated  months,  even  after  the 
deficiencies  are  remedied. 

For  example,  when  they  come  to  reinspect  every  year,  if  the  resident  is  not  keeping 
their  apartment  clean  enough  or  meeting  the  interior  conditions  then  the  PHA  will  abate 
the  rent.    For  us,  it  means  we  don't  get  paid  because  the  resident  was  unclean. 

We  could  have  rent  abated  for  a  reinspection  or  an  armual  inspection  if  it  doesn't  pass, 
and  often  times  it's  not  anything  we  have  direct  control  over,  such  as  their  housekeep- 
ing or  they  have  boxes  stored  somewhere,  or  something  that's  the  resident's 
responsibility.    That  shouldn't  be  our  responsibility. 

To  give  you  an  example:  if  the  resident  doesn't  pay  his  utility  bills,  and  they  turn  off 
the  electricity,  then  the  housing  agency  stops  paying  for  that  unit.  So,  you  get  the 
electricity  turned  back  on.  Then  you  have  to  wrestle  with  the  inspector  to  come  back 
and  verify  that  it's  back  on  before  your  rent  meter  starts  running  again.  I  lost  a 
month's  rent  because  the  inspector  didn't  come  out  and  verify  the  electricity  was  turned 
back  on.  And  I  raised  all  sorts  of  heck.  And  I  would  have  done  better  yelling  at  that 
easel. 

Damage  Claims.  The  process  required  to  collect  reimbursement  for  damage  to  the  unit 
at  the  end  of  a  tenancy  was  problematic  for  many  owners.  In  order  to  compensate  owners  for 
the  low  security  deposit,  the  Section  8  program  allows  owners  to  submit  damage  claims  in  an 
amount  up  to  two  months'  rent  (one  month  in  the  Voucher  program)  minus  the  allowed  security 
deposit.  However,  in  order  to  collect  for  damage  claims,  the  owner  often  must  submit  the  unit 
for  an  inspection,  keeping  it  in  the  condition  the  resident  left  it  in  until  the  inspection  is 
complete.  As  with  other  inspections,  this  process  can  take  weeks,  during  which  time  the  unit 
must  be  left  vacant  and  cannot  be  readied  for  the  next  tenant.  All  of  this  causes  losses  in  rent 
collected  by  the  owner. 

Section  8  will  pay  for  the  damages,  but  you  have  to  get  the  inspector  to  come  and  see 
the  damages.    That  may  not  take  as  much  as  thirty  days  but  it  takes  several  weeks  and 
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you  can't  do  anything  until  they  get  out  there.  Then  by  the  time  they  do  get  out  and 
look  at  it,  and  come  to  an  agreement  to  pay  you  something,  they  don't  pay  you  for  the 
lost  rent,  so  then  you  surt  to  get  the  unit  ready  and  released.  By  the  time  you  go 
through  all  that,  you've  lost  another  month's  rent.  Maybe  they  paid  you  three  hundred 
dollars  for  the  damages.  You  are  not  even  coming  out  ahead  on  that.  So,  the 
paperwork  keeps  the  apartment  vacant  too  long  on  the  lease  and  vacant  too  long  on  the 
move-out. 


2.4         Lease  Renewals 

The  three-way  lease  relationship  plays  an  important  role  in  distinguishing  two  aspects 
of  the  lease  renewal  under  Section  8  from  the  unrestricted  market: 

•  The  decision  on  whether  to  renew  the  lease  is  not  in  the  hands  of  the  owner;  and 

•  The  owner  cannot  set  the  terms  of  the  new  lease. 

Decision  to  Renew 

When  a  typical  unassisted  market  lease  expires,  the  owner  may  decide  to  offer  the 
resident  a  new  lease  with  a  new  lease  term  and  rent.  This  allows  both  parties  to  decide  whether 
or  not  to  continue  the  agreement  based  on  the  new  terms.  In  contrast,  under  Section  8  the 
resident  may  terminate  the  lease  at  the  end  of  the  lease  term  or  any  time  thereafter  with 
notification  to  the  owner  based  on  lease  provisions  (up  to  60  days  at  most),  but  the  owner  may 
only  do  so  for  good  cause,  with  90  days  notice  and  with  approval  by  the  public  housing 
agency.^-'    Further,  in  Section  8  the  rent  level  must  be  approved  by  the  housing  agency. 

If  I  have  a  disruptive  tenant,  I  don't  have  to  give  him  a  reason  when  his  lease  comes 
up  for  renewal.  I  just  tell  him,  I  choose  not  to  renew  the  lease.  But  if  I  have  a 
Certificate-holder  or  a  Voucher-holder,  that's  prohibited.  I  have  to  evict  him  for  cause. 
So,  now  you  have  an  individual  who  has  a  higher  legal  standing  than  my  normal  resi- 
dent. 

It's  outlined  in  here.  You  have  to  have  serious,  other  good  cause— serious  violations 
of  the  lease.    And  you  have  to  go  to  court  to  prove  this. 


13.   The  PHA  will  reimburse  the  owner  for  the  rent  for  the  month  the  resident  leaves,  and  in  the  Certificate 
program,  for  80  percent  of  the  following  month's  rent. 
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Renewed  Lease  Terms 

As  indicated  above,  owners  felt  that  initial  program  rent  limits  (both  FMRs  and  rent 
reasonableness  tests)  were  not  a  problem.  It  appeared  that  the  limits  essentially  determined 
which  units  could  be  rented  in  Section  8.  In  contrast,  ongoing  rent  increases  were  thought  to 
be  a  problem,  because  if  the  market  rent  for  a  unit  increased  beyond  what  was  allowed  by  the 
program  or  deemed  reasonable  by  the  inspector,  the  owner  is  faced  with  two  alternatives: 
terminate  the  lease  (which  appears  to  be  allowed,  but  only  if  the  owner  can  demonstrate  that 
program  rent  is  below  the  market  rent),  or  accept  a  below-market  rent. 

They  won't  let  you  raise  the  rents.  They  will  come  up  with  a  percentage  that  they  say 
is  reasonable  and  it  won't  be  what  you  could  conmiand  in  the  market.  So  if  that 
renewal  is  coming  up,  you  can't  raise  that  person's  rent  to  the  level  that  you  would 
normally  be  getting. 

I  haven't  had  an  increase  in  two  years.  They  said  no.  So,  basically  other  renters  are 
paying  on  utilities.  Two  mcreases  have  occurred  on  the  market  rents.  And  with 
Section  8  we're  still  at  1991  rents. 
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The  overriding  goal  in  all  of  the  following  recommendations  is  to  make  the  Section  8 
program  operate  as  much  like  the  conventional  rental  market  as  possible,  while  maintaining  the 
essential  purposes  of  the  program.  This  approach,  of  making  Section  8  as  transparent  as 
possible,  should  make  the  program  more  accepted  by  owners  of  good  quality  properties  in  the 
private  rental  market.  This  generally  means  refocusing  each  aspect  of  Section  8  on  the  two 
parties  involved  and  removing  as  many  of  the  three-way  aspects  of  the  relationship  as  possible. 
Where  this  is  infeasible  due  to  the  unique  nature  of  Section  8  (low-income  renters,  significant 
government  subsidies),  alternatives  are  proposed.  For  each  of  the  proposed  recommendations 
we  have  tried  to  anticipate  and  address  potential  concerns  that  may  be  raised  by  the  three 
affected  parties:  owners,  residents  and  housing  authorities.  We  also  indicate  whether  the 
modifications  will  require  legislative  or  regulatory  changes,  or  whether  it  appears  that  they  can 
be  carried  out  through  changes  in  practice  under  current  rules. 

3.1.        Applicant  Selection 

As  indicated  above,  owners  felt  that  accepting  a  Section  8  applicant  was  often  more 
risky  than  accepting  an  unassisted  applicant.  First,  Section  8  applicants  often  lack  references 
and  history  that  demonstrate  their  qualifications  as  potential  residents.  Second,  it  is  difficult  to 
end  a  Section  8  tenancy.  If  an  unassisted  renter  turns  out  to  be  a  problem,  the  owner  can 
terminate  the  tenancy  at  the  end  of  the  lease  term,  or  if  the  problem  is  particularly  severe,  the 
owner  can  go  through  the  eviction  process.  In  contrast,  under  Section  8,  in  addition  to  taking 
on  more  risk  as  a  result  of  having  less  information  to  start  with,  it  is  much  more  difficult  to 
correct  a  mistake  by  ending  a  problem  tenancy  either  at  the  end  of  the  lease  or  through  the 
eviction  process. 

Further,  for  owners  who  have  not  participated  in  Section  8  at  all,  the  first  instance  of 
participating  imposes  significant  additional  risks,  because  the  sutute  requires  anyone  who  takes 
a  Section  8  resident  in  any  unit  in  any  property  to  take  Section  8  residents  in  all  properties  and 
units  (providing  that  the  Certificate  or  Voucher  holder  passes  other  screening  criteria  and  the 
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unit  meets  program  requirements).  Removing  this  restriction  would  reduce  the  risk  to  owners 
of  trying  the  program.''' 

Property  owners  made  several  suggestions  on  ways  to  improve  the  tenant  selection/ 
screening  process.  Some  owners  thought  that  housing  authorities  should  become  more  involved 
in  the  screening  process  by  obtaining  information  on  Section  8  applicants,  and  providing  the 
information  to  owners.  Others  suggested  that  the  PHAs  prescreen  applicants  and  certify  them 
as  "good  tenants."  This  approach,  combined  with  extensive  tenant  services  and  counseling,  has 
worked  in  a  demonstration  setting,  the  Gautreaux  demonstration.  However,  providing  such 
services  on  a  large-scale  basis  would  be  very  costly  and  would  involve  the  housing  authorities 
in  additional  aspecu  of  the  rental  transaction.^^ 

At  the  other  extreme,  some  property  managers  reported  that  they  simply  use  the  same 
screening  criteria  for  Section  8  as  for  all  applicants,  including  credit,  background  and  required 
income  ratios.  These  owners  and  managers  reportedly  exclude  Section  8  applicants  with  poor 
credit  or  rental  histories,  as  well  as  those  whose  incomes  do  not  meet  the  required  multiple  of 
their  portion  of  the  rent,  just  as  with  any  potential  resident.  This  approach,  which  admittedly 
excludes  some  applicants,  recognizes  that  the  owner  is  responsible  for  tenant  selection.  It  is 
more  in  keeping  with  the  goal  of  making  the  Section  8  program  more  like  the  normal  market. 
It  emphasizes  the  role  of  the  owner  in  screening,  rather  than  relying  on  the  housing  agency  to 
screen  and  approve  residents. 

In  order  for  this  approach  to  work,  two  additional  steps  need  to  be  taken.  The  first 
step,  which  would  not  require  any  changes  to  current  rules,  would  be  to  inform  property  owners 
and  managers,  clearly  and  strongly,  that  the  responsibility  for  screening  applicants  lies  with  the 
owner,  and  not  with  the  housing  agency.  A  Voucher  or  Certificate  implies  nothing  about  the 
qualifications  of  its  holder  as  a  tenant;  all  it  means  is  that  the  holder  has  been  certified  as  being 
eligible  to  receive  assistance.  Owners  should  be  made  aware  of  the  fact  that  they  have  the  right 
and  the  responsibility  to  screen  Section  8  Voucher  and  Certificate  holders  just  as  they  screen  all 


14.  In  Jurisdictions  where  Section  8  is  a  source  of  income  protected  by  antidiscrimination  rules,  the  "all  or 
nothing'  restriction  is  essentially  irrelevant  because  owners  cannot  turn  down  a  potential  renter  merely  because 
he  or  she  receives  Section  8  assistance. 

15.  Such  active  involvement  by  housing  authorities  may  be  appropriate  or  even  critical  to  some  programs 
aimed  at  using  Section  8  to  promote  racial  or  economic  deconcentration.  This  approach  will  be  tested  as  part 
of  the  Moving  to  Opportunity  demonstration  currently  being  designed. 
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potential  renters.  It  should  be  made  clear  to  them  how  this  can  be  done  in  a  fair  (nondiscrimina- 
tory) manner. 

A  second  critical  step,  which  would  require  sututory  changes,  would  be  to  allow 
owners  to  maintain  the  right  to  terminate  Section  8  tenancies  the  same  way  they  terminate  other 
tenancies.  This  would  include  having  the  right  to  limit  the  initial  lease  term,  to  decide  whether 
or  not  to  renew  a  lease,  and  to  undertake  evictions  based  on  local  rules.'*  Requiring  owners 
to  take  responsibility  for  screening  residents  must  be  accompanied  by  the  right  to  respond  to 
problems  as  with  unassisted  renters.  This  would  put  Section  8  renters  on  a  more  equal  footing 
with  other  renters.  Some  owners  suggested  that  if  PHAs  retain  control  over  the  termination 
process,  they  should  take  complete  responsibility  for  screening  and  ongoing  tenant  conduct. 
This  would  essentially  make  the  PHA  the  responsible  party  for  all  aspects  of  the  tenancy,  rather 
than  the  resident.  The  alternative  of  removing  the  PHA  from  the  selection  and  termination 
process  is  preferred  because  it  makes  the  Section  8  owner-resident  relationship  more  similar  to 
the  unassisted  relationship. '^ 

Assisted  residents  may  express  concern  that  making  the  lease  agreement  more  similar 
to  an  unassisted  lease  removes  some  protection  they  have  regarding  evictions  and  lease 
terminations.  The  response  to  this  concern  is  twofold.  First,  owners  are  in  the  business  of 
providing  housing,  and  removing  residents  is  a  costly  process  that  is  reportedly  only  done  in 
extreme  cases.  Second,  making  Section  8  residents  more  like  regular  renters  is  likely  to  give 
them  more  rather  than  fewer  opportunities  in  terms  of  places  to  live,  because  the  current 
protections  liiiiit  the  number  of  owners  willing  to  rent  units  in  the  Section  8  programs.  Under 
this  proposal.  Section  8  residents  would  have  the  same  legal  protections  as  regular  renters  in 
lease  terminations  and  evictions. 

Owners  may  express  concerns  that  this  proposal  still  leaves  them  with  less  information 
than  usual  about  potential  renters.  However,  having  the  ability  to  remove  problem  residents 
should  alleviate  this  fear. 


16.  If  short  initial  lease  terms  are  allowed,  inspections  should  probably  still  remain  at  one-year  intervals. 

17.  In  the  original  rental  assistance  program.  Section  23,  the  PHA  was  responsible  for  all  aspects  of  tenancy: 
finding  the  unit,  signing  the  lease  and  maintaining  the  unit.  This  approach  was  later  rejected  because  it  was 
too  cumbersome  and  too  restrictive  on  families'  choices. 
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In  summarj',  we  feel  that  applicant  selection  should  remain  the  responsibility  of  property 
owners  and  managers.  However,  the  program  should  be  changed  so  that  the  responsibility  for 
applicant  screening  is  accompanied  by  the  right  to  use  standard  market  procedures  to  terminate 
the  tenancy  of  problem  residents  (including  having  the  ability  to  set  initial  lease  lengths,  having 
the  right  to  decide  whether  or  not  to  renew  a  lease,  and  having  the  ability  to  undertake  evictions 
based  on  local  rules). 

3.2         New  Leases 

The  overall  goal  in  reworking  the  Section  8  leasing  process  should  be  to  make  the 
process  as  similar  to  normal  market  operations  as  possible.  As  noted  above,  the  Section  8  lease 
is  different  from  a  regular  lease  in  several  ways:  the  lease  itself  (which  sets  out  the  rights  and 
responsibilities  of  the  parties  involved),  the  security  deposit,  and  the  inspection. 

Lease  Agreement:  Resident  and  Owner  Roles 

To  make  the  process  more  like  a  regular  market  transaction,  the  owner-resident 
relationship  should  be  governed  by  the  lease  which  they  both  sign.  In  order  for  the  housing 
agency  to  agree  to  pay  a  subsidy  for  a  specific  unit,  the  HUD  secretary  could  maintain  the  right 
to  set  specific  terms  to  be  included  in  the  lease,  such  as  the  current  lease  addendum;  beyond  that 
the  PHA  should  not  be  involved.  As  indicated  above  in  the  discussion  of  resident  screening,  this 
would  mean  that  the  Section  8  resident  would  be  directly  accountable  to  the  owner,  just  like  an 
unassisted  renter,  for  unit  maintenance,  payment,  and  lease  renewal.  The  owner,  in  turn,  would 
be  accounuble  to  the  resident  for  providing  good  quality  housing.  As  with  a  regular  renter,  the 
Section  8  resident  would  retain  the  protections  provided  to  all  renters  in  the  local  jurisdiction, 
including  the  right  to  call  in  the  appropriate  authorities  or,  where  allowed,  to  escrow  rent  for 
failure  of  the  owner  to  provide  quality  housing  as  promised.'^  The  owner  would  also  retain 
the  same  rights  as  with  other  renters:  the  choices  about  lease  terms  and  whether  to  renew  leases, 
and  the  ability  to  evict  problem  renters. 


18.  Because  most  of  the  rent  is  paid  by  the  housing  aulhorit)'.  the  agency  would  need  to  become  involved 
in  cases  where  the  renter  wanted  to  withhold  rent.  If  a  rent  stamp  or  two-party  check  mechanism  were  used 
(where  the  subsidy  was  channelled  through  the  resident),  the  resident  would  retain  toul  control  over 
nonpayment  for  cause. 
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Security  Deposits 

An  important  concern  in  trying  to  make  the  program  work  more  like  an  unrestricted 
market  rental  is  in  the  area  of  security  deposits.  Typically,  in  unassisted  rentals,  owners  charge 
renters  one  month  rent  as  a  security  deposit.  The  Section  8  program  recognizes  that  coming  up 
with  a  month's  rent  could  put  Section  8  out  of  reach  for  many  low-income  families,  which  is 
why  the  current  program  allows  for  lower  deposits,  with  the  provision  that  owners  can  submit 
damage  claims  to  the  housing  agency.  Owners  feel  that  the  below-market  security  deposit 
differentiates  Section  8  renters  from  other  renters  in  two  ways.  Collecting  for  damages  when 
they  occur  is  necessarily  different,  because  the  owner  must  collect  from  the  PHA  instead  of  from 
funds  he  or  she  holds.  Owners  also  believe  that  paying  a  low  security  deposit  reduces  the 
resident's  incentive  to  take  care  of  the  unit. 

Some  have  suggested  two  alternative  approaches  for  making  the  Section  8  deposit  the 
same  as  the  unassisted  deposit.  First,  one  could  require  renters  to  pay  the  deposit,  just  as 
unassisted  renters  do.  Alternatively,  the  housing  agency  could  pay  the  deposit  up- front  for  the 
resident,  or  it  could  pay  it  in  monthly  payments  throughout  the  first  year  of  tenancy.  We  feel 
that  neither  of  the?°  alternatives  is  acceptable.  Requiring  Section  8  renters  to  pay  a  full  month's 
rent  as  the  security  deposit  seems  unreasonable  given  their  low  incomes  and  resource  levels 
available.  Gt  should  be  noted  that  allowing  full  security  deposits  is  part  of  the  proposed  rules 
for  merging  the  Voucher  and  Certificate  programs,  though  no  mention  is  made  about  how 
Section  8  recipients  will  be  able  to  come  up  with  the  required  funds.)  The  second  alternative, 
PHA  payments,  is  also  unlikely  to  be  acceptable  because  of  the  high  outlays  that  would  be 
required  of  housing  authorities  and  the  exposure  of  public  monies  to  control  by  private  owners. 

We  believe  that  the  problem  of  low  security  deposits  can  be  addressed  through  minor 
changes  to  the  current  system,  retaining  the  below-market  security  deposits  and  the  damage 
claims  procedure.  Requiring  either  a  more  speedy  resolution  to  damage  claims,  or  requiring 
PHAs  to  pay  for  delays,  would  likely  solve  many  owner  concerns.  Currently  units  for  which 
owners  submit  damage  claims  must  remain  vacant  and  untouched  until  an  inspection  is 
performed.  The  concern  owners  raised  was  that  the  process  can  often  take  several  weeks,  time 
for  which  the  owner  cannot  collect  any  rent  payments. 

As  indicated  above,  owners  felt  that,  in  addition  to  the  direct  monetary  loss  that  resulted 
from   the   below-market   deposits,   they   also   had   an   indirect   effect   of  reducing   resident 
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accountability.  Recognizing  that  requiring  a  full  deposit  was  probably  infeasible,  it  was  felt  that 
some  other  mechanism  needs  to  be  adopted  to  assure  that  residents  feel  responsible  for  unit  and 
property  upkeep.  Owners  suggested  that  PHAs  adopt  alternative  approaches  to  increase 
accountability,  if  security  deposits  could  not  be  market-level.  One  suggestion  was  to  consider 
eviction  as  a  reason  for  losing  program  eligibility— households  who  are  evicted  from  a  unit  for 
cause  could  lose  assistance.  It  was  noted  that  this  is  the  case  in  public  housing  where  the  PHA 
is  the  owner,  and  is  also  one  of  the  proposals  in  the  proposed  rules  for  merging  the  Voucher  and 
Certificate  programs.^'  The  problem  with  this  approach  is  that  it  would  require  significant 
housing  authority  involvement  in  deciding  whether  the  eviction  is  justified  because  the 
consequence  of  eviction  would  be  so  severe.  We  think  that  tenant  accountability  should  be 
maintained  through  the  ability  to  terminate  tenancy,  as  with  any  regular  resident,  and  not 
through  added  burdens.  Presumably  the  desire  to  live  in  good  quality  housing  and  the  risk  of 
loss  of  one's  home  if  the  lease  is  violated  are  the  major  incentives  for  any  renter  to  maintain 
their  unit,  not  the  amount  of  the  deposit.^" 

Initial  Inspections 

At  one  extreme,  some  owners  would  prefer  to  do  away  with  HQS  and  inspections 
altogether.  They  argue  that  the  market  should  make  sure  that  quality  is  maintained:  Section  8 
renters  should  have  the  option  of  moving  out  of  bad  places,  or  getting  local  housing  inspectors 
involved,  just  as  unassisted  renters  do.  On  the  other  hand,  many  owners  recognize  that  the 
inspection  is  likely  to  remain  a  cost  of  participation  in  the  Section  8  program.  Because  the 
government  spends  large  amounts  of  money  on  subsidies,  it  is  likely  to  want  and  need  to  obtain 
some  assurance  about  the  quality  of  units  that  receive  assistance.  Attempts  have  been  made  in 
the  past  to  have  residents  screen  for  HQS.     However,  this  approach  has  several  major 


19.  Public  housing  authorities,  as  the  owners  of  public  housing  may  be  in  a  position  to  judge  whether  eviction 
from  a  public  housing  unit  is  grounds  from  tcnnination  of  assistance.  We  do  not  fee!  that  this  is  appropriate 
in  the  case  of  evictions  from  private  rental,  because  of  the  extraordinary  involvement  in  the  eviction  process 
it  would  require. 

20.  PHAs  should  still  maintain  the  right  to  terminate  Section  8  eligibility  if  residents  owe  money.  Currently, 
if  residents  arc  found  to  have  damaged  a  unit,  the  housing  authority  will  pay  the  damage  claim,  and  then 
attempt  to  collect  from  the  resident.  Residents  who  do  not  pay,  as  required,  may  be  terminated  from  ihe 
section  8  program.  This  keeps  the  owner-resident,  owner-PHA,  and  resident-PHA  transactions  separate.  The 
PHA  does  not  use  a  resident-owner  interaction  (eviction)  to  terminate  assistance  (a  PHA-renier  relationship). 
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drawbacks.  First,  residents  are  not  as  able  as  professional  inspectors  to  screen  for  health  and 
safety  risks. ^'  Second,  residents  are  placed  in  the  position  of  enforcing  quality  standards  that 
may  make  it  impossible  for  them  to  rent  (or  remain  in)  a  unit  they  would  like  to  rent  (or  remain 
in).  Finally,  the  housing  quality  inspection,  which  is  designed  to  guarantee  that  the  government 
is  paying  for  good  quality  housing,  is  part  of  the  owner-PHA  relationship,  and  thus  should  not 
involve  the  resident.  The  resident  should  separately  screen  the  unit  for  features  that  he  or  she 
feels  are  necessary. 

Below  we  present  a  series  of  recommendations  that  would  improve  the  inspection 
process.  Some  of  the  changes  are  specific  to  initial  inspections  or  to  particular  types  of  owners, 
while  others  are  general  and  relate  to  the  timeliness  and  consistency  of  all  inspections. 

Property  or  Owner  Certification.  Property  owners  and  managers  who  operate  a  large 
number  of  units  in  a  particular  property  feel  that  the  current  system  of  an  annual  inspection  of 
each  unit  is  particularly  burdensome.  One  way  to  resolve  this  problem  would  be  to  introduce 
a  system  in  which  a  property  (and  not  each  specific  unit)  is  certified  as  approved  for  Section  8. 
Once  an  owner  establishes  a  good  track  record  for  providing  quality  housing  in  a  given  property, 
the  property  could  be  considered  approved  for  Section  8,  requiring  only  periodic  audits  of  a 
sample  of  units  rather  than  pre-occupancy  and  annual  inspections  of  all  units.  Similarly,  in 
jurisdictions  that  require  local  inspections  of  rental  properties,  passing  the  local  inspection  could 
be  considered  grounds  for  certifying  that  a  property  is  acceptable  for  Section  8,  provided  that 
the  PHA  view:  the  local  inspection  standards  as  sufficient.  Allowing  a  pre-certification  of  a 
property  would  substantially  reduce  the  vacancy  time  between  rentals  because  new  renters  could 
move  into  units  in  approved  properties  without  having  their  specific  unit  inspected.  This 
approach  would  be  particularly  beneficial  to  owners  and  managers  of  large  properties  that  have 
more  than  one  Section  8  unit,  which  currently  may  have  numerous  inspections  conducted  each 
month.  This  would  require  a  statutory  change,  since  the  current  law  requires  that  each  unit  be 
inspected  prior  to  the  HAP  contract  signing  and  at  least  annually  thereafter.-^  If  a  switch  to 
a  property  or  owner  certification  system  is  infeasible,  then  at  the  very  least  inspections  of 


21 .  In  the  Administrative  Agency  Experiment,  differem  agencies  had  residents,  suff  gcneralists,  or  inspectors 
conducting  HQS  type  inspections,  h  was  generally  found  that  the  quality  of  units  was  highest  when  inspectors 
were  responsible  for  inspections.  See  W.  Hamilton,  A  Social  Experiment  in  Program  Administration,  The 
Housing  Allowance  Administrative  Agency  Experiment,  Abt  Books.  Cambridge.  MA.  1979,  pp.  92-99. 

22.  42  U.S.C.  Section  1437f(o)(5). 
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multiple  units  in  a  given  property  should  be  scheduled  together  with  the  goal  of  minimizing  the 
burden  for  on-site  managers. 

Inspection  Standards/Consistency  and  Flexibility.  Regarding  all  inspections 
(including  initial  inspection,  reinspection,  annual  inspections  and  damage  claim  inspections),  the 
process  for  scheduling  and  conduct  should  be  reviewed  carefully  with  the  goal  of  focusing  on 
the  intent  of  the  inspection,  namely  to  guarantee  that  only  acceptable  units  receive  subsidies. 
As  indicated  above,  in  some  PHAs  the  original  list  of  standards  has  expanded  to  include  a  wider 
range  of  required  unit  features.  Further,  inspection  outcomes  for  a  given  unit  are  often 
inconsistent.  The  outcome  may  vary  depending  on  who  conducts  the  inspection.  Finally,  a 
reinspection  of  a  unit  may  involve  a  completely  new  inspection  finding  faults  that  were  not 
raised  during  the  first  inspection.  Several  improvements  to  the  inspection  process  can  be 
accomplished  without  legislative  change,  but  rather  through  clarification  of  the  intent  of  the 
inspection,  and  through  changes  in  practices. 

First,  inspector  training  on  HQS  should  be  reviewed  with  the  goal  of  making  outcomes 
more  consistent  and  reflective  of  the  goal  of  providing  safe,  decent  housing.  Second,  a  more 
flexible  checklist  could  be  obtained  by  introducing  a  scoring  system  to  the  inspection.  Points 
could  be  assigned  to  each  item  on  the  list,  with  a  minimimi  number  of  points  needed  for  a  unit 
to  pass.  Deficiencies  in  health  and  safety  feamres  would  yield  a  score  that  led  to  automatic 
failure,  but  some  number  of  minor  failures  could  be  allowed,  as  long  as  the  overall  deficiency 
score  was  low  enough. 

Moving  away  from  a  rigid  checklist  approach  for  approving  units  may  raise  concerns 
among  PHAs  because  the  oversight  process  of  PHAs  by  HUD  field  offices  involves  audits  that 
focus  on  whether  assisted  units  appear  to  meet  all  HQS  requirements.  The  audit  approach  would 
also  need  to  be  more  flexible  if  the  checklist  is  made  more  flexible.  However,  increased 
flexibility  is  very  consistent  with  HUD's  mission  of  becoming  result-  rather  than  process- 
oriented.^^ 

Conditional  Approval.  Another  change,  which  we  believe  could  be  carried  out  within 
the  current  laws,  would  be  to  allow  "conditional  approvals"  for  units  with  minor  deficiencies. 


23.  This  goal  of  becoming  outcome-driven  rather  than  process  driven  is  a  key  feature  of  HUD's  mission  as 
stated  in  Creating  Communities  of  Opportunity,  Priorities  of  U.S.  Department  of  Housing  and  Urban 
Development,  HUD,  October  1993. 
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In  other  words,  units  with  minor  deficiencies  could  pass  conditionally,  for  example,  with  the 
owner  required  to  make  necessary  repairs  within  a  given  time-frame.  The  housing  agency  could 
then  either  return  to  reinspect  the  unit,  or  rely  on  the  resident  to  follow-up.  In  either  case,  the 
lease  would  be  signed,  the  resident  could  move  in,  and  payments  would  start  to  flow. 

This  method  could  also  be  implemented  using  the  current  type  of  HQS  checklist,  by 
assigning  points  to  each  item.  A  unit  would  pass  if  it  scored  above  a  certain  level,  would  pass 
conditionally  if  it  scored  below  that  level,  but  above  another  critical  value,  and  would  fail  if  the 
score  was  below  the  lower  critical  value.  Points  could  be  set  so  that  deficiencies  in  key  health 
and  safety  features  would  yield  a  score  that  led  to  automatic  failure.  Similarly,  an  approach  like 
the  American  Housing  Survey  (AHS)  deficiency  score  could  be  devised  in  which  a  unit  would 
be  considered  very  deficient  (automatic  failure)  if  a  particular  number  of  items  were  in  poor 
conditions,  and  moderately  deficient  (conditional  approval)  if  a  smaller  number  of  items  were 
in  poor  condition.^'*  Allowing  units  to  pass  conditionally  would  give  inspectors  more 
flexibility  in  passing  units,  while  at  the  same  time  minimizing  the  vacancy  time  between  rentals. 
That  would  not  compromise  quality,  because  the  unit  would  still  need  to  be  brought  up  to 
standard  and  reinspected. 

Timeliness  of  Inspections.  All  inspections  should  be  completed  in  a  timely  fashion 
within  some  pre-specified  timeframe.  We  would  recommend  that  if  the  housing  agency  did  not 
complete  the  inspection  within  that  timeframe  (e.g.,  two  weeks  for  the  initial  or  annual 
inspection,  and  five  business  days  for  a  reinspection  or  damage  claim  inspection),  it  should  be 
assumed  that  the  unit  qualifies  (or  in  the  case  of  a  reinspection,  that  the  owner  has  fixed  the 
deficiencies).  Similarly  for  damage  claims,  if  the  PHA  does  not  complete  the  inspection  to 
verify  the  owner's  claim  within  the  specified  number  of  days,  then  the  PHA  should  be  required 
to  accept  the  claim  and  must  pay  the  damages.  This  process  of  a  prespecified  limited  time  for 
each  PHA  action  would  move  an  appropriate  share  of  the  burden  of  slow  processing  from  the 
owners  to  the  housing  authorities.  The  housing  authority  would  be  held  responsible  for  acting 
promptly  to  assure  that  poor  quality  units  were  not  receiving  assistance. 


24.    Codebookfor  the  Annual  Housing  Sun'ey  Database,  Abt  Associates,  Cambridge,  MA,  April 
63-68. 
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In  summar>',  the  process  of  signing  a  new  lease  can  be  made  more  similar  to  ordinary' 
market  operations,  without  adversely  affecting  program  goals.  PHAs  should  not  be  involved  in 
owner-resident  relations.  Instead,  the  lease  between  the  owner  and  resident  should  define  the 
relationship.  All  inspections  should  be  conducted  in  a  timely  and  consistent  manner. 
Consideration  should  be  given  to  changing  program  regulations  to  allow  annual  certification  of 
a  property  instead  of  requiring  separate  certification  for  each  unit  in  the  property.  Similarly, 
consideration  should  be  given  to  a  system  that  allows  "conditional  approval"  of  units  that  have 
minor  deficiencies. 

3.3         Payments  and  Relations  with  PHAs 

As  indicated  in  Chapter  2  above,  there  are  three  areas  of  concern  with  regard  to 
payments:  ongoing  monthly  rent  payments,  abatement  of  rent  for  resident  caused  damage,  and 
damage  claims. 

Ongoing  Payments 

The  owner-renter  lease  cannot  cover  all  aspects  of  the  rental  in  the  same  way  the 
unassisted  lease  does,  because  of  the  PHA's  role  in  paying  a  share  of  the  rent.  This  results  in 
a  two-part  payment  stream  to  the  owner.  Rent  payments  could  be  made  more  "normal"  in 
several  ways.  One  way,  which  would  focus  on  the  two-way  owner-renter  relationship,  would 
be  to  channel  assistance  payments  through  the  resident.  Payments  could  be  made  through  a  rent 
stamp  like  a  food  stamp  or  a  two-party  check  that  could  be  redeemed  for  housing  only,  or 
alternatively  through  reimbursements  to  residents  for  rent  payments  based  on  receipts.^^  This 
type  of  change  in  the  payment  mechanism  would  probably  require  changes  in  the  statute  to  allow 
payment  contracts  with  residents  rather  than  contracts  with  owners.  Another  way  to  retain  a 
single  payment  stream  would  be  through  having  the  housing  agency  pay  the  full  rent  to  owner, 
and  collect  the  resident's  share  directly  from  the  resident. 

Shifting  the  payment  mechanism  to  one  in  which  PHAs  reimbursed  residents  based  on 
monthly  rent  receipts,  or  PHAs  were  made  responsible  for  collecting  the  resident's  monthly 
share  of  the  rent  would  significantly  increase  the  burden  on  PHAs  and,  thus,  it  is  unlikely  that 


25.   The  aliematives  of  direct  payments  to  residents  and  two-pany  checks  were  successfully  tried  in  ihc 
Demand  Experiment  and  the  Administrative  Agency  Experiment  in  the  1970s. 
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either  of  these  two  approaches  would  be  implemented.  However,  shifting  to  a  two-party  check, 
where  both  an  owner  and  resident  signature  are  required,  would  not  appear  to  increase  the  PHA 
burden,  and  would  maintain  the  two-party  owner-resident  relationship.  We  therefore  recommend 
that  this  approach  be  considered. 

Retaining  the  current  two-stream  payment  system  would  probably  be  less  of  a  problem 
for  owners  if  housing  authorities  were  held  accountable  for  timeliness  of  payments.  Payments 
should  be  on  time,  or  housing  authorities  should  incur  late  fees  for  late  payments,  unless  they 
can  show  that  they  were  late  in  making  payments  for  good  cause  (such  as  an  owner's  violation 
of  some  provision  of  their  agreement  with  the  PHA).  It  is  likely  that  the  funds  to  cover  late 
payments  would  not  be  allocated  from  new  budgets,  but  rather  would  come  from  housing  agency 
administrative  fees. 

As  with  HUD  oversight  of  housing  quality  inspections,  requiring  more  timely  payments 
should  be  part  of  HUD's  oversight  of  housing  authorities.  The  idea  of  measuring  housing 
authorities'  performance  on  the  basis  of  outcomes  rather  than  process  has  begun  to  be 
implemented  for  the  public  housing  program. 


26 


Abatement  of  Rent  to  Owner  During  the  Lease  Term 

At  each  annual  or  periodic  reinspection  of  units  receiving  Section  8  assistance,  the  unit 
must  continue  to  meet  housing  quality  standards.  Under  current  practice,  if  the  unit  does  not 
pass  HQS,  regardless  of  the  cause,  rent  to  the  owner  is  often  abated  until  the  deficiency  is 
repaired  and  the  unit  is  reinspected. 

The  concern  regarding  abatement  of  rent  for  resident-caused  damages  is  unique  to 
annual  or  periodic  reinspections.  The  problem  with  abating  rent  for  resident-caused  damage  is 
that  it  unfairly  penalizes  owners  for  resident  actions  over  which  they  have  no  control.  However, 
the  alternative  of  having  the  PHA  decide  which  damage  is  owner-caused  and  which  is  resident- 
caused  places  an  unnecessary  administrative  burden  on  the  housing  agency. 

Our  proposal  for  remedying  this  problem  requires  three  action  items.  First,  rent  to 
owner  should  not  be  abated  during  the  lease  term.  Second,  owners  need  to  have  the  right  not 
to  renew  a  lease.    Third,  inspections  need  to  be  scheduled  so  that  there  is  enough  time  for  any 


26.    See  The  Public  Housing  Management  Assessment  Program  (PHMAP)  Handbook.  U.S.  Deparunent  of 
Housing  and  Urban  Development,  March  1992. 
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required  repairs  to  be  completed  and  a  reinspection  conducted  prior  to  the  termination  of  the 
lease.  Under  this  scenario,  the  housing  agency  would  inspect  the  unit  in  a  timely  manner  and 
report  on  damages.  The  owner  and  resident  would  then  need  to  agree  on  who  had  to  pay  for 
repair  of  any  damages.  If  they  could  not  agree,  then  they  would  not  renew  the  lease,  and 
proceed  as  with  any  other  situation  of  a  vacating  renter  with  damage  claims  or  other  grievances. 
Neither  the  statute  nor  the  regulations  require  rent  payments  to  be  stopped  for  deficient 
units  if  repairs  are  made  promptly.  In  fact,  PHAs  are  supposed  to  give  owners  24  hours  to  fix 
serious  deficiencies  and  30  days  to  fix  minor  deficiencies.  Therefore,  stopping  the  practice  of 
abating  rent  during  the  lease  term  would  only  require  a  clarification  of  federal  policy  .^^ 

Damage  Claims 

As  indicated  above,  one  of  the  main  concerns  raised  regarding  the  below-market 
security  deposit  is  the  process  for  collecting  on  damage  claims.  In  order  to  collect  for  resident- 
caused  damage,  the  owner  often  must  submit  the  unit  for  an  inspection  to  verify  the  claim.  As 
with  other  inspections,  the  time  required  to  schedule  an  inspection  is  often  quite  long;  during 
that  time  the  unit  must  remain  vacant  and  unrepaired.  This  would  cease  to  be  a  problem  if 
damage  claim  inspections,  like  all  other  inspections,  were  scheduled  in  a  more  timely  manner. 
As  with  other  inspections,  if  the  PHA  did  not  complete  the  damage  inspection  within  the  pre- 
specified  time,  they  would  assume  responsibility  for  the  outcome,  automatically  accepting  the 
owner's  claim.   In  the  meantime,  the  owner  could  repair  the  unit  and  rent  it  out  again. 

In  summary,  ongoing  payments  should  be  made  in  a  timely  maimer,  or  else  PHAs 
should  be  held  accountable  for  delays.  Further,  rent  to  owners  should  not  be  abated  during  the 
lease  term.    Improving  the  timeliness  of  inspections  should  address  the  remaining  concerns. 


27.  See  USC  42  Sec  1437(o)(5)  "No  assistance  payment  may  be  made  for  a  dwelling  unit  which  fails  to  meet 
such  quality  standards  unless  any  such  failure  is  promptly  corrected  by  the  owner  and  the  correction  is  verified 
by  the  public  housing  authority,"  and  42  CFR  882.21  J  .."PHA  may  exercise  any  of  its  rights  and  remedies 
under  the  contract,  including  termination  of  the  housing  assistance  payment. "  For  a  description  of  current 
policy,  sec  Conference  Coursebook  for  Quadel  Consulting  Corporation's  17th  Annual  Section  8  Existing 
Housing  Program  Conference,  Quadel  Consulting  Corporation,  October  1993. 
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3.4  Lease  Renewal 

As  indicated  above,  owners  are  not  free  to  terminate  the  Section  8  lease  as  they  are  with 
unassisted  residents,  nor  are  they  free  to  set  the  new  rent  level  based  on  market  forces.  Several 
changes  can  be  made  which  would  make  the  lease  renewal  process  closer  to  a  regular  market 
transaction.  At  lease  expiration,  the  decision  to  renew,  as  well  as  the  lease  term,  should  be 
agreed  to  by  each  of  the  parties:  the  owner  should  be  allowed  to  decide  whether  to  offer  a  new 
lease,  just  as  the  tenant  should  be  allowed  to  decide  whether  to  accept  the  offer. 

Allowable  rent  increases  for  Section  8  units  are  necessarily  capped  in  the  Certificate 
program  in  order  to  limit  PHA  outlays.  However,  as  in  the  unassisted  market,  if  the  rent  rises 
beyond  what  is  considered  reasonable  by  the  resident,  he  or  she  is  free  not  to  renew  the  lease 
and  to  move  to  another  unit.  To  make  the  process  work,  as  was  described  above  for  annual 
reinspections,  the  process  for  lease  renewals  should  include  an  early  notification  by  the  PHA  of 
the  new  maximum  rent.  The  owner  and  the  resident  would  then  each  have  the  opportunity  to 
decide  whether  or  not  to  continue  the  lease. 

3.5  Summary 

The  series  of  recommendations  presented  above  are  aimed  at  making  the  Section  8 
program  more  attractive  to  owners  of  units  in  the  private  rental  market.  We  feel  that  the  way 
to  make  the  program  attractive  to  these  owners  is  to  make  the  Section  8  process  as  similar  to 
regular  market  operations  as  possible.  The  concerns  addressed  reflect  those  raised  by  the 
property  owners  and  managers  who  participated  in  the  focus  groups.  The  recommendations 
represent  our  best  effort  to  address  these  concerns,  while  maintaining  program  goals  of  providing 
good  quality,  affordable  housing  to  low-income  families  in  the  private  market. 

We  recommend  that  implementation  of  these  recommendations  should  be  tested  through 
demonstration  programs  in  order  to  examine  the  effects  of  changes  on  the  parties  involved.  This 
can  most  effectively  be  done  by  requiring  HUD  to  implement  the  changes  initially  in  a 
probability  sample  of  PHAs  and  to  evaluate  the  effects  of  the  changes  by  comparison  with 
program  and  recipient  outcomes  in  a  probability  sample  of  PHAs  operating  under  current 
procedures. 
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Mr.  Lewis.  Thank  you  very  much,  Mr.  Ratner.  Let  me  express 
my  appreciation  for  your  patience  with  our  schedule.  I  know  we  ex- 
tended ourselves  this  morning  and  that  tends  to  inconvenience  peo- 
ple who  have  made  a  sincere  effort  to  participate,  so  we  appreciate 
you  being  here.  I  very  much  appreciate  your  statement  as  well. 

I  don't  know  if  you  have  had  a  chance  to  hear  about  or  were 
present  or  had  people  present,  but  two  weeks  ago  the  subcommittee 
heard  from  Dr.  John  Weicher  of  the  Hudson  Institute,  a  former 
HUD  Assistant  Secretary  who  stated  that  HUD  ought  to  get  out  of 
the  business  of  both  insuring  and  providing  project-based  rental  as- 
sistance to  the  same  project. 

Do  you  believe  in  insuring  a  project's  loan  and  providing  project- 
based  assistance  as  a  recipe  of  disaster? 

Mr.  Ratner.  No.  Again,  there  are  a  number  of  issues — in  fact, 
I  had  an  opportunity  to  testify  last  year  in  the  Senate  on  the  ques- 
tion of  what  FHA  should  do  with  its  portfolio  of  distressed, 
nonsubsidized  loans.  At  that  point,  I  was  very  aggressively  in  favor 
of,  among  other  things,  mark  to  market,  of  taking  appropriate 
write-downs,  of  dual  workouts. 

At  the  time  I  referred  to  the  fact  that  FHA's  buyout,  I  believe 
both  a  congressional  mandate  and  I  think  GAO  mandate,  the  only 
lender  in  the  world  who,  in  order  to  have  a  discussion  with  them 
about  a  write-down  of  your  loan,  you  have  to  be  in  default.  Every 
other  lender  we  have  ever  dealt  with,  any  other  lender  in  the  coun- 
try always  insists  of  course  if  you  have  a  problem  with  a  property, 
come  see  us,  and  if  you  do  default,  we  won't  discuss  it  with  you. 
And  not  because  they  are  not  knowledgeable  of  the  issue,  but  sim- 
ply because  the  rule-making  that  prohibits  them  from  doing  it,  they 
have  never  been  allowed  to  do  what  they  should  with  that  side  of 
the  portfolio. 

I  have  been  in  favor  of  the  nonsubsidized  portfolio.  There  are 
many  things  that  need  to  be  done  with  that,  including  some  of  the 
things  that  are  now  afoot  in  simply  seeing  those  loans  out  in  the 
marketplace,  which  is  a  true  mark  to  market.  The  difficulty  with 
the  subsidized  portfolio  is  a  very  different  one. 

As  I  said  in  my  testimony,  in  both  my  oral  testimony  and  the 
written  testimony,  the  difficulty  in  most  cases  is  that  you  have  a 
unit  where  the  rent  for  that  unit  is  a  rent  that  is — as  an  example, 
one  of  our  properties  in  Coshocton,  Ohio,  I  believe  the  contract  rent 
is  about  $450,  $470  a  month.  The  tenant  there  is  paying  about 
$135  a  month,  the  average  tenant  in  that  building.  That  is  less 
than  our  operating  costs;  the  operating  costs  are  very  reasonable 
on  that  property.  I  don't  know  how  the  private  market  is  going  to 
replace  that  housing  for  that  individual. 

I  might  add  that  I  have  a  hunch  that  we  could  take  that  building 
and  operate  it  successfully  in  that  community,  find  a  group  of  ten- 
ants who  could  pay  the  rent  that  we  would  need  to  support  a  mort- 
gage after  probably  some  negotiation  of  what  the  write-down  would 
be.  That  is  not  really  a  problem.  Most  of  this  property  will  be  there. 
It  just  simply  won't  service  those  individuals,  that  group  of  the 
population,  as  many  people  mentioned  this  morning  who  are  most 
in  need  of  help  and  assistance. 
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We  can  turn  our  back  on  that  group  of  the  population  relatively 
easily.  It  is  a  small  group,  probably  don't  have,  you  know,  all  that 
much  political  clout.  I  would  simply  say  that  as  a  matter  of  public 
policy,  it  is  not  the  right  thing  to  do.  Again,  most  of  them  will  sur- 
vive. There  are  ways  to  simply  do  this  well.  It  is  done  well  in  many 
cases. 

I  look  at  our  own  portfolio.  It  is  basically  well-managed.  I  would 
like  to  believe  it  is  extremely  well-managed.  It  is  cost-effective  in 
its  management.  There  are  some  problems  with  the  mortgage 
structure  of  some  of  these  deals,  there  are  some  problems  in  some 
of  the  ways  automatic  adjustment  factors  work  to  artificially  in- 
crease rents. 

In  some  cases,  I  might  add,  there  is  a  bit  of  structural  insanity 
in  the  way  these  things  are  put  together,  now  that  we  have  the 
wisdom  of  20  years  of  hindsight.  With  property  negotiation  and 
property  restructuring  between  the  private  owner  in  some  cases  or 
the  public  owner  and  the  government,  I  think  those  inequities  can 
be  run  out  of  that  portfolio  and  you  can  get  back  to  the  fact  that 
at  some  point  we  have  an  obligation  for  housing  the  people  who  are 
there. 

The  alternative,  again,  would  be  some  type  of  voucher.  I  haven't 
seen  the  effectiveness  of  vouchers  really  working  for  providing  it 
for  those  people  who  are  in  that  kind  of  housing.  There  are  obvi- 
ously, you  know,  alternatives.  They  clearly  could  be  privatized. 
There  are  lots  of  different  ways  to  run  the  program.  The  assistance 
would  probably  be  dealt  with  at  a  State  or  local  level,  much  better 
than  it  is  dealt  with  at  a  Federal  level.  There  are  lots  of  those 
things  that  need  to  be  considered,  and  we  have  to  make  the  whole 
program  more  efficient. 

FEDERAL  HOUSING  ADMINISTRATION 

Mr.  Lewis.  You  have  already  stated  a  good  deal  of  your  view  of 
FHA.  Have  you  made  specific  recommendations  for  changing  FHA 
to  the  Department? 

Mr.  Ratner.  Other  than  in  the  various  meetings  and  discussions 
and  formal — they  have  done  a  very  good  job  of  in  effect  inviting  in- 
dustry in  to  review  their  proposals  with  them,  to  discuss  their  pro- 
posals both  individually,  in  our  company's  case,  and  through  our 
association  and  the  other  associations  in  the  industry. 

Again,  there  are  major  questions  of  where  you  go  with  FHA.  As 
a  member  of  the  private  sector,  you  know,  and  I  know  that  I  speak 
for  our  associations  in  this,  and  again,  I  am  not  sure  that  my  view 
of  the  history  of  FHA  is  correct,  but  one  of  my  private  convictions 
is  that  one  of  the  places  where  FHA  went  astray  is  when  many 
years  ago  FHA  was  in  fact  made  a  part  of  HUD  and  we  ended  up 
with  an  underwriting  agency  capable  of  doing  very,  very  good  work 
in  underwriting  both  single  family  and  a  huge  and  very  successful 
underwriting  activity  and  multifamily  loans. 

We  made  them  a  part  of  an  agency  who  had  a  very  different  pur- 
pose in  being,  who  had  a  social  agenda,  urban  redevelopment  agen- 
das and  in  many  cases  good  FHA  writing  was  contorted  to  meet 
that  other  agenda,  to  meet  other  demands,  in  some  cases  because 
of  conflicting  demands  from  Congress  and  administrations,  and  in 
other  cases  simply  because  that  was  the  mandate  given  to  them. 
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There  is  a  role  for  the  Federal  Housing  Administration  in  Project 
Mortgage  Insurance.  Again,  it  probably  should  be  a  quasi-public 
entity,  a  form  of  the  GSE.  That  role  is  real,  it  has  been  very  suc- 
cessful. It  is  in  most  of  the  country  one  of  the  only  places  where 
over  many  years  moderate  housing,  not  the  deep  subsidy  product 
that  is  the  Section  8,  but  the  product  that  goes  to  most,  to  a  much 
broader  band  and  to  a  band  where  tier  markets  are  also  very  much 
in  need  of  good  housing,  that  has  been  the  lender  of  first  resort  and 
I  might  add  last  resort  for  most  of  those  products. 

We  have  an  older  apartment  project  in  an  older  community  in 
need  of  some  rehab  and  in  basically  good  condition.  The  lender  you 
knew  you  could  go  to  who  would  give  you  a  decent  loan  was  FHA, 
and  over  the  years,  their  success  rate  with  that  portfolio  has  been 
outstanding. 

Mr.  Lewis.  So  you  would  have  kept  it  separate  from  an  FHA 
quasi 

Mr.  Ratner.  In  hindsight,  I  would  have  had  the  wisdom  to  know 
that  that  was  a  problem. 

Mr.  Lewis.  Or  support  that  view  so  it  would  be  successful  and 
profit  making. 

Mr.  Ratner.  And  could  still  serve  a  real  role.  But  then  they 
would  look  at  an  underwriter  property  to  decide  that,  all  right,  if 
we  are  going  to  have  a  property  that  serves  this  population  in 
need,  this  is  the  cost  of  the  property,  this  is  its  long-term  operating 
costs,  this  is  what  it  needs  to  make  it  work. 

Now,  let's  say  okay,  our  HUD-related  sister  agency,  however  it 
is  defined,  let's  look  at  what  it  is  going  to  take  in  the  way  of  a  sub- 
sidy mechanism  to  allow  that  to  happen.  When  you  merge  those 
two  functions,  the  underwriting  of  the  real  estate  loan  with  the 
public  policy  need  to  provide  for  housing  for  a  cohort  of  low-income 
families,  I  think  you  have  ended  up  with  a  process  that  by  defini- 
tion isn't  going  to  be  very  successful. 

Mr.  Lewis.  Okay.  Thank  you. 

Mr.  Stokes. 

LEAD  based  paint  PROGRAM 

Mr.  Stokes.  Thank  you,  Mr.  Chairman. 

Mr.  Ratner,  I  join  the  Chairman  in  commending  you  for  the  testi- 
mony you  have  given  us  here  this  afternoon,  and  we  appreciate 
very  much  your  appearance  here.  I  am  just  particularly  interested, 
because  of  my  familiarity  with  Forest  City  and  its  involvement  not 
only  in  Cleveland,  but  around  the  country. 

In  your  statement,  your  formal  statement  you  mentioned  that 
you  would  call  upon  our  committee  to  reject  HUD's  proposed  rescis- 
sions of  $80  million  in  unspent  funds  for  the  removal  of  lead-paint 
houses  from  private  housing  pursuant  to  Title  X  of  the  Housing  Act 
of  1992.  You  also  make  reference  to  how  slow  HUD  has  been  in  ob- 
ligating these  funds.  And  the  licensing  problem  there. 

But  for  the  purposes  of  our  committee,  is  lead-based  paint  a  real 
problem  in  terms  of  housing? 

Mr.  Ratner.  Again,  there  are  a  whole  lot  of  varied  opinions  on 
that.  You  know,  we  believe  that  it  is,  although  proportionately, 
again,  in  the  case  of— to  be  very  candid  with  you.  Congressman,  in 
the  case  of  most  of  the  Members,  particularly  of  National  Multi 
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Housing  concept  and  to  some  extent  the  National  Apartment  Asso- 
ciation, where  most  of  the  product  is  newer  product,  newer,  you 
laiow,  30,  40  years  old,  not  newer  last  week  or  last  year,  but  newer 
product,  that  tends  to  have  less  of  that  problem. 

It  is  also  true  that  rental  housing  product  tends  to  have  less  of 
that  problem.  The  older  housing  product  simply  disappeared  in 
most  of  our  cities.  Many  of  the  homes  that  have  the  worst  incidence 
of  lead-based  paint  are  homes  that  were,  you  know,  built  at  a  time 
from  which  we  have  very  little  rental  housing  stock. 

So  in  effect  I  don't  believe  it  is  as  big  a  problem  in  the  rental 
housing  industry.  Although  it  is  there,  it  is  one  that  I  think  can 
be  addressed  and  needs  to  be  addressed.  As  you  know  from  I  am 
sure  a  lot  of  your  own  experience  and  your  own  knowledge,  when 
the  problem  strikes,  it  is  a  very  severe  and  awful  problem.  Clearly, 
housing  is  the  place  that  it  happens. 

I  might  also  add  that  one  of  the  difficulties  that  we  face  in  the 
industry  is  that  as  we  are  looking  at  some  of  the  older  stock,  par- 
ticularly in  older  areas  that  need  renovation,  one  of  the  difficulties 
with  renovation  is  that  very  often  that  cost  is  tremendously  in- 
creased by  the  fact  that  the  older  housing  stock  does  have  underly- 
ing many  layers  of  paint  on  the  window  frames,  lead-based  paint. 

Now,  this  presents  yet  again  another  problem  in  terms  of  our 
country's  overall  stock  of  affordable  housing.  This  is  not  a  product 
that  we  should  throw  away,  and  yet  we  need  some  assistance  if  we 
are  going  to  renovate  that  property,  make  it  safe  for  all  of  the  other 
reasons  that  property  needs  renovation  and  deal  with  the  lead- 
based  paint  problem  that  is  there.  It  is  real,  it  is  there.  I  don't 
think  it  is  in  most  cases  overwhelming  and  it  can  be  dealt  with. 

Mr.  Stokes.  And  to  a  greater  extent,  it  is  probably  located  in  the 
inner  city  where  the  older  housing  stock  is  located,  where  there  are 
high  concentrations  of  both  the  poor  and  minorities? 

Mr.  Ratner.  Right.  By  definition  again,  it  is  in  the  older  areas, 
older  stock,  and  again,  it  is  also  most  often  a  problem  in  more  poor- 
ly maintained  stock,  where  in  fact  you  have  the  classic  peeling 
paint  problem.  It  is  also,  interestingly  enough,  a  real  problem  in 
project  renovation  areas,  where  people  have  come  in  and  said  I  am 
going  to  renovate  this  unit,  strip  all  the  paint  off",  manage  to  strip 
it  off,  leaving  a  lot  of  lead-based  dust  everywhere.  Interestingly 
enough,  that  becomes  a  problem. 

In  Cleveland  that  has  become  a  major  problem.  People  went  in 
and  in  good  faith,  renovated  the  unit,  found  out  that  they  were  cre- 
ating for  their  own  children  a  lead-based  paint  problem.  It  is  a  real 
problem. 

The  problem  could  be  of  huge  magnitude  if  not  addressed  at  the 
right  time.  We  just  urge  that  again,  it  is  a  small  program  that 
hasn't  been  aggressively  activated,  but  we  think  it  should  be  there, 
it  should  be  rescinded,  in  fact  it  should  be  dealt  with.  Rescinding 
the  funds  will  not  make  the  problem  go  away. 

VOUCHER  PROGRAM 

Mr.  Stokes.  Let  me  ask  you  this.  You  gave  us  a  good  illustration 
with  reference  to  talking  about  the  voucher  problem  when  you 
talked  of  any  Member  of  this  committee  getting  on  public  transpor- 
tation and  going  out  and  seeking  housing  by  virtue  of  a  voucher. 
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And  something  that  you  said  really  struck  me  when  you  men- 
tioned a  person  with  a  voucher  signifying  someone  who  can't  pay 
real  rent.  But  isn't  there  more  to  it  even  than  that?  You  handle 
housing  all  over  the  country  and,  as  you  say,  you  handle  a  fairly 
higher  level  of  housing  and  even  newer  apartments,  things  of  that 
sort. 

Is  race  still  a  factor  in  terms  of  a  person  going  out  with  a  vouch- 
er and  seeking  to  rent  an  apartment  in  some  communities  in  Amer- 
ica today? 

Mr.  Ratner.  Again,  I  would  presume  that  with  all  of  the  rules 
and  all  of  the  determinations  and  all  of  the  efforts,  and  I  know  the 
efforts  that  our  company  makes,  I  think  we  do  a  terrific  job  of  both 
the  spirit  and  the  letter  of  laws  that  relate  to  fair  housing.  The  fact 
is,  I  think  the  country  probably  reflects,  the  various  employees  of 
various  countries  probably  reflect  the  prejudices  and  the  nature  of 
the  very  general  population. 

I  would  like  to  swear  that  none  of  our  properties  have  ever  been 
unfair  to  a  respective  resident  because  of  race  or  any  other — or 
family  status.  I  would  be  a  fool  if  I  told  you  that  with  250  or  300 
properties  that  we  manage  across  the  country  that  that  were  the 
case.  Is  it  a  factor?  Yes,  I  clearly  believe  it  is.  But  it  is  more  than 
just  race.  It  is  race  combined  with  economic  factors.  Forgetting  race 
is  hard  to  do,  I  realize. 

The  individual  who  presents  himself  with  the  Section  8  certifi- 
cate is  most  often  somebody  who  is,  forgetting  racial  background 
who  economically,  culturally,  and  a  lot  of  other  ways  is  not  reflec- 
tive of  the — forget  good,  bad  or  indifferent,  there  are  no  judgments 
involved,  of  the  predominant  group,  whatever  that  group  might  be. 
In  a  different  community,  a  different  neighborhood.  And  that  is 
really  where  most  of  these  people  have  to  seek  housing.  That  is 
what  we  have  to  remember. 

The  budget  isn't  going  to  be  very  effective  in  their  neighborhoods. 
They  have  to  seek  it  elsewhere.  One,  they  have  trouble  getting 
there.  Two,  when  they  get  there,  the  reception  isn't  terribly  great. 
But  it  is  not  great  just  because  of  race,  it  is  not  great  because  of 
a  lot  of  other  factors  that  are  built  in. 

Mr.  Stokes.  Socioeconomic. 

Mr.  Ratner.  It  is  socioeconomic  bias,  it  is  bias  against  somebody 
who  drives  an  old  beat-up  car.  It  is  the  same  bias  when  we  walk 
into  a  good  department  store  and  a  guy  takes  a  look  at  the  kind 
of  watch  you  are  wearing  to  see  if  he  wants  to  treat  you  as  a  good 
customer  potentially  or  not.  There  are  a  lot  of  factors  that  become 
a  part  of  that.  It  is  not  a  simple  one. 

But  more  importantly,  and  I  would  like  to  go  back  to  one  thing 
quickly,  when  you  talk  about  my  comment  that  they  can't  pay  real 
rent,  there  is  another  difficult  mechanism  that  you  need  to  under- 
stand in  this.  A  good  example  is  the  property  we  own  in  Akron, 
Ohio,  about  400  units.  The  market  was  soft  about  three  years  ago 
and  our  occupancies  dropped  and  our  rents  were  about  $400  for  one 
bedroom — it  is  a  middle  market  property — and  we  ended  up  with 
a  number  of  Section  8  certificates  as  our  residents  in  the  property. 
They  were  paying,  I  would  guess,  $120,  $140  of  that  rent.  Of  the 
$40  rent  that  the  voucher  was  good  for,  they  were  probably  paying 
about  $120. 
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Now,  it  turns  out  a  little  bit  better  fortunately  for  us:  Markets 
are  much  tighter,  properties  are  90  percent  occupancy,  we  have  in- 
creased the  rent  by  almost  $40  a  month  over  the  last  two  years. 
The  voucher  has  not  increased  by  $1.  What  has  happened,  the  $40 
increase  was  passed  on  to  most  of  our  tenants,  most  of  whom  are 
people,  families  earning  $18,000,  $19,000,  $21,000,  $23,000  a  year. 

Most  of  those  families,  when  faced  with  an  increase  of  moderate 
size,  2,  3  percent  a  year,  were  able  to  absorb  that.  It  was  a  small 
percentage  of  their  total  monthly  rent  pajrment.  But  for  that  tenant 
who  was  on  a  voucher  who  was  only  paying  $130  a  month,  over  two 
years  a  $40  increase  in  terms  of  their  disposable  income  was  stag- 
gering. Not  because  we  end  up  doing  it,  but  simply  because  they 
couldn't  afford  it  and  they  all  moved  out. 

I  don't  know  where  they  have  moved  to.  My  guess  is  that  know- 
ing how  tight  the  rental  market  is  in  that  community,  many  of 
them  moved  out  of  the  community,  doubled  up,  I  don't  have  an  an- 
swer for  that.  But  that  is  what  I  am  talking  about  when  they  can't 
pay  real  rent,  it  is  a  farce  to  believe  that  these  people  with  vouch- 
ers can  really  participate  in  the  true  private  market. 

I  don't  have  a  good  answer  yet  for  exactly  what  mechanism  we 
need  to  use,  but  to  simply  say  oh,  the  voucher  is  there,  it  works, 
we  are  going  to  take  all  of  these  residents  in  the  existing  Section 
8  private-based  and  give  them  vouchers  and  they  are  going  to  par- 
ticipate, I  just  think  it  is  a  cruel  hoax.  It  is  not  going  to  happen. 

Mr.  Stokes.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Mr.  Lewis.  Thank  you. 

Mr.  Frelinghuysen? 

MR.  RATNER'S  RECOMMENDATIONS  FOR  HUD  REFORM 

Mr.  Frelinghuysen.  Thank  you,  Mr.  Chairman. 

I  think  your  presentation,  your  comments  are  very  thoughtful.  I 
am  pleased  to  be  able  to  sit  in  and  listen  to  you.  I  am  still  a  little 
bit  confused  as  I  go  through  your  statement,  you  appear  to  be 
against  just  about  every  rescission  that  is  placed  on  the  table.  Am 
I  wrong? 

Mr.  Lewis.  You  are  not  wrong. 

Mr.  Ratner.  No. 

Mr.  Frelinghuysen.  And  if  you  are,  I  can  only  see  three  things 
that  you  actually  are  for.  I  am  interested  in  what  people  are 
against  and  what  they  are  for  and  maybe  things  can't  be  that  black 
or  white.  You  are  against  most  of  the  major  rescissions,  and  on  Sec- 
tion 8,  you  embrace  the  repeal  of  the  "take  one  take  all"  statute. 
And  you  also  propose  repealing  the  endless  lease  provision,  and 
then  you  embrace  on  the  last  page  HUD's  proposal  to  restructure 
FHA. 

Is  there  anything  else  you  support? 

Mr.  Ratner.  Well,  you  know 

Mr.  Frelinghuysen.  In  other  words,  you  say  at  the  beginning  of 
your  testimony  that  you  are  for  substantial  reform.  And  I  was  just 
wondering  whether  there  was  anything  else  that  you  might  lay 
out?  You  have  a  real  familiarity  with  the  issue.  I  just  wondered 
whether,  besides  being  against  rescissions,  what  can  you  be  for  be- 
sides the  three  things  that  you  highlighted? 
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Mr.  Ratner.  I  believe  in  my  testimony  we  highlighted  a  couple 
of  specific  rescissions  and  without  trying  to  be  exhaustive,  they  are 
certainly — given  the  size  of  the  reduction  of  the  HUD  budget,  there 
are  a  vast  array  of  rescissions.  There  are  a  couple  of  them  specifi- 
cally that  we  identified  that  we  felt  don't  serve  a  real  purpose  at 
this  point  and  we  don't  think  should  be  carried  out. 

As  far  as  the  other  issues  of  what  do  you  do,  and  they  are  real 
issues,  the  first  thing,  and  I  believe  I  said  it  in  my  testimony,  and 
I  will  repeat  it,  that  we  believe  that  ultimately  you  need  to  go  to 
some  type  of  budget-based  rent  structure  for  this  portfolio.  Where 
you  really  go  and  you  can  look  at,  and  I  might  add,  when  done,  in 
some  of  the  Section  8  portfolio  which  is  operated  on  a  budget-based 
rather  than  a  simple  automatic  contract-based  subsidy  structure, 
that  has  been  done  very,  very  well. 

You  can  go  in,  and  I  believe  over  time  as  these  contracts  come 
up  for  renewal,  if  on  a  project  basis  you  sit  down,  it  is  relatively 
easy  to  determine  which  products  are  being  well-run  and  which 
ones  aren't.  HUD  knows  that.  Local  and  State  agencies  who  by  the 
way  administer  a  tremendous  amount  of  these  funds  know  that. 

You  simply  sit  down  and  say  what  is  that  project;  is  it  being  well 
administered,  is  it  a  decent,  safe,  sanitary  property,  is  it  providing 
for  residents  in  a  good  way?  You  then  sit  down  and  say,  what  does 
it  really  cost?  What  are  the  operating  costs  of  this  property. 

Again,  throughout  the  country  operating  costs  don't  vary  by  that 
much.  I  would  like  to  believe  by  being  a  wonderful  operator  we 
could  make  a  major  change.  Within  margins  operating  a  unit,  a 
senior  citizen  building  in  a  rural  location  with  a  given  structure 
utility,  whether  it  be  gas  or  electric  or  whatever,  is  going  to  be 
pretty  much  within  the  same  margin  of  costs,  very  small  numbers. 

You  know  what  it  costs  to  operate  it,  you  know  what  capital  re- 
quirements are,  you  know  what  the  debt  service  requirement  is, 
you  can  then  determine  a  very  small  market  rate  return,  big 
enough,  candidly,  to  keep  the  private  owner  from  just  willfully 
walking  away,  but  small  enough  so  that  it  really  doesn't  create  any 
significant  burden.  And  then  do  project-based,  budget-based  rental 
assistance.  That  is  a  real  reform. 

It  is  going  to  be  hard  to  institute  because  you  are  flying  in  the 
face  of  some  contractual  obligations.  Remember,  if  I  am  not  mis- 
quoting the  figure,  I  believe  that  the  average  mortgage,  the  median 
mortgage  on  all  of  the  Section  8  portfolio  that  we  have  been  refer- 
ring to,  the  project-based  section  portfolio  is  about  $29,000. 

If  somebody  said  to  me,  go  out  and  provide  for  housing  needs 
across  this  country  and  I  will  give  you  a  chance  to  buy  a  million 
units  at  $29,000  apiece  of  which  maybe  5  percent  need  to  be  torn 
down  and  5  percent  are  otherwise  distressed,  I  would  say  that  is 
a  hell  of  a  good  bargain. 

Now,  what  I  do  with  them  has  got  to  be  my  responsibility.  But 
that  value  of  affordable  housing  is  real.  All  I  am  saying  is  don't 
throw  it  away.  I  have  no  problem  taking  250  percent  of  our  sub- 
sidized portfolio,  it  will  go  market  rate  very  readily,  we  will  do  bet- 
ter out  of  it,  I  have  no  problem  at  all. 
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I  have  no  problem  with  the  236  prepayment  program.  As  a  pri- 
vate owner,  most  of  those  properties,  at  the  worst,  I  will  be  able 
to  support  them  in  the  marketplace;  at  the  best,  I  will  do  real  well 
by  not  providing  for  that  low-income  tenancy.  The  concern  there  is 
what  perhaps  to  provide  for  the  housing  needs  of  those  people. 
There  are  a  lot  of  positive  things  you  can  do. 

Without  belaboring  it,  I  mentioned  the  whole  issue  of  getting 
HUD  out  of  the  process  emphasis,  and  into  standards,  accountabil- 
ity standards,  what  is  good  housing.  Those  are  things  that  are  very 
positive,  an  initiative  that  HUD  has  been  looking  at  and  need  to 
be  encouraged.  I  think  that  goes  a  long  way  towards  a  lot  of  the 
reforms  that  I  think  are  important  in  regard  to  this  stock. 

Mr.  Frelinghuysen.  Thank  you  for  your  response. 

Thank  you,  Mr.  Chairman. 

Mr.  Lewis.  Mr.  Knollenberg. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman. 

I  have  just  a  very  brief  followup  to  some  of  the  comments  that 
have  been  raised.  You  mentioned  that  you  very  much  opposed,  and 
you  made  it  clear  to  some  extent  why  you  are  against,  in  fact,  why 
you  want  to  remove  Section  8  assistance  over  the  next  five  years, 
I  believe.  That  is  something  that  you  do  not  support.  You  don't  like 
the  idea  that  has  been  proposed  that  all  of  that  assistance  be  re- 
moved; is  that  right? 

Mr.  Ratner.  The  project-based  assistance.  The  idea  has  been 
proposed  and  the  HUD  blueprint  is  to  convert  it  to  tenant  based. 

Mr.  Knollenberg.  You  mentioned,  if  I  can  crystallize  three 
things  as  reason,  one  is  that  the  tenants,  there  are  some  handicap 
or  hardship  placed  upon  the  tenants  in  being  unable  to  get  or  find 
suitable  housing  or  replacement  housing.  I  think  you  also  men- 
tioned that  the  investor  is  going  to  be  challenged  on  this  and  think 
otherwise  and  perhaps  not  make  that  investment. 

And  third,  I  think  you  are  talking  about  some  of  the  well-man- 
aged properties — I  am  just  pulling  phrases  out  of  your  testimony, 
some  of  the  well-managed  properties  would  suffer  because  of  vacan- 
cies and  what  have  you. 

Have  you — of  course  we  haven't  seen  the  impacts  of  the  kind  of 
things  being  proposed  here,  but  just  for  a  moment  tell  me  what 
makes  you  think  that  all  of  those  things  would  happen.  For  exam- 
ple, homelessness.  Why  do  you  think  that  would  happen?  Wouldn't 
there  be  some  other  agency,  wouldn't  there  be  something?  And  I 
am  asking.  I  don't  know. 

Mr.  Ratner.  Again,  obviously,  one  of  my  convictions  is  that  at 
some  level,  we  have  a  country  that  has  chosen  in  many  ways  not 
to  turn  its  back  on  individuals  in  deep  need.  At  some  level  we  try 
to  deal  with  issues  of  homelessness,  whether  through  charitable  or- 
ganizations or  in  some  way.  I  don't  believe  that  many — pick  a 
project,  Lima,  Ohio,  200  units,  I  don't  believe  that  many  residents 
of  that  project  were  not  able  to  service  their  needs  any  more  at 
rents  they  can  afford,  at  30  percent  of  their  income.  I  don't  believe 
that  many  of  them  would  truly  end  up  going  homeless.  They  will 
find  some  way  for  many  of  those  people  to  be  housed. 

That  project  will  probably  service  a  slightly  higher  income  group 
of  people.  But  my  conviction  is  that  one,  you  put  those  people 
through  tremendous  pain  and  suffering,  tremendous  dislocation. 
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These  are,  as  I  said,  in  our  portfolio,  it  happens  to  be  9,700  units 
of  senior  housing.  These  are  people  who  have  incomes  of  $7,200  a 
year  as  average  income.  I  don't  believe  they  can  participate  at  30 
percent  of  rent,  they  can't  pay  the  operating  costs.  I  don't  believe 
they  are  going  to  be  real  participants  in  the  marketplace. 

What  happens  to  them?  Will  somebody  else  pick  up  the  gap? 
Maybe. 

My  concern  here  is  simply  what  HUD  recommends  and  what  you 
give  them  is  a  voucher,  but  that  voucher  doesn't  really  enable  them 
in  a  community  like  that,  in  many  of  the  communities  in  downtown 
Detroit,  in  Cleveland,  in  Newark,  New  Jersey  where  we  have  a 
property,  you  give  somebody  a  voucher  there  and  they  are  elderly 
and  they  are  not  going  to  be  able  to  move  very  far,  they  don't  want 
to  move  very  far,  they  can't,  they  are  not  going  to  be  able  to  find 
housing  with  that  voucher  very  readily.  And  the  ultimate  cost  by 
the  time  you  house  that  person  is  going  to  be  a  lot  more. 

What  I  am  saying  in  the  alternative  is,  hey,  take  the  unit,  pay 
its  mortgage,  pay  its  operating  costs.  The  return  becomes  a  nomi- 
nal issue  in  this  case,  because,  you  know,  at  very,  very  small  levels 
of  return  of  limited  return  which  is  what  the  later  programs  went 
to,  the  investor  will  stay  in  the  deal  partially  because  of  the  very 
negative  tax  consequences  if  they  don't,  and  you  have  got  good 
housing  at  I  believe  a  cheaper  cost  if  you  are  not  going  to  just  com- 
pletely turn  your  back  on  that  resident. 

Mr.  Knollenberg.  I  appreciate  the  commentary. 

Thank  you,  Mr.  Chairman.  That  is  all  I  have. 

Mr.  Lewis.  Mr.  Ratner,  one  of  my  staff  wanted  me  to  ask,  if  you 
had  the  chance,  would  you  oppose  or  would  you  support  vouchering 
out  all  public  housing? 

Mr.  Ratner.  Well,  public  housing  as  a  whole  is  a  much  deeper 
and  more  difficult  agenda,  because  it  is  a  much  more  troubled  port- 
folio in  much  more  troubled  areas.  Again,  public  housing  is  total 
number  of  Section  8  properties.  They  own  a  lot  of  projects  which 
aren't  anything  like  that,  and  you  have  to  be  very  careful. 

I  believe  in  testimony  that  senior  executive  NHP  gave  in  front 
of  the  Senate  last  week.  He  referred  to  the  fact  that  they  aren't 
portfolios,  they  are  collections.  They  are  collections  of  things  that 
public  housing  authorities  have,  and  I  think  you  have  to  be  very 
careful.  A  lot  of  it  runs  well  and  runs  effectively  and  is  cost-effec- 
tive. You  have  to  triage  this,  take  that  continually. 

The  other  stuff,  you  are  to  do  something  with  it  and  probably 
some  version,  and  again  we  make  comments  about  how  the  voucher 
is  going  to  be  made  to  be  workable.  You  have  to  really  look  at  the 
dynamics  of  that  market  and  make  sure  that  that  voucher  really 
works,  because  if  not,  I  just  think  there  is  something  fundamen- 
tally cruel  about  giving  a  resident  a  voucher  that  you  know  does 
not  allow  them  to  participate  and  get  a  decent  housing  unit  and 
say  okay,  you  have  lived  for  20  years  in  this  awful,  bad,  deterio- 
rated property  and  we  have  the  answer  for  you.  Here  is  your 
voucher,  and  two  months  later  they  come  back  with,  you  know, 
with  no  improvement. 

I  think  it  can — ^you  know.  In  the  case  of  the  project-based  units, 
I  think  it  is  cheaper  to  go  with  what  you  can  have  there  in  that 
asset  rather  than  trying  to  replace  it  with  voucher.  Beyond  that. 
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in  this  case  where  you  don't  have  a  good  asset,  I  think  vouchers 
are  better  than  trying  to  keep  that  asset  and  pouring  good  money 
into  what  is  clearly  not  working.  They  are  impacted,  they  are  in 
bad  neighborhoods,  neighborhoods  that  aren't  near  jobs.  Everybody 
knows  the  problem  there,  but  some  version  of  voucher. 

And  that  is  where  I  think  people  like  our  industry  need  to  work 
aggressively  to  say,  how  can  the  voucher  really  work  to  get  over 
some  of  the  racial  problems  that  Congressman  Stokes  mentioned, 
to  get  over  some  of  the  economic  bias,  and  to  get  over  some  of  the 
real  procedural  issues  in  the  voucher  programs  so  that  voucher 
could  be  real  for  that  public  housing  resident. 

Mr.  Lewis.  Okay.  Thank  you  for  being  with  us.  Mr.  Stokes,  any 
more? 

Mr.  Stokes.  No.  Thank  you  very  much. 


Thursday,  February  9,  1995. 
FRIENDS  OF  THE  EARTH 

WITNESS 

RALPH     DE     GENNARO,     DIRECTOR,     APPROPRIATIONS     PROJECT, 
FRIENDS  OF  THE  EARTH 

Mr.  Lewis.  Shifting  gears  a  bit,  our  last  guest  for  this  afternoon 
is  Ralph  De  (Jennaro  who  is  the  Director  of  the  Appropriations 
Project,  Friends  of  the  Earth.  Thank  you  for  waiting  a  long  time. 

Mr.  De  Gennaro,  I  haven't  really  had  a  chance  to  read  your  testi- 
mony in  depth,  as  you  probably  understand,  and  so  my  questions 
may  be  cursory  and  we  may  follow  up  with  questions  for  the 
record,  and  if  you  would  be  able  to  respond,  we  would  appreciate 
it.  Proceed. 

Mr.  Ralph  De  Gennaro's  Summary  Remarks 

Mr.  De  Gennaro.  Mr.  Chairman,  Congressman  Stokes  and 
Members  of  the  subcommittee,  I  appreciate  the  opportunity  to  tes- 
tify today  on  behalf  of  Friends  of  the  Earth.  My  name  is  Ralph  De 
Gennaro,  I  am  Director  of  the  Appropriations  Project  at  Friends  of 
the  Earth.  For  the  last  five-and-a-half  years  I  have  been  the  guy 
in  the  environmental  movement  who  follows  the  money,  essen- 
tially. I  don't  do  a  lot  on  regulations;  I  know. 

Mr.  Lewis.  Follows  the  money  we  appropriate? 

Mr.  De  Gennaro.  Follow  the  appropriations  budget,  primarily. 
Friends  of  the  Earth  has  carved  out  a  niche  for  itself  as  the  group 
that  is  working  on  economics  issues.  We  also  have  a  tax  project 
which  is  the  only  full-time  tax  project  in  Washington  looking  at  the 
Ways  and  Means  and  Finance  Committees.  We  also  do  a  lot  of 
work  on  reforming  the  World  Bank,  trade  issues  and  so  on. 

I  would  like  to  congratulate  you,  Mr.  Chairman,  on  getting  what 
I  think  is  one  of  the  hardest  jobs  in  Congress,  especially  at  the  time 
you  get  it. 

Mr.  Lewis  Well,  it  is  a  lot  easier  to  increase  budgets  rather  than 
decrease  budgets,  no  doubt. 

Mr.  De  Gennaro.  Friends  of  the  Earth  believes  that  the  clearest 
message  of  the  last  election  was  that  Americans  want  their  govern- 
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ment  to  cost  less  and  make  more  sense.  We  agree  that  the  Federal 
Government  needs  to  be  restructured  and  reduced  in  size.  We 
would  like  to  think  that  Friends  of  the  Earth  can  be  part  of  the 
solution,  not  part  of  the  problem. 

Our  approach  is  to  be  fiscally  responsible.  Most  of  the  people  who 
will  testify  before  you  this  year  will  ask  for  money,  but  not  tell  you 
where  to  cut.  I  am  going  to  tell  you  where  to  cut.  You  won't  like 
everything  I  tell  you,  but  I  am  going  to  tell  you  something  that 
later  on  this  afternoon  I  am  going  to  meet  with  Senator  Robert 
Byrd,  and  he  will  note  that  my  organization  opposes  the  Corridor 
H  Highway  in  West  Virginia.  So  our  role  has  been  to  try  to  sell  the 
tough  choices  that  Congress  can  make  to  the  American  people  to 
make  your  job  easier  in  some  ways. 

We  are  also  very  open  to  change.  As  I  mentioned,  Friends  of  the 
Earth  is  trying  to  pioneer  work  on  appropriations,  taxes  and  other 
issues.  In  general,  our  attitude  on  environmental  problems  is  that 
it  is  true  that  the  current  tools  of  our  government  are  not  working 
perfectly,  that  the  solution  is  not  to  break  or  throw  away  the  exist- 
ing tools,  but  rather  to  add  new  ones,  which  can  do  the  job  in  dif- 
ferent ways. 

This  subcommittee  cannot  solve  all  of  the  environmental  prob- 
lems facing  this  country,  and  I  hope  you  don't  try  to  this  year.  Your 
bill  could  be  quite  a  Christmas  tree  if  you  do.  But  I  think  you  can 
play  a  really  important  role  in  shaping  the  U.S.  economy  in  the 
21st  century. 

Before  we  ask  for  any  money  or  defend  the  EPA  budget,  I  would 
like  to  show  you  a  report  that  came  out  last  week.  You  have  prob- 
ably seen  some  press  about  it.  It  is  called  the  Green  Scissors  Re- 
port. This  is  a  cooperative  effort  between  the  environmental  groups 
led  by  Friends  of  the  Earth  and  the  taxpayer  and  free  market  eco- 
nomics groups  led  by  the  National  Taxpayers  Union,  Citizens 
Against  Government  Waste,  and  Citizens  for  a  Sound  Economy. 
You  don't  often  find  all  of  those  folks  on  the  same  side  of  an  issue. 

Mr.  Lewis.  This  may  be  plastic,  but  it  is  made  in  the  USA. 

Mr.  De  Gennaro.  Actually,  these  are  recycled  plastic  made  in 
Fairfield,  Connecticut  by  the  Acme  United  Corporation  which  has 
generously  donated  1,000  pairs  for  our  publicity  campaign.  I  think 
that  company  has  done  more  to  reduce  the  deficit  than  a  lot  of 
other  companies. 

This  report  calls  for  either  terminating  or  reforming  34  Federal 
spending  and  subsidy  programs  in  order  to  save  on  the  order  of  $33 
billion  in  the  coming  years.  I  would  also  like  to  tell  you  that  I  gave 
a  copy  of  this  report  and  a  pair  of  scissors  to  Vice  President  Gore 
at  a  budget  briefing  on  Monday,  and  the  first  thing  he  did  was 
open  it  up  to  the  page  about  Tennessee  and  find  that  we  are  calling 
for  the  termination  of  the  Advanced  Neutron  Source  Program  down 
at  Oakridge  National  Lab.  So  again,  I  would  emphasize  that  we  are 
trying  to  tell,  we  think,  the  hard  things  to  everybody. 

In  addition  to  cutting  Federal  spending  and  subsidy  programs 
that  aren't  working  and  that  are  hurting  the  environment.  Friends 
of  the  Earth  has  advocated  a  green  tax  agenda.  I  realize  that  this 
is  not  under  the  jurisdiction  of  the  subcommittee,  but  I  think  it  is 
useful  for  you  to  have  a  context  for  what  else  is  going  on  in  the 
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Congress  and  in  the  environmental  policy  so  that  you  don't  feel 
that  you  have  to  solve  every  problem  yourselves. 

The  aim  of  our  tax  program  is  to  ensure  that  those  who  benefit 
from  pollution  and  resource  use  pay  the  costs  and  to  remove  tax 
subsidies  from  environmentally  harmful  activities.  The  philosophy 
is  to  tax  pollution,  not  people.  Indeed,  by  instituting  an  aggressive 
program  of  green  taxes,  the  U.S.  might  be  able  to  reduce  income 
taxes  for  low-income  working  Americans. 

The  clearest  green  tax  success  story  is  the  CFC  tax  on  ozone-de- 
pleted substances.  This  is  useful,  because  at  the  same  time,  essen- 
tially, Congress  passed  a  law,  mandating  the  EPA  to  pass  a  regula- 
tion to  reduce  the  use  of  ozone  depleting  substances,  CFC,  and  also 
enacted  a  tax  on  the  production  of  such  substances.  What  hap- 
pened is,  industry  phased  out  the  regulated  substance  faster  than 
it  had  to  under  the  regulation,  because  of  the  tax. 

In  addition,  the  DuPont  Corporation,  which  has  been  somewhat 
forward-thinking  and  worked  on  alternatives  to  CFC,  actually 
made  a  whole  pile  of  money  because  people  needed  those  safer  al- 
ternatives. They  had  fought  the  regulation  from  the  beginning, 
though,  unfortunately. 

And  finally,  a  tax  on  ozone  depleting  chemicals  has  been  very 
popular  with  Democrats  and  Republicans  in  the  taxpaying  commit- 
tees here  in  Congress.  That  is  something  they  regularly  brag  about. 

Turning  to  the  EPA,  I  would  like  to  emphasize  that  when  we  get 
caught  up  in  the  minutia  of  today's  environmental  debates,  we  may 
forget  how  far  we  have  come.  Twenty  years  ago,  it  was  not  unusual 
for  the  rivers  of  our  country  to  be  absolutely  dead  or  to  catch  on 
fire  now  and  then.  Now  many  rivers  are  recovering. 

The  Bald  Eagle  which  had  been  listed  as  an  endangered  species 
was  recently  delisted. 

We  have  had  a  70  percent  decrease  in  the  lead  levels  in  chil- 
dren's blood.  Much  of  that  is  attributable  to  the  ban  on  leaded  gas- 
oline put  forward  by  the  EPA  in  the  mid-1980s.  These  are  the 
kinds  of  improvements  which  we  may  take  for  granted  and  which 
we  need  to  be  conscious  of  as  we  begin  to  think  about  radically  re- 
structuring the  EPA. 

I  would  like  to  emphasize  also  that  the  EPA,  environmental  reg- 
ulation, and  environmental  spending  is  good  for  the  American  econ- 
omy. We  have  recently  begun  to  see  more  and  more  studies  and  re- 
ports which  show  this.  The  Economic  Policy  Institute  issued  a  re- 
port just  last  month  which  showed  that  it  is  a  myth  that  there  is 
a  trade-off  between  jobs  and  the  environment. 

The  study  reviewed  all  available  literature  and  found  that,  I 
quote,  "the  great  majority  of  economy-wide  studies  show  a  small, 
positive  effect  of  environmental  regulation  on  overall  employment. 
Environmental  protection  raises  emplo3anent  levels  because  it 
makes  intensive  use  of  labor  and  domestically  produced  materials 
or  because  it  provides  some  recession-proof  stimulus  to  aggregate 
demand." 

Some  of  the  folks  you  heard  from  last  week  talked  about  the  high 
cost  of  pollution  control  and  abatement.  I  am  not  sure  that  is  all 
a  bad  thing.  There  are  4  million  Americans  employed  in  carrying 
out  pollution  control  and  abatement  activities.  I  think  that  is  good 
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In  terms  of  international  competitiveness  in  the  future,  you  know 
the  book  that  just  came  out  and  is  getting  a  lot  of  talk  lately,  it 
is  called  Green  Grold.  It  argues  that  Germany  and  Japan  have  iden- 
tified environmental  technology  as  a  key  to  competitiveness  in  the 
21st  century,  and  notes  that  America,  which  currently  has  a  lot  of 
strengths  in  that  area,  may  be  slipping  behind,  may  be  letting  go 
of  that  advantage. 

Just  to  focus  for  a  second  on  the  fiscal  1996  EPA  budget  request 
you  just  received  on  Monday,  that  request  isn't  everj^thing  that  we 
environmental  groups  want.  I  think  it  is  exactly  what  Congress  has 
been  asking  for.  If  you  look  at  that  request,  there  is  more  money 
for  science.  They  have  created  an  extramural  grants  program  to 
bring  in  the  best  people  from  universities,  get  the  best  minds  on 
the  job.  It  also  has  a  fellowship  program  to  get  more  graduate  stu- 
dents into  that  work.  It  also  proposes  an  important  capital  im- 
provement program  at  Research  Triangle  Park  to  refurbish  EPA 
labs  where,  literally,  the  water  is  coming  through  the  ceiling.  If 
Congress  wants  better  science,  you  are  going  to  have  to  pay  for  it 
one  way  or  the  other. 

The  budget  also  contains  more  help  important  to  the  States — 
$2.4  billion  for  wastewater  treatment  financing.  Within  the  operat- 
ing budget,  which  we  consider  to  be  the  most  important  part  of  the 
EPA  budget,  there  is  $683  million  for  operating  grants  to  states  to 
help  states  carry  out  their  programs. 

And  finally,  the  budget  contains  more  money  for  nonregulatory 
programs.  The  environmental  technology  initiative  is  designed  to 
help  develop  and  export  U.S.  environmental  technologies.  The  so- 
called  Green  Lights  Program  is  a  voluntary,  cooperative  program 
with  industry,  noncoercive,  no  regulations. 

The  EPA  is  also  funding  its  new  common  sense  initiative  and  a 
lot  of  other  initiatives.  Environmentalists  aren't  even  comfortable 
with  all  of  these,  but  I  think  you  have  to  recognize  that  the  EPA 
is  trying  to  do  what  Congress  has  asked  it  to  do.  And  change  will 
cost  some  money. 

To  conclude,  I  think  the  real  question  of  environmental  policy  is, 
who  pays?  When  polluters  pay,  they  have  an  incentive  to  prevent 
pollution.  I  was  surprised  to  see  the  testimony  last  week  from  the 
Competitiveness  Enterprise  Institute  which  criticized  pollution  pre- 
vention. I  don't  understand  that.  I  am  not  sure  what  the  author  is 
thinking.  We  found  again  and  again  that  cleaning  up  the  mess 
afterwards  cost  10  times  as  much  as  it  would  have  to  have  pre- 
vented it  in  the  first  place. 

Finally,  we  don't  pay  some  of  these  costs  through  the  Federal 
Government,  through  a  mechanism  where  everybody  can  throw 
some  money  in  the  pot  for  benefits  which  protect  everybody,  then 
we  are  going  to  force  those  costs  on  the  victims  of  health  problems, 
property  losses,  and  other  injuries  from  pollution. 

Thank  you  very  much. 

[The  information  follows:] 
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TESTIMONY  OF  RALPH  DE  GENNARO 

DIRECTOR,  APPROPRIATIONS  PROJECT 

FRIENDS  OF  THE  EARTH 

before  the 

SUBCOMMITTEE  ON  VA,  HUD  AND  INDEPENDENT  AGENCIES 

HOUSE  COMMITTEE  ON  APPROPRIATIONS 

February  9, 1995 


Friends  of  the  Earth  believes  that  the  clearest  message  of  the  last  election  was  that 
Americans  want  a  government  that  costs  less  and  makes  more  sense.  Friends  of  the  Earth 
strongly  supports  restructuring  and  downsinng  government 

Because  of  the  diort  notice  for  today's  hearing  and  the  press  of  other  business,  we  have 
been  simply  unable  to  prepare  lengthy  written  testimony  today.   Following  are  the  key  points  we 
would  like  to  emphasize: 

*  Congress  should  make  "Green  Scissors"  cuts  ~  The  government  should  cut  spending  and 
subsidy  programs  that  harm  the  environment   One  list  of  such  cuts  is  contained  in  The 
Green  Scissors  Report  released  last  week  by  Friends  of  the  Earth  in  cooperation  with  the 
National  Taxpayers  Union  Foundation.  However,  almost  none  of  those  is  under  the 
jurisdiction  of  this  Subcommittee. 

*  Friends  of  the  Earth  is  the  leading  advocate  in  Washington,  D.C.  for  "green  taxes"  - 
taxing  pollution  instead  of  people.  Such  pollution  taxes  can  supplement  and  in  some 
cases  reduce  the  need  for  environmental  regulations. 

*  Do  not  take  for  granted  the  successes  of  the  Environmental  Protection  Agency  (EPA). 
The  EPA  has  improved  the  quality  of  life  of  every  American.  The  environment  is  cleaner 
and  the  people  are  healthier.  Congress  should  be  proud  of  these  accomplishments  and 
make  any  changes  with  care. 

*  The  EPA  is  good  for  the  American  economy.  The  agency's  regulations  and  spending 
create  jobs,  advance  technology  and  enhance  U.S.  competitiveness. 

*  It  is  right  and  proper  that  the  feds  play  a  big  role  on  environmental  protection.  Every 
American  lives  downstream  of  somebody  else.  In  many  cases,  only  the  federal 
government  can  see  the  big  picture  and  protect  us  from  our  neighbors  in  another  state. 
National  standards  also  help  create  a  consistent  and  certain  regulatory  climate  for  business. 

*  The  EPA  has  been  trying  to  respond  to  the  demand  of  Congress  for  better  science,  more 
help  to  the  states  and  more  non-regulatory  programs.  The  FY96  EPA  budget  request 
continues  this  trend. 

*  The  real  question  of  much  environmental  policy  is  "who  pays?"  When  polluters  pay,  they 
have  an  incentive  to  prevent  pollution.   It  is  right  for  die  general  public  to  pay  for 
environmental  protections  from  which  everyone  benefits.  It  is  wrong  to  force  the  costs  of 
pollution  on  victims  in  the  form  of  health  costs,  property  value  losses  and  other  costs. 
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If  the  Subcommittee  needs  significant  outlay  savings  this  year,  it  should  restructure  the 
National  Aeronautics  and  Space  Administration  (NASA)  and  cancel  the  space  station. 
Events  of  the  last  year  prove  that  the  space  station  is  inherently  flawed  and  not  affordable. 


About  Friends  of  the  Earth 

My  name  is  Ralph  De  Gennaro.   Since  1990  I  have  served  as  Director  of  the 
Appropriations  Project  at  Friends  of  the  Earth.  The  Appropriations  Project  is  the  only  full-time 
effort  in  the  environmental  community  to  track  and  influence  appropriations  and  budget  issues  on 
all  environmental  programs.  In  1993, 1  co-authored  the  Project's  report  Earth  Budget,  a  first-ever 
comprehensive  summary  of  federal  spending  on  the  environment  that  remains  the  definitive  work 
today.  The  Appropriations  Project  is  part  of  Friends  of  the  Earth's  "Economics  for  the  Earth" 
program.  That  program  also  includes  projects  on  cutting  environmentally  harmful  programs, 
green  taxes,  reform  of  the  World  Bank,  trade  and  other  issues. 

Friends  of  the  Earth  U.S.  is  an  environmental  advocacy  group  founded  in  1969  and 
headquartered  in  Washington,  D.C.  It  is  part  of  Friends  of  the  Earth  International,  a  network  of 
affiliates  in  52  countries. 

"Green  Scissors" 

Friends  of  the  Earth  agrees  with  the  basic  premise  of  the  Subcommittee's  hearings  ~  that 
the  federal  government  must  be  restructured  and  reduced  in  size. 

On  January  31,  FOE  joined  with  the  National  Taxpayers  Union  Foundation  and  many 
other  groups  in  releasing  The  Green  Scissors  Report.   This  report  recommends  ways  to  cut  or 
reform  34  federal  spending  and  subsidy  programs  in  order  to  save  taxpayers  $33  billion  in 
coming  years.   I  attach  an  op-ed  that  we  wrote  on  this  subject  for  The  New  York  Times. 
Taxpayer  and  fi-ee  market  economics  groups  support  the  report  to  eliminate  or  reform  programs 
that  they  believe  waste  money  or  interfere  with  the  market   Environmental  groups  support  the 
report  to  cut  programs  that  they  believe  harm  the  environment  Together,  these  two  public- 
interest  movements  support  this  effort  in  order  to  protect  our  children's  future. 

Mr.  Chairman,  no  member  of  Congress  will  favor  every  recommendation  in  the  report  but 
every  member  should  be  able  to  find  several  recommendations  that  he  supports.   As  a  co-author 
of  the  report,  I  am  proud  that  it  targets  projects  and  programs  in  a  broad  variety  of  regions  and 
federal  agencies.   It  also  targets  programs  favored  by  Republicans  and  programs  favored  by 
Democrats.   When  I  handed  a  copy  of  the  report  to  Vice  President  Gore  on  Monday  of  this  week 
(February  6),  he  mentioned  that  the  report  recommends  killing  the  Advanced  Neutron  Source  in 
Tennessee.   So,  nobody  is  getting  special  treatment  in  The  Green  Scissors  Report. 

We  realize  that  almost  none  of  the  report's  recommendations  is  under  the  jurisdiction  of 
this  Subcommittee,  but  we  wanted  to  make  clear  that  FOE  is  part  of  the  solution  when  it  comes 
to  reforming  government 

We  would  also  like  to  make  clear  that  the  Green  Scissors  effort  is  quite  separate  from  the 
other  work  described  in  this  testimony. 
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Before  we  turn  to  the  EPA,  we  would  like  to  call  your  attention  briefly  to  the  potential  of 
"green  taxes"  to  improve  environmental  protection.   Since  1991,  Friends  of  the  Earth  has  been  the 
only  environmental  group  with  a  full-time  tax  advocate.  The  aim  of  this  work  is  to  ensure  that 
those  who  benefit  from  pollution  and  resource  use  pay  the  costs,  and  to  remove  tax  subsidies  for 
environmentally  harmful  activities.  The  philosophy  is  to  "tax  pollution,  not  people."   Indeed,  by 
instituting  an  aggressive  program  of  green  taxes,  the  U.S.  might  be  able  to  reduce  income  taxes 
for  working  Americans. 

The  clearest  green  tax  success  story  is  the  CFC  tax  on  ozone-depleting  substances.  This 
tax  has  raised  hundreds  of  millions  of  dollars.  It  has  also  resulted  in  the  phase  out  of  certain 
CFCs  faster  than  was  required  by  separate  regulations  published  by  the  EPA.  Also,  the  Dupont 
Corporation  had  pioneered  alternatives  to  CFCs  and  was  able  to  make  big  profits  when  the  tax 
began  to  bite  its  competitors  who  had  not  looked  ahead.  (For  the  record,  Dupont  had  earlier 
fought  CFC  controls.)  Finally,  the  tax  on  ozone-depleting  chemicals  has  been  a  favorite  of  the 
Ways  and  Means  and  Finance  Committees  and  has  received  bipartisan  support 

EPA  is  good  for  the  economv 

Mr.  Chairman,  I  would  like  to  put  special  emphasis  on  the  EPA's  benefits  for  the 
economy. 

The  EPA's  regulatory  work  and  spending  has  been  a  net  job  creator  and  a  driver  of 
innovative  technologies  that  can  help  American  competitiveness.   A  January  1995  report  by  the 
Economic  Policy  Institute  showed  that  it's  a  myth  that  there  is  a  tradeoff  between  jobs  and  the 
environment  The  study  reviewed  available  literature  and  concluded: 

"The  great  majority  of  economy-wide  studies  show  a  small  positive  effect  of 
environmental  regulation  on  overall  employment   Environmental  protection  raises 
employment  levels  because  it  makes  intensive  use  of  labor  or  domestically  produced 
materials  or  because  it  provides  some  recession-proof  stimulus  to  aggregate  demand. 

"Few  manufacturing  plants  have  been  shut  down  because  of  environmental  protection. 
Government  data  from  the  late  1980s  reveal  that  on  average,  four  plants  per  year  shut 
down  as  a  result  of  environmental  or  safety  regulation.  These  accounted  for  less  than 
one-tenth  of  1%  of  all  large  scale  layoffs. 

"In  1993,  some  4  million  people  were  employed  directly  or  indirectly  in  the 
'environmental  protection  industry.'" 

"Markets  for  clean  manufacturing  and  energy  technologies  ~  the  U.S.  is  currently  among 
the  world's  leaders  in  the  environmental  technology  field  ~  can  provide  the  kind  of  high- 
wage  boost  to  the  U.S.  economy  that  autos  and  defense  provided  in  the  19SOs  and  1960s. 
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"As  we  move  into  the  21st  century,  demand  for  clean  technologies  will  be  the  driving 
force  behind  industrial  job  creation.   Insuring  that  U.S.  Arms  develop  and  maintain  the 
lead  in  these  fields  will  allow  the  country  to  capitalize  on  high-wage  employment 
opportunities  in  environmental  protection." 

Similarly,  the  new  book  "Green  Gold"  by  Curtis  Moore  and  Alan  Miller  concludes: 

"The  U.S.  is  confronted  with  a  threat  to  its  viability  as  a  major  industrial  power  in  the 
coming  century  because  it  is  failing  to  adapt  to  new  environmental  and  technological 
imperatives....  The  commercialization  of  important  environmental  technologies  should  be 
announced  as  a  clear  national  goal,  comparable  to  the  vow  to  put  a  man  on  the  moon." 

Thank  you  very  much. 
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MR.  DE  GENNARO'S  RECOMMENDATIONS  FOR  THE  FY96  BUDGET 

Mr.  Lewis.  Thank  you,  Mr.  De  Gennaro. 

I  was  intrigued  by  that  which  I  hadn't  seen  of  your  testimony. 
I  will  evaluate  it  more  closely  as  I  have  a  chance  to  study  it.  But 
a  couple  of  things  do  pop  into  mind. 

I  note  in  your  testimony  that  you  recognize  that  this  subcommit- 
tee has  a  difficult  appropriations  year  ahead  of  it  and  we  are  going 
to  have  to  cut  some  budgets.  Your  targets  seem  to  kind  of  focus 
around  NASA  and  some  of  their  big  projects  like  the  space  station 
that  literally  left  the  agency  that  you  concentrate  upon,  EPA,  un- 
touched by  human  hands. 

Now,  I  happen  to  agree  with  your  position  that  one  of  the  best 
things  that  has  ever  happened  in  public  policy  is  that  somewhere 
around  1968,  we  actually  discovered  what  the  word  environment 
meant.  But  in  the  meantime,  EPA,  this  last  year,  had  a  budget  of 
$7.2  billion.  It  is  requesting  a  little  over  $7.4  billion.  I  mean,  sure, 
you  as  a  mature  Washington  watcher  would  have  some  suggestions 
as  to  how  they  could  significantly  readjust  their  programs,  serve 
people  better  and  spend  a  lot  less. 

What  are  those  ideas  if  you  have  any? 

Mr.  De  Gennaro.  I  would  say  that  as  a  mature  Washington 
watcher,  the  EPA  is  not  where  the  big  money  is. 

Mr.  Lewis.  $7.4  biUion? 

Mr.  De  Gennaro.  In  the  scheme  of  things,  I  am  not  sure  that 
is  the  solution  to  our  problems,  but  it  is  real  money  to  regular  peo- 
ple, and  I  recognize  that.  You  can  look  at  the  EPA  budget  which 
essentially  is  three  parts.  There  is  the  wastewater  treatment  fi- 
nancing program.  That  has  been  very  popular  in  Congress. 

Mr.  Lewis.  I  am  really  not  worried  about  what  is  popular  in  Con- 
gress. I  am  worried  about  how  do  we  work  with  our  agencies,  to 
get  us  over  a  seven-year  period  to  a  balanced  budget.  To  continue 
to  serve  people  and  then  ask  our  agencies  to  evaluate  from  a  zero- 
based  consideration  up,  why  does  this  program  exist,  has  it  worked, 
is  it  helping  people,  and  what  contribution  is  it  going  to  really 
make,  not  just  how  is  it  popular  with  Congress? 

Mr.  De  Gennaro.  It  is  difficult  for  me  to  see  anyplace  in  the 
EPA  budget  where  you  could  get  large  budget  savings.  My  sense 
is  that  the  wastewater  treatment  financing  programs  are  some- 
thing of  a  quid  pro  quo,  where  the  Federal  Government  has  asked 
states  to  make  improvements  and  has  offered  some  funding  to  help 
them  out.  That  responds  to  the  concern  of  unfunded  mandates  that 
we  have  heard  so  much  about. 

The  Superfund  program  is  an  attempt  to  deal  with  a  really  tough 
problem.  We  tax  certain  chemicals,  try  to  put  some  money  together, 
try  to  pay  for  the  things  we  can  where  nobody  else  is  going  to  pay 
for  it;  try  to  finance  some  cleanup  for  the  litigations  going  on  for 
a  long  time,  and  try  to  make  sure  there  are  some  lawyers  to  try 
to  enforce  and  get  money  out  of  those  people  who  haven't  paid  their 
fair  share. 

Mr.  Lewis.  Do  you  have  any  idea  what  percentage  of  that  dollar 
and  that  program  has  gone  to  help  lawyers  live  well  and  done  noth- 
ing in  terms  of  real  cleanup? 
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Mr.  De  Gennaro.  Well,  the  problem  there  would  be  solved  if 
some  of  the  insurance  companies  didn't  fight  so  hard. 

Mr.  Lewis.  Thank  you  very  much. 

Mr.  De  Gennaro.  It  takes  two  to  have  a  lawsuit.  There  has  got 
to  be  an  argument.  I  think  if  companies  were  more  prone  to  own 
up  to  their  responsibilities  and  pay  the  costs  instead  of  figuring  I 
might  as  well  go  to  court,  we  might  get  a  lot  more  done.  In  terms 
of  the  operating  budget,  a  lot  of  it  is  for  research. 

Congress  wants  better  science  from  the  EPA.  We  want  smarter 
environmental  policy.  A  lot  of  it  is  for  operating  grants  to  the 
states.  We  want  to  help  the  States.  We  want  to  provide  money  for 
some  of  the  mandates.  I  am  not  sure  where  I  see — some  of  it  is  for 
enforcement.  I  am  not  sure  where  I  see  big  dollar  savings  there. 

Mr.  Lewis.  In  this  last  week  we  had  an  experience  with  the  EPA 
in  which  we  asked  Ms.  Browner  to  come  up,  she  was  not  able  to 
come,  but  Ms.  Nichols  did  come.  The  contest  was  over  the  Federal 
implementation  plan  for  air  quality  program  versus  the  state  im- 
plementation plan,  an  overlapping  circumstance  developing  be- 
tween California  and  Washington. 

Ms.  Browner  today  talked  on  both  sides  of  that  issue  and  the 
Commerce  Committee  suggested  that  they  were  anxious  to  see  the 
state  implementation  plan  go  forward,  but  at  the  same  time  said 
she  was  very  pleased  with  the  court  order  that  we  continue  to  pro- 
mulgate regulations  from  the  Federal  level  by  way  of  the  FBI.  The 
Federal  regulations  going  forward  with  the  national  bureaucrats 
deciding  what  is  better  in  the  state,  keeping  them  close  to  a  1977 
law  instead  of  the  1990  law,  and  obviously  wasting  money.  Now, 
is  that  the  kind  of  regulation  we  need. 

Mr.  De  Gennaro.  Mr.  Chairman,  you  know  so  much  more  than 
me  about  that  situation  that  I  would  hesitate  to  try  to  get  into  de- 
tail on  it.  I  could  provide  you  with  an  answer  for  the  record. 

Mr.  Lewis.  Now,  remember,  you  said  you  do  follow  the  dollar 
here  in  Washington,  how  it  is  being  effective  in  terms  of  regulation, 
in  terms  of  oversight  for  the  environment.  It  strikes  me  this  is  a 
major  case  where  you  see  a  duplication  of  regulation  with  Washing- 
ton having  the  answers,  having  expressing  no  confidence  in  people 
who  for  years  have  shown  considerable  leadership  in  this  whole 
field.  It  is  a  little  startling  to  this  Member  who  has  dealt  with  that 
air  quality  problem  for  years  and  years  and  years.  So  I  am  very 
concerned  about  EPA's  lack  of  willingness  to  respond,  and  that  lack 
of  willingness  will  probably  be  reflected  in  the  way  we  look  at  their 
budgets. 

Mr.  De  Gennaro.  We  will  have  to  learn  more  about  the  situa- 
tion. I  would  be  glad  to  try  to  provide  you  with  a  response  for  the 
record. 

Mr.  Lewis.  I  would  be  interested  in  your  input. 

Mr.  Stokes. 

Mr.  Stokes.  Thank  you,  Mr.  Chairman. 

Thank  you,  Mr.  De  Gennaro,  for  your  testimony,  your  well 
thought-out  and  decisive  testimony  here  this  afternoon.  I  see  what 
the  EPA  budget  has  been  like  over  a  period  of  years,  just  to  get 
a  feel  for  what  we  are  really  dealing  with,  and  I  see  in  1991  EPA's 
budget  was  about  $6.5  biUion  and  $7.4  billion  in  1996. 
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Would  you  agree  that  this  probably  does  not  even  cover  the  im- 
pact of  inflation  over  the  past  five  years? 

Mr.  De  Gennaro.  I  would  have  to  do  the  mathematics.  I  do  know 
that  if  you  take  an  even  longer  historical  perspective,  that  in  1979 
EPA  budget  was  a  certain  level,  and  within  the  next  couple  of 
years  after  that,  it  lost  one-third  of  its  purchasing  power,  and  it 
spent  about  the  next  five  or  six  years,  until  about  1991,  just  climb- 
ing back  to  level  where  it  had  been  in  1979. 

And  in  the  meantime.  Congress  passed  six  or  seven  major  envi- 
ronmental laws  or  reauthorizations,  all  of  them  worthy  and  all  of 
them  which  we  supported,  plus  a  host  of  minor  laws,  and  plus, 
there  arose  a  number  of  other  programs  where  there  wasn't  legisla- 
tion, but  there  was  a  need  to  do  more  science  or  something  like 
that.  And  so  the  workload  of  the  agency  many  argue  has  something 
like  doubled  since  1979,  and  the  budget  has  not  kept  pace. 

I  think  also,  if  you  take  an  historical  perspective,  some  of  the 
programs  we  target  in  this  Green  Scissors  Report  were  enacted  in 
1871,  or  1902  or  1906.  They  were  signed  into  law  by  Ulysses  S. 
Grant  or,  you  know,  proposed  in  Teddy  Roosevelt's  inaugural  ad- 
dress, and  here  we  are  on  the  verge  of  the  21st  century  where  the 
environment  has  suddenly  become  a  large  concern.  It  doesn't  seem 
unreasonable  to  me  that  as  historical  forces  change,  as  we  move, 
as  we  learn,  as  we  change,  that  we  would  spend  a  little  more  to 
protect  the  environment  now  and  a  little  less  on  some  of  these 
other  programs  that  are  more  than  100  years  old. 

Mr.  Stokes.  I  was  sort  of  stunned  a  few  days  ago  when  we  had 
some  testimony  from  a  witness  before  our  subcommittee  who 
brought  to  our  attention  the  fact  that  in  the  past,  the  tax  structure 
allowed  the  Camegies,  the  Rockefellers  and  others  to  amass  for- 
tunes that  were  used  to  fund  research  facilities,  universities  and 
exploration  to  further  spots  of  the  earth. 

And  in  that  vein,  I  guess  what  they  basically  were  referring  to 
is  that  we  ought  to  perhaps  return  to  the  days  when  we  looked  to 
private  sector  for  all  the  research  and  so  forth.  Do  you  advocate 
that  position  at  all? 

Mr.  De  Gennaro.  Absolutely  not.  What  we  are  finding  in  terms 
of  research  that  industry  is  cutting  back  its  research,  it  is  cutting 
back  especially  on  basic  research,  on  the  things  that  aren't  going 
to  be  the  quick  buck,  and  this  is  a  reasonable  thing  for  the  Federal 
Government  to  do  on  behalf  of  all  of  us.  EPA  is  trying  to  meet  that 
demand  from  Congress,  creating  an  extramural  grant  programs, 
getting  the  universities  involved,  get  the  best  minds  on  the  job, 
make  smarter  environmental  policy.  It  seems  to  me  the  agency  is 
responding  to  the  demand  of  Congress. 

Mr.  Stokes.  One  other  question.  When  I  think  back  a  few  years 
ago  when  I  think  all  of  us  know  what  the  air  and  water  quality 
was  in  this  country,  and  you  think  today  of  the  concern  that  most 
Americans  have  about  the  quality  of  their  air  and  the  quality  of  the 
water  they  drink,  and  whether  they  can  drink  the  water  and  so 
forth  and  so  on. 

In  fact,  I  talked  with  one  of  the  witnesses  the  other  day.  I  cited 
the  fact  that  I  had  just  returned  from  a  trip  into  part  of  Africa 
where  every  time  you  drink  water  there,  you  were  concerned  about 
whether  or  not  you  had  gone  over  to  the  right  machine  where  the 
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water  was  being  properly  cleaned  before  you  drank  it  as  opposed 
to  just  walking  in  your  own  living  room  and  opening  up  a  faucet 
and  drinking  the  water. 

Is  that,  do  you  think  that  is  a  real  concern  of  the  American  peo- 
ple in  those  areas  today? 

Mr.  De  Gennaro.  Yes.  We  have  on  our  staff  Velma  Smith  who 
is  one  of  the  two  most  informed  and  articulate  advocates  on  drink- 
ing water  safety  in  the  environmental  movement  today,  and  you 
know,  we  could  provide  more  details  for  the  record.  But  we  are  not 
there  on  drinking  water. 

I  had  the  interesting  experience  about  a  year  ago  of  going  on  va- 
cation to  a  small  Caribbean  island,  one  might  think  of  it  is  a  Third 
World  country,  where  they  happened  to  have  clean  and  plentiful 
water  and  called  home  to  Washington  and  found  out  that  you  all 
were  boiling  your  water  back  here  if  you  remember  the  occasion. 
And  I  think  what  happened  in  Milwaukee  last  year  shows  that  we 
have  had  a  lot  of  improvement,  but  we  are  not  there  yet. 

Mr.  Stokes.  Thank  you  very  much,  Mr.  De  Gennaro. 

Thank  you,  Mr.  Chairman. 

Mr.  Lewis.  We  have  about  10  minutes  on  a  vote. 

Mr.  Knollenberg? 

Mr.  Knollenberg.  Thank  you. 

You  made  some  comments  about  the  things  that  you  would  be  in 
favor  of  cutting.  I  think  you  coauthored  the  piece  that  appeared — 
I  just  wanted  to  run  down  a  couple  of  those  things  to  see  if  we 
could  track  some  of  the  specifics  of  what  you  want  to  whittle  away 
at.  You  mentioned  the  Agriculture  Department,  the  fact  that  we 
are  paying  farmers  not  to  grow  things,  using  water  that  had  the 
thumbprints  of  the  EPA  to  get  the  water  in  the  first  place. 

Mr.  De  Gennaro.  I  think  you  mean  the  Bureau  of  Reclamation? 

Mr.  Knollenberg.  Well,  it  doesn't  say  that  here. 

Mr.  De  Gennaro.  Yes.  The  Interior  Department,  Bureau  of  Rec- 
lamation which  provides  the  subsidized  water. 

Mr.  Knollenberg.  The  question  I  have,  you  mentioned  some  of 
the  things  you  wanted  to  get  rid  of,  I  believe.  One  is  you  question 
the  value  of  the  1-69  in  Indiana.  I  don't  happen  to  come  from  Indi- 
ana, but  I  am  familiar  with  1-69. 

Where  is  that  stretch  of  highway  you  are  talking  about? 

Mr.  De  Gennaro.  It  is  a  140-mile  strip  between  Evansville  and 
Indianapolis.  And  about  90  miles  is  new  highway  and  50  miles  is 
upgrading  existing  standards.  The  two  major  papers  in  Indiana 
have  both  editorialized  against  the  highway. 

Mr.  Knollenberg.  You  mentioned  foreign  aid  projects,  agricul- 
tural programs  of  course,  and  then  also  Federal  disaster  insurance. 
What  are  you  talking  about  there  with  respect  to  Federal  disaster 
insurance?  Are  you  talking  about  crop  insurance?  Are  you  talking 
about 

Mr.  De  Gennaro.  No.  This  is  a  new  proposal  which  you  may  not 
have  heard  a  lot  about  and  which  I  investigated  and  of  course  in 
writing  this  report.  There  is  a  piece  of  legislation,  I  believe  it  was 
H.R.  2873  in  the  last  Congress  introduced  by  Congressman  Mineta 
on  the  House  side  and  Senator  Inouye  on  the  Senate  side.  It  is 
called  the  Natural  Disaster  Partnership  Protection  Act. 
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It  contained  in  it  a  proposal  for  a  new  Federal  trust  fund  that 
would  be  the  backstop  for 

Mr.  Knollenberg.  Are  you  for  or  against  that? 

Mr.  De  Gennaro.  We  are  very  much  against  that. 

Mr.  Knollenberg.  That  has  been  sort  of  set  to  one  side.  My  un- 
derstanding is,  I  think  you  are  looking  at  a  private  corporation 
now,  are  they  not? 

Mr.  De  Gennaro.  This  is  really  important,  because  this  is  what 
they  will  tell  you.  I  had  a  conversation  with  one  of  the  folks  on  the 
natural  disaster — the  piece  of  legislation,  few  read  the  committee 
report  on  the  bill  as  it  was  reported  from  the  House  committee.  It 
says,  we  are  going  to  create  a  corporation,  and  then — which  insur- 
ance companies  will  pay  money  into  and  that  will  be  the  reinsur- 
ance. 

Mr.  Knollenberg.  You  have  some  doubts  about  that  process. 
Let  me  interrupt  you 

Mr.  De  Gennaro.  Okay.  It  also  creates  a  fund  and  the  fund  is 
required  by  law  to  lend  money,  so  ultimately  the  Federal  taxpayer 
is  on  the  hook. 

Mr.  Knollenberg.  You  think  that  the  Federal  Government  is  in- 
volved in  this  process,  that  it  really  is  a  ruse,  not  just  a  private 
corporation. 

Mr.  De  Gennaro.  A  Federal  trust  fund  in  the  Treasury,  in  the 
Federal  management  agency,  if  you  read  the  law,  it  is  a  Federal 
trust  fund,  yes. 

Mr.  Knollenberg.  I  will  look  into  that,  because  I  am  very  much 
interested  in  what  you  are  saying  and  I  will  check  that  out. 

Mr.  Lewis.  Let's  make  sure  Mr.  Knollenberg  sees  your  report. 

Mr.  De  Gennaro.  Yes. 

Mr.  Knollenberg.  I  just  wanted  to  ask  you  too,  you  mentioned 
green  taxes.  Apparently  you  are  in  favor  of  some  taxes.  What  spe- 
cific tax  increases  are  you  in  favor  of? 

Mr.  De  Gennaro.  Well,  the  example  we  cited  was  taxing  chemi- 
cals which  deplete  the  ozone  layer.  That  is  one  that  Congress  has 
done  with  great  success.  There  are  any  number  of  other  examples. 
Iowa,  for  instance,  has  instituted  a  tax  on  certain  pesticides,  which 
has  created  a  pot  of  money  which  is  used  to  protect  the  ground- 
water there. 

In  Europe  these  are  very  widespread,  it  is  very  common,  very  ac- 
cepted. We  have  had  proposals  for  energy  taxes  here,  they  have  not 
gone  through  yet.  I  think  it  is  inevitable  that  we  eventually  do  that 
as  we  deal  with  our  budget  problems  in  coming  years. 

Mr.  Knollenberg.  You  think  there  is  a  law  of  diminishing  re- 
turns as  it  applies  to  EPA  when  it  comes  to  the  work  that  they  do 
and  the  cost  of  regulation? 

Mr.  De  Gennaro.  I  think,  you  know,  anyone  who  does  any  car- 
pentry or  building  knows  there  are  certain  jobs  you  have  a  hammer 
for,  certain  jobs  you  have  a  screwdriver  and  others  you  have  a  saw. 
And  I  think  for  some  of  these  programs,  you  just  need  to  take  a 
saw  to  them  and  cut  them  off. 

For  others,  I  think  we  need  to  fine  tune  them  with  a  screwdriver 
and  do  a  little  regulation,  and  for  others,  we  can  create  the  tax  that 
can  modify  the  behavior  without  a  whole  lot  of  bureaucracy  and 
regulation. 
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Mr.  Knollenberg.  But  answer  my  question  as  best  you  can  in 
terms  of,  you  think  that  the  law  of  diminishing  returns  does  not 
apply  or  does  apply  to  the  EPA?  I  mean,  how  far  can  they  go?  Can 
they  continue  to  go  as  far  as  they  have  to  without  any  risk  assess- 
ment? Do  you  believe  in  risk  assessment? 

Mr.  De  Gennaro.  Absolutely.  However,  I  would  support  risk  as- 
sessment for  the  EPA  budget  when  the  Congress  applies  the  same 
standard  to  the  entire  Federal  budget.  I  think  the  Pentagon  would 
run  screaming  from  an  honest  risk  assessment.  I  used  to  do  de- 
fense policy  on  the  Hill.  I  know  something  about  this. 

The  threats  that  we  are  now  spending  billions  of  dollars  to  meet 
at  the  Pentagon  are  not  real,  and  if  we  attach  the  same  standard 
of  risk  assessment  to  Pentagon  spending  as  we  are  proposing  to  on 
EPA  spending,  I  think  you  would  have  a  very  different  Federal 
budget.  So  we  are  not  £ifraid  of  an  honest  assessment  if  it  applies 
to  everybody. 

Mr.  Knollenberg.  I  appreciate  my  comment. 

I  will  relinquish  my  time  to  the  Chairman. 

Mr.  Lewis.  Thank  you,  Mr.  Knollenberg. 

We  are  headed  for  a  vote,  and  I  appreciate  you  coming  here.  I 
might  mention,  and  I  hope  you  respond  to  some  of  this  for  the 
record,  I  am  a  little  troubled  by  this  thought  that  the  taxpayer  is 
some  way  easily  separated  from  the  consumer,  and  when  you  apply 
taxes  to  products  that  eventually  consumers  are  going  to  use,  clear- 
ly the  price  is  not  paid  by  the  businesses  as  intervener,  it  is  paid 
for  by  the  consumers  themselves. 

If  you  agree  with  that,  we  have  some  specific  questions;  and  I 
would  like  to  see  how  that  fits  with  the  question  that  Mr. 
Knollenberg  was  asking. 

Mr.  De  Gennaro.  I  think  the  reason  your  job  is  so  hard  right 
now  is  Americans  don't  know  what  things  cost  and  aren't  willing 
to  pay  for  what  they  are  getting  and  I  think  all  of  us  need  to  ad- 
dress that  and  I  think  taxes  is  one  way  to  do  that. 

Mr.  Lewis.  I  am  not  sure  about  the  Defense  Department,  but  on 
every  one  of  the  other  subcommittees  I  serve  upon,  every  agency 
is  going  to  be  asked  to  start  from  scratch  and  take  a  look  all  the 
way  up,  and  ask  the  question,  does  the  taxpayer  want  his  money 
to  be  taken  from  him  and  spent  here  or  spent  at  home. 

Mr.  De  Gennaro.  I  think  that  is  a  good,  healthy  process. 

Mr.  Lewis.  Thank  you. 

Mr.  De  Gennaro.  Thank  you,  Mr.  Chairman. 
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